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MONDAY,  MABCH  19,  1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  G. 

The  joint  subcommittee  met  at  10.40  o'clock  a.  m.,  pursuant  to 
call  of  the  chairman,  Senator  Francis  G.  Newlands  presiding;  also 
Vice  Chairman  William  C.  Adamson. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Thom,  are 
you  ready  to  proceed  ? 

Mr.  Thom.  Yes,  Mr.  Chairman;  I  am  here  ready  to  subject  my- 
self to  any  further  cross-examination  that  may  be  desired. 

Mr.  Adamson.  I  move  that  the  cross-examination  of  Mr.  Thom 
be  deferred  until  the  absent  Senators  return,  and  that  we  proceed 
with  another  witness  at  this  time. 

Mr.  Thom.  I  was  going  to  say  I  will  be  here  at  all  times,  subject 
to  the  order  of  the  committee.  Some  of  the  railroad  executives  have 
arranged  to  come,  and  they  may  have  placed  upon  them  very 
emergent  obligations  on  account  of  this  national  crisis,  and  I  should 
like  for  them  to  be  free  to  perforin  those  duties  at  the  earliest  pos- 
sible time,  whereas!  shall  have  no  duties  imposed  on  me  in  that 
connection  and  will  be  here  at  all  times  subject  to  the  order  of  the 

committee-  ; 

The  Chairman.  If  there  is  no  objection  by  any  members  of  the 
committee,  that  will  be  the  order.  Mr.  Thom,  who  of  the  railway 
executives  are  ready  to  appear  ? 

Mr.  Thom.  Judge  Lovett  will  appear  now.  He  is  in  the  room. 
Mr.  Krutschnitt  will  be  here  to-morrow  and  will  appear  at  that  time. 

The  Chairman.  Judge  Lovett,  we  will  hear  you  now. 

Mr.  Sims.  Is  Judge  Lovett  going  to  cover  all  portions  of  the 
resolution,  so  far  as  affects  railways  ? 

Mr.  Thom.  You  had  better  ask  Judge  Lovett  that  question.  I  do 
not  know  whether  he  will,  unless  you  ask  the  questions.  I  want  to 
express  this  wish,  that  the  committee  be  very  liberal  in  asking  these 
railway  executives  questions,  because  I  think  that  will  bring  out  a 
great  many  aspects  of  the  case  impossible  to  reach  otherwise. 

Mr.  Adamson.  You  do  not  think  it  wise  to  vary  our  rule  of  pro- 
cedure as  formerly  adopted,  do  you? 

Mr.  Thom.  No;  I  think  they  ought  to  complete  their  statements: 
and  then  proceed  to  answer  inquiries  of  members  of  the  committee 
on  cross-examination. 

The  Chairman.  Judge  Lovett,  you  may  proceed. 
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STATEMENT  OF  R.  S.  LOVETT,  CHAIRMAN  EXECUTIVE  COMMIT- 
TEE, UNION  PACIFIC,  NEW  YORK  CITY. 

Mr.  LovETT.  I  was  requested,  Mr.  Chairman,  and  I  understood, 
at  the  suggestion  of  the  chairman,  to  submit  in  connection  with  my 
statement  a  map  showing  the  lines  of  the  railroad  with  which  I  am 
connected.  I  got  that  word  only  yesterday,  so  I  had  no  map  except 
one  that  is  taken  from  the  annual  report  of  the  Union  Pacific  sys- 
tem.   I  submit  that,  if  it  will  be  of  any  interest. 

The  Chairman.  Could  you  have  an  outline  map  presented  that 
could  be  published  in  the  hearings  in  connection  with  your  remarks? 

Mr.  LovETT.  Yes.    It  would  take  a  few  days,  of  course. 

The  Chairman.  Certainly ;  you  may  take  your  time  for  that. 

(Note:  This  map  is  printed  on  page  826.) 

Mr.  Adamson.  I  would  suggest  to  Judge  Lovett  that,  either  now 
or  when  he  submits  that  abbreviated  map,  he  also  make  a  statement, 
so  we  shall  be  able  to  understand  the  map  in  connection  with  it. 

Mr.  Lo^'ETT.  Yes ;  I  will  attach  to  it  an  explanatory  statement. 

Mr.  Hamilton.  Can  that  map  [referring  to  a  large  wall  map]  be' 
put  somewhere  so  we  can  see  it? 

Mr.  EscH.  Would  the  lines  in  red,  Chicago  west  to  the  coast,  indi- 
cate in  a  general  way  the  system  that  you  represent  ? 

Mr.  Lovett.  Yes.    I  can  describe  it  now  generally. 

Mr.  Hamilton.  That  would  be  sufficient  then. 

Mr.  LoA'ETT.  The  eastern  terminii  of  the  Union  Pacific  are  Omaha 
and  Kansas  City;  it  extends  westward  from  those  two  points — ^the 
main  line,  through  Cheyenne,  Wyo.,  to  Ogden,  Utah.  The  Kansas 
City  line  extends  westerly  from  Kansas  Citj'^  to  Denver,  Colo.,  thence 
to  Cheyenne,  where  it  joins  the  main  line.  It  has  various  branches 
in  Nebraska,  Kansas,  Colorado,  and  some  in  Wyoming.  The  Union 
Pacific  owns  all  the  stock  of  the  Oregon  Short  Line,  which  extends 
north  from  Salt  Lake  City  by  way  of  Ogden  to  Butte,  Mont.,  and 
northwesterly  from  Granger,  a  point  not  shown  on  that  map,  but 
about  125  miles  east  of  Ogden  northwesterly,  crossing  the  Salt  Lake 
City  and  Butte  Line  at  Pocatello,  Idaho,  and  thence  continuing 
northwesterly  to  the  Oregon-Idaho  boundary  at  Huntington ;  thence 
across  Oregon  to  Portland,  and  from  Portland  to  Tacoma  and  Seat- 
tle, Wash.,  with  lines  extending  from  a  connection  with  the  line  just 
described  to  Spokane,  Wash.,  and  with  a  great  many  branches  in 
Oregon  and  Washington. 

The  lines  in  Oregon  and  Washington  are  owned  by  the  Oregon- 
Washington  Eailroad  &  Navigation  Co.,  all  the  stock  of  which  is 
owned  by  the  Oregon  Short  Line,  and  aU  of  the  stock  of  the  Oregon 
Short  Line  is,  in  turn,  owned  by  the  Union  Pacific  Railroad  Co. 
So  there  are  three  separate  corporations  owning  the  railroads  con- 
stituting the  Union  Pacific  system,  but  the  ownership  is  all  prac- 
tically the  same  through  the  stock  ownership  which  I  have  just  de- 
scribed. Each  of  the  three  companies,  however,  operates  its  own 
railroads,  all,  however,  under  one  common  control  and  management. 

The  Union  Pacific  also  owns  exactly  50  per  cent  of  the  stock  of  the 
Los  Angeles  &  Salt  Lake  Railroad  Co.,  which  owns  a  line  connecting 
with  the  Oregon  Short  Line  at  Salt  Lake  City,  thence  southwesterly 
to  Los  Angeles,  Cal.,  and  to  San  Pedro  Port  at  Los  Angeles.  Ex- 
Senator  W.  A.  Clark  owns  the  other  half  of  that  road.    That  is  not 
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under  the  same  management  and  control  as  the  other  lines,  but  is  a 
joint  management  bj  common  consent,  unanimous  consent  of  the 
stockholding  interests,  Senator  Clark,  and  the  Union  Pacific  inter- 
ests.   That  is,  in  a  general  way,  a  description  of  the  main  lines. 

The  red  line  shown  there  from  Ogden  to  San  Francisco  is  owned 
by  the  Central  Pacific  Railway  Co.,  all  of  the  stock  of  which  is 
owned  by  the  Southern  Pacific  Co.,  and  the  line  is  operated  by  the 
Southern  Pacific  Co.  under  lease.  Ogden  is  the  western  terminus 
of  the  Union  Pacific. 

The  Chairman.  I  wish  to  state  to  the  committee  that  the  outline 
map  on  the  wall  is  a  map  that  was  drawn  up  under  my  direction 
many  years  ago  for  the  purpose  of  showing  railway  systems  approxi- 
mating 80,000  miles  of  line,  arranged  in  accordance  with  economic 
conditions  to  form  four  coast-to-coast  systems  under  a  national 
incorporation  act  and  the  first  large  corporation  embraced  the  New 
York  Central  lines,  the  Chicago  Great  Western  Eailway,  and  the 
Northern  Pacific  Eailway,  19,000  miles.  The  second  great  trans- 
continental system  embraced  the  Pennsylvania  system,  the  Chicago  & 
Northwestern  Eailway,  the  Union  Pacific  system,  the  Central  Pacific 
system,  the  Oregon  Short  Line,  the  Oregon  Eailroad  &  Navigation 
Co.,  and  the  San  Pedro,  Los  Angeles  &  Salt  Lake  Eailroad,  28,700 
miles.  The  third  great  system  embraced  the  Baltimore  &  Ohio  system 
and  the  Santa  Fe  system,  13,000  miles,  and  the  fourth  system  em- 
braced the  Southern  Eailway  system  and  the  Southern  Pacific  sys- 
tem, 16,000  miles.  "  .  .        • . 

I  wish  to  state  that  that  embraced  simply  my  empirical  view  at  the 
time  as  to  what  would  be  a  feasible  transcontinental  system,  but  I 
have  since  changed  my  view  regarding  the  Central  Pacific  and  the 
Salt  Lake  &  Los  Angeles  Eailroad.  I  doubt  whether  they  shall  be 
incorporated  in  a  system  with  the  Pennsylvania  system.  It  is  merely 
an  illustration  of  what  could  be  done  under  a  national  incorporation 
act,  and  the  bill  under  which  that  suggestion  was  made  was  a  bill 
introduced  by  me  about  10  or  12  years  ago. 

I  have  also  here  a  map  showing  the  waterway  systems  of  the 
United  States,  showing  in  red  the  parts  that  are  navigable  and  in 
blue  the  parts  that  are  unnavigable  of  the  various  rivers  of  the 
United  States.  I  shall  have  occasion,  in  examination  of  witnesses 
in  reference  to  the  importance  of  coordinating  rail  and  water  trans- 
portation, to  draw  out  from  the  witnesses  their  views  regarding  the 
perfecting  of  our  rivers  as  instrumentalities  of  transportation. 

Mr.  Adamson.  In  connection  with  your  statement  it  may  be  con- 
soling to  reflect  that  if  the  chairman's  empirical  views  never  pre- 
vailed, the  map  may  yet  be  useful  as  showing  the  democratic  system 
of  .operating  railroads,  and  I  do  hope  we  will  make  the  unnavigable 
part  of  those  rivers  navigable  by  the  time  your  empirical  views 

prevail.  .... 

The  Chairman.  I, will  add  to  that  statement  by  saymg  that  it  is  a 
question  in  my  mind  as  to  whether  the  incorporation  should  embrace 
great  transcontinental  systems ;  but  as  a  matter  of  economical  devel- 
opment of  the  railroad  system  of  the  country  we  find  that  these  great 
systems  are  confined  to  sections  and  do  not  reach  from  ocean  to  ocean 
or  from  the  Lakes  to  the  Gulf,  and  that  practically  the  consohda- 
tions  that  have  been  effected  have  been  sectional  in  character  rather 
than  continental  in  character. 
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Mr.  Adamson.  I  do  not  think  the  chairman  ought  to  encounter  any 
trouble  about  that.  If  you  are  going  to  consolidate,  go  ahead  and 
consolidate,  and  have  no  variety  or  local  interests  at  all. 

Mr.  EscH.  Let  us  proceed,  Mr.  Chairman. 

Mr.  Sims.  Is  this  to  be  a  part  of  Judge  Lovett's  hearing? 

Mr.  LovETT.  The  morning  papers,  Mr.  Chairman  and  gentlenien, 
show  that  we  have  just  emerged  from  a  situation  that  emphasizes 
more  than  I  can  the  necessity  for  some  form  of  nationalizing  or  con- 
trolling by  a  national  interest  the  railroads  of  this  country,  and  I 
shall  comment  upon  that  situation  and  offer  some  suggestions  as  to 
methods  of  dealing  with  it  before  I  conclude ;  but  it  is  very  evident, 
to  my  mind  at  least,  that  from  the  recent  events  some  measures  must 
be  taken  if  this  country  is  to  develop  and  is  to  escape  very  great 
dangers. 

I  should  like  to  state  at  the  outset  that  I  am  not  here  to  plead  the 
case  of  the  Union  Pacific.  As  a  matter  of  fact,  that  company's  credit 
has  been  so  high  that  it  has  had  no  difficulty  in  raising  the  money  it 
needed  during  the  last  10  years,  and  its  present  resources  are  such 
that  I  do  not  apprehend  difficulty  in  providing  the  funds  it  may  re- 
quire for  several  years  to  come.  Furthermore,  it  has  been  less  har- 
assed by  conflicting  State  laws  and  commission  regulations  than 
many  other  companies.  The  State  of  Utah,  by  which  it  was  incor- 
porated, has  had  no  railroad  commission  at  all,  nor  has  it  created 
any  tribunal  to  supervise  the  issue  of  railroad  securities.  It  created 
a  commission  only  this  month,  but  without  any  power  over  securities. 
The  Union  Pacific  system  operates  in  11  States,  but  only  3  of 
these — Missouri,  Nebraska,  and  Kansas — have  commissions  charged 
with  the  regulation  of  railroad  securities,  and  this  power  is  compara- 
tively recent,  having  been  conferred  upon  the  Missouri  commission 
in  1913  and  in  Kansas  and  Nebraska  only  in  1909 ;  and  we  have  not 
sold  any  securities  of  our  own  issue  during  the  last  five  years. 

But  addressing  myself  to  the  railroad  situation  of  the  country 
generally,  as  I  have  observed  it,  I  believe  that  the  problems  are : 

First.  The  multiplicity  of  regulations  by  the  several  States  with 
respect  to  the  issue  of  securities,  involving  delays,  and  conflicting 
State  policies,  generally  dangerous  and  possibly  disastrous. 

Second.  The  State  regulation  of  rates  in  such  manner  as  to  unduly 
reduce  revenues,  to  discriminate  in  favor  of  localities  and  shippers 
within  its  own  borders  as  against  localities  and  shippers  in  other 
States,  and  to  disturb  and  disarrange  the  structure  of  interstate 
rates. 

Third.  The  inability  of  the  Interstate  Commerce  Commission,  who- 
ever the  commissioners  may  be,  to  perform  the  vast  duties  devolving 
upon  the  commission  under  existing  law,  resulting  in  delay — which 
should  never  occur  in  commercial  matters — and  compelline  the  com- 
missioners to  accept  the  conclusions  of  their  employees  as  final  in 
deciding  matters  of  great  importance  to  the  commercial  and  railroad 
interests  of  the  country. 

Fourth.  The  practical  legality  that  has  been  accorded  conspiracies 
to  tie  up  and  suspend  the  operation  of  the  railroads  of  the  country 
by  strikes  and  violence  and  the  absence  of  any  law  to  compel  the 
settlement  of  such  disputes  by  arbitration,  or  other  judicial  means, 
like  all  other  issues  between  citizens  in  civilized  States  are  to  be 
settled. 
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Fifth.  The  phenomenal  increase  in  the  taxation  of  railroads  in 
recent  years. 

Sixth.  The  cumulative  effect  of  these  conditions  upon  the  investing 
public,  to  which  railroad  companies  must  look  for  the  capital  neces- 
sary to  continue  developments. 

Before  discussing  these  in  detail  perhaps  I  should  refer  to  the 
amount  of  new  capital  necessary  to  continue  the  ordinary  develop- 
ment of  railroad  facilities.  Of  course,  no  one  knows  the  amount  of 
money  that  will  be  required  for  proper  railroad  development  in  the 
future.  Various  opinions  have  been  expressed  from  time  to  time, 
but  the  basis  therefor  was  not  given.  The  expenditures  during  the 
past  10  years  may  be  of  some  value  in  estimating  what  should  be 
spent  during  the  next  10  years.  My  conviction  is  that  the  amount 
should  not  be  less;  and  I  believe  it  ought  to' be  a  great  deal  more. 
The  amount  expended  for  betterments,  additions,  and  construction 
as  far  back  as  10  years  is  not  obtainable  from  the  published  reports 
of  this  Interstate  Commerce  Commission.  It  is  shown  for  the  years 
since  1912,  but  not  as  far  back  as  10  years. 

The  best  approximation  obtainable  for  previous  years  is  from  the 
"Property  investment  account,"  as  shown  in  annual  reports  of  the 
railroads  to  the  Interstate  Commerce  Commission;  but  in  the  early 
days  of  railroad  accounting  this  account  in  some  instances  included 
the  amount  of  securities  issued  at  par  value,  regardless  of  cash  actu- 
ally expended.  In  recent  years,  however — particularly  since  July  1, 
1909 — the  additions  to  the  property  investment  account  each  year 
represent  not  less  than  the  money  actually  expended  for  additions. 
betterm,ents  (including  equipment),  and  construction,  except  in  the 
comparatively  few  cases  of  receivership  and  reorganization  occur- 
ring during  that  period,  as  to  which  there  is  some  uncertainty.  Tak- 
ing, therefore,  the  property  investment  account  as  compiled  from 
carriers'  reports  to  the  Interstate  Commerce  Commission  for  the  last 
10  years,  representing  the  percentage  of  mileage  indicated,  the  fol- 
lowing appears :  , 


Year  ended  June  30— 

Total. 

Increase. 

Per  cent 

of 
mileage. 

1906                             

$12,420,287,938 
13, 030, 344, 328 
13,532,744,773 
13,930,420,742 
14, 560, 543,  744 
15,793,477,337 
16,489,654,661 
17,070,028,581 
17,  648, 816, 951 
17,862,416,650 

$468,938,989 
610,056,390 
502,400,445 
397,675,969 
630, 123, 002 
1,232,933,593 
696,177,324 
580,373,920 
578,  788, 370 
213,599,599 

92.85 

1907 

91.67 

1908                   

91.65 

1909 

93.63 

1910 

94.13 

1911                                      

95.44 

1912     

96.60 

1913                             

96.73 

1914                                          

97.03 

1915                           

96.76 

Total  increase  in  10  years ^j  911j  067, 601 . 

Average  per  year 591 ,  106, 760 

Please  note  the  drop  in  capital  expenditures  in  1915,  due  un- 
doubtedly to  the  panicky  conditions  of  the  first  year  of  the  Euro- 
pean war.  Please  note,  also,  the  comparatively  small  amount  ex- 
pended during  the  fiscal  year  ended  June  30,  1909,  due  probably  to 
the  panic  of  1907,  the  effect  of  which  upon  expenditures  for  new 
improvements  would  naturally  extend  over  a  year  or  two.     New  im- 
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provements  had  been  resumed  and  were  well  under  way  during  1910 
and  1911,  when  prosperity  had  returned,  as  shown  by  the  very  large 
expenditures  during  the  fiscal  year  ended  June  30, 1911. 

As  already  said,  the  above  figures  shown  in  the  column  headed 
"  Increase  "  can  not  be  accepted  as  showing  exactly  the  amount  ex- 
pended in  each  year  for  additions,  betterments  (including  equipment) 
and  construction.  But  I  do  believe  that,  considering  the  large 
amounts  involved,  it  is  as  reliable  as  any  data  available  without  going 
back  and  analyzing  separately  for  10  years  the  accounts  of  each 
railroad  company  of  the  United  States,  which  would  be  an  almost 
endless  task.  At  all  events,  it  seems  clear  that  such  expenditures 
in  the  10  years  mentioned  averaged  about  $600,000,000  per  annum. 

Now,  I  feel  entirely  safe  in  saying  that  more  new  capital  should 
be  spent  on  the  railroads  of  this  country  during  the  next  10  years 
than  was  spent  during  the  last  10  years.  A  railroad  is  never  fin- 
ished. It  is  not  only  being  constantly  rebuilt,  but  every  time  any 
element  is  renewed,  it  is  renewed  in  a  larger  and  stronger  and  better 
form.  The  most  important  improvements,  however,  are  in  the 
nature  of  additions — additional  tracks,  more  sidings,,  more  and 
larger  yards,  improved  terminals,  more  engine  terminals  and  shops 
to  care  for  the  increased  number  of  engines  and  cars,  and  more 
main  tracks. 

A  few  years  ago  double  tracks  were  unusual.  Now  they  are  quite 
common.  Four-track  and  six-track  railroads  are  numerous.  If  we 
provide  adequate  transportation  for  the  rapidly-growing  products 
and  commerce  of  this  country,  almost  every  main  line  will  have  to  be 
double  tracked  in  the  next  10  or  15  years;  and  four  tracks  and  six 
tracks  will  be  as  common  as  double  tracks  were  10  years  ago.  Is  it 
not,  in  the  circumstances,  conservative  to  say  that,  as  we  spent  an 
average  of  $600,000,000  per  annum  during  the  last  10  years,  we  shall 
require  a  great  deal  more  than  that  during  the  next  ?  This  takes  no 
account  of  the  outstanding  bonds  which  are  beginning  to  mature,  and 
will  have  to  be  paid  off  through  refunding.  I  have  no  figures  giving 
the  exact  amount  of  these  maturing  bonds,  but  those  who  have  made 
some  investigation  estimate  the  amount  at  upward  of  $200,000,000 
per  annum,  which  in  forecasting  the  future  will  have  to  be  added  to 
the  amount  required  for  betterments,  additions  (including  equip- 
ment), and  construction. 

In  support  of  my  opinion  that  the  railroads  ought  to  spend  more 
new  capital  than  was  spent  during  the  last  10  years,  I  beg  leave  to 
cite  particularly  the  case  of  the  Union  Pacific,  with  which  I  am  most 
intimately  connected.  When,  in  August,  1906,  a  little  over  10  years 
ago,  that  company  began  the  payment  of  dividends  at  the  rate  of 
10  per  cent  per  annum,  it  was  very  generally  regarded  as  a  thoroughly 
rehabilitated  and  completed  property.  For  several  years  attention 
had  been  attracted  to  it  by  the  enormous  sums  of  new  capital  that 
had  been  poured  into  it  under  Mr.  Harriman's  administration.  Mr. 
Harriman  died  in  September,  1909,  but  his  active  administration  of 
the  property  ceased  on  account  of  ill-health  several  months  before 
his  death.  Now,  notAvithstanding  the  notable  constructive  work 
planned  by  Mr.  Harriman's  genius  and  carried  on  under  his  admiais- 
tration,  and  notwithstanding  the  very  general  impression  throughout 
the  country  that  he  had  completely  rehabilitated  the  Union  Pacific, 
the  fact  is  that  more  money  has  been  spent  by  the  Union  Pacific 
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system  for  additions  and  betterments  (including  equipment)  and  con- 
struction, in  the  7  years  since  Mr.  Harriman's  death  than  during  the 
entire  12  years  of  his  administration.  This  is  shown  by  the  follow- 
ing table  taken  from  the  annual  reports  to  the  stockholders  and  from 
reports  of  the  constituent  companies  to  the  Interstate  Commerce 
Commission,  viz : 

UNDER  ME.  HARRIMAN'S  ADMINISTRATION. 


Year  ended  June  30— 

Additions 
and  better- 
ments (in- 
cluding 
equip- 
ment). 

Double 
track. 

New  lines. 

Total. 

1899 

$2,645,423 
8,893,635 

11,824,225 
5.306,741 
5,738,838 
2,698,504 
2,158,061 
4,305,318 
5,277,599 

10,999,023 
3,916,900 

$1,382,311 

1,912,909 

627,083 

1,130,596 

366,336 

127, 134 

1,624,495 

6,153,804 

12,670,989 

9,651,399 

11,172,682 

$4,027,734 

10,890,314 

12.716,813 

6,437,337 

6,463,924 

3,542,045 

4,103,680 

10,891.443 

20,716,714 

22  351  067 

1900 

$83,770 
264.605 

1901 

1902 

1903 

358,750 
716,407 
321, 104 
1,432,321 
2,768,126 
1,800,645 
1,932.938 

1904 

1905 

1906 

1907 

1908 

1909 

17. 022  420 

Total 

63,764,267 

9,678,666 

45,709.638 

119,152,471 

SINCE  MR.  HARRIMAN'S  DEATH. 


1910 

$7,963,467 
16,604,377 
4,708,108 
5,489.503 
16,571.670 
21,088,470 
3,911,797 

$4,986,228 
3,693,266 
2,017,204 
1,460,270 
1,160,541 
363,543 
932,932 

$18,361,161 
17,154,948 
12,982,718 
9,549,254 
6.179,736 
2,847,915 
1,110,865 

$31  309  856 

1911. 

37,352,581 
19.708,030 
16,489,027 
22,911,947 
24,299,928 
6,955,694 

1912 

1913 

1914 

1915 ; 

1916                                                      

Total 

76,237,392 

14,602,974 

67,186,597 

168,026,963 

I  may  add  that  the  budget  for  1917,  prepared  by  our  operating 
officers,  and  recently  approved  by  me,  calls  for  larger  expenditures 
upon  the  railroads  in  1917  than  (excluding  new  lines)  we  have  made 
in  any  one  of  the  past  10  years.    It  appropriates  about  $35,000,000. 

What  is  true  of  the  Union  Pacific  with  respect  to  the  need  of  ex- 
penditures, is  largely  true  of  every  enterprising  railroad  system  in 
the  country — particularly  in  the  newer  sections;  and  the  question  is 
how  and  from  whom  is  the  money  to  be  gotten  ?  That  question  under 
Government  regulation  is  quite  as  much  for  the  Government  as  for 
the  railroad  officers. 

At  the  moment  the  railroads  are  prosperous.  The  year  1916  was 
the  most  prosperous  as  respects  gross  revenue  in  the  history  of  the 
railroads  of  this  country;  and  1917  is  beginning  well.  But  we  all 
know  this  was  due  to  the  abnormal  conditions  now  existing  in  the 
world  and  that  in  time — whether  one,  two,  or  three  years — the  rail- 
roads will  get  back  to  where  they  were  in  1914;  and,  unless  a  wise 
system  of  national  regulation  is  adopted,  their  position  will  become 
much  worse  than  then.  Even  at  the  present  time  they  are  feeling 
severely  the  "high  cost  of  living"  falling  upon  everyone.  For  ex- 
ample, the  Union  Pacific  bought  Mikado  engines  in  1913  for  $23,600; 
in  1916  the  same  engines  cost  $36,800;  and  in  February,  1917,  the 
same  engines  cost  $44,000.    Passenger  engines  bought  in  1913  cost 
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$23,000,  while  the  same  engines  bought  in  February  of  this  year  cost 
$41  000  Switch  engines  that  cost  $14,000  in  1913  cost  $26,000  m 
1917  These  prices  are,  of  course,  abnormal,  and  we  have  bought 
only  what  we  were  compelled  to  buy;  but  they  are  no  more  abnormal 
than  our  large  earnings  during  the  same  period. 

I  mention  these  circumstances  only  to  show  that  the  railroad  prob- 
lem is  no  wise  solved  by  the  present  apparent  prosperity,  but  that, 
on  the  contrary,  it  is  time  to  consider  and  devise  a  sound  solution  of 
the  difficulties  which  otherwise  will  soon  confront  us  m  even  more 

acute  form.  .^     ,  .      t  ^-        i  ^ 

Taking  up  now  the  first  of  the  difficulties  I  mentioned,  namely, 
the  multiplicity  of  regulations  by  the  several  States,  I  wish  to 
direct  your  attention  to  the  fact  that  this  country  is  only  begiimmg  to 
feel  the  effect  of  the  multiplicity  of  regulations  by  the  several  btates 
with  respect  to  the  issue  of  railroad  securities.  State  railroad  com- 
missions with  power  to  regulate  the  issue  of  securities  and  control 
the  financing  of  railroad  companies  became  numerous  only  within 
recent  years.  Ten  years  ago  only  two  commissions  had  that  power- 
Massachusetts  and 'Texas.  Nineteen  States  now  have  it.  In  Illi- 
nois, Maine,  Missouri,  and  Pennsylvania  it  was  conferred  only  in 
1913;  in  Arizona,  in  1912;  in  California,  New  Hampshire,  New 
Jersey,  and  Ohio,  in  1911 ;  in  Maryland,  in  1910 ;  in  Kansas,  Michigan, 
and  Nebraska,  in  1909 ;  in  Vermont,  in  1908 ;  and  in  Georgia,  New 
York,  and  Wisconsin  in  1907.  So  this  power  is  new.  The  great 
trunk  lines  in  the  East— Baltimore  &  Ohio,  Erie,  New  York  Central, 
Pennsylvania,  and  others  in  that  territory — were  not  subject  to  it  at 
all  10  years  ago,  but  to-day  they  must  get  the  consent  of  not  less  than 
six  State  railroad  commissions  before  they  can  issue  any  stock  or  sell 
any  bonds  to  raise  money ;  and  such  consent  is  given  in  most,  if  not 
all  of  them,  only  after  application,  notice,  hearing,  and  deliberation 
by  the  commission  that  sometimes  makes  ordinary  court  procedure 
seem  like  speeding.  In  Union  Pacific  territory  only  three  States — 
Missouri,  Kansas,  and  Nebraska — ^have  had  the  power.  It  was  con- 
ferred upon  the  Colorado  Commission  in  1913,  but  was  annulled  by  a 
referendum  election  in  1914.  The  commissions  in  the  other  States — 
Wyoming,  Idaho,  Oregon,  and  Washington — have  not  yet  been  given 
the  power.  Utah  has  had  no  railroad  commission  until  this  month, 
and  it  has  no  power  to  regulate  securities.  In  the  South,  Georgia 
and  Texas  are  apparently  the  only  States  exercising  the  power.  Since 
the  fashion  has  started,  it  is  not  at  all  improbable  that  all  the  States 
will  soon  follow  it. 

'I  direct  your  attention  to  the  rapid  and  radical  growth  of  State 
regulation  m  the  section  lying  north  of  the  Potomac  and  Ohio  Rivers 
and  bounded  on-  the  west  by  the  State  of  Illinois  and  on  the  east  by 
New  York,  constituting  the  heart  of  the  manufacturing,  commercial, 
and  financial  interests  of  the  country.  Ten  years  ago  there  were  no 
restrictions  upon  railroad  financing.  Then,  in  1907,  New  York  com- 
menced ;  then  Michigan  in  1909 ;  Maryland  in  1910 ;  New  Jersey  and 
Ohio  in  191J-;  and  Pennsylvania  and  Illinois  not  until  1913.  And 
now  all  the  great  trunk  lines  of  railroad  in  that  territory  must  apply 
to  four  or  five,  and,  if  they  enter  all  the  States  in  that  section,  as  some 
of  them  do,  to  as  many  as  seven  different  State  railroad  commissions, 
by  formal  petition,  produce  witnesses,  have  a  hearing,  and  satisfy  the 
varying  views  of  the  many  commissioners,  influenced  perhaps  in  many 
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cases  by  purely  local,  rather  than  national,  considerations,  before  they 
can  issue  bonds  or  borrow  money.  Aside  from  the  inevitable  delay 
incident  to  such  a  number  of  different  proceedings,  and  time  neces- 
sary to  enable  the  various  commissioners  to  make  up  their  minds,  and 
perhaps  write  opinions,  the  whole^  plan  can  be  defeated  by  any  one 
State  commission  refusing  to  give  its  consent.  It  is  really  not  sur- 
prising that  the  sudden  shackling  in  this  manner  of  these  great  trunk 
lines,  whose  securities  are  in  the  hands  of  almost  every  investor,  great 
and  small,  should  have  made  a  profound  impression  upon  the  railroad- 
investing  world.  The  increasing  activity  of  these  commissions,  as 
they  feel  more  and  more  their  power,  and  the  conferring  of  the  power 
upon  commissions  in  other  States  will  add  to  the  difficulties,  unless 
Congress  exercises  its  right  to  exclusively  regulate  the  capitalization 
and  financial  operations  of  these  interstate  railroads. 

In  this  connection  I  should  like  to  emphasize  the  importance  of  time 
in  transactions  involving  the  sale  of  corporate  securities.  Bankers 
are  almost  indispensable  in  floating  large  issues;  but  bankers  never 
buy  such  securities  to  keep — only  to  sell.  Their  function  is  precisely 
that  of  the  ordinary  merchant,  except  that  they  count  on  making 
quicker  sales,  and  therefore  work  on  a  smaller  margin  of  profit,  than 
the  ordinary  merchant  makes  of  his  merchandise.  When  bankers 
make  an  offer  for  an  issue  of  bonds  or  stock  they  base  their  price  upon 
current  financial  conditions  and  quotations,  expecting  to  make  a  quick 
turnover.  If  they  are  required  to  wait  for  the  delivery  of  the  securi- 
ties, they  reduce  the  price  to  cover  the  risks  of  financial  changes  in 
the  meantime,  and  the  seller  gets  less  for  his  securities.  If  the  period 
of  waiting  is  long  or  indefinite  and  the  transaction  is  a  large  one, 
bankers  sometimes  will  not  buy  at  all — particularly  if  the  financial 
world  has  any  menacing  features.  But  in  any  case,  the  longer  the 
delay  the  lower  the  price,  because  of  the  greater  risk.  Jacob  H.  Schiff 
once  said  to  me, "  Peace  never  breaks  out  overnight,  but  war  sometimes 
does."  I  afterwards  saw  that  remark  vertified  in  1914:.  Financial 
disturbances  usually  come  suddenly ;  improvement  always  gradually. 
Bankers,  therefore,  are  afraid  to  commit  themselves  for  the  purchase 
of  a  large  amount  of  securities  for  delivery  weeks  or  an  indefinite 
time  later,  and  any  syndicate  formed  to  take  and  carry  them  in  the 
meantime  must  be  paid  well  for  the  risk. 

I  remember  that  in  1907  the  Union  Pacific  made  an  issue  of  about 
$75,000,000  of  its  convertible  bonds,  but  because  they  were  convertible 
it  had  to  offer  them  first  to  its  stockholders.  I  believed  that  the 
bonds  were  so  attractive  that  the  stockholders  wovdd  take  all  of  them, 
and  being  a  member  of  the  executive  committee  and  of  the  board,  as 
well  as  counsel  for  the  company,  I  told  Mr.  Harriman  I  did  not 
think  we  should,  have  the  issue  underwritten,  since  the  bankers  wanted 
2|  per  cent  for  the  underwriting.  Mr.  Harriman  said  that  he  him- 
self thought  the  stockholders  would  take  the  bonds,  but  since  the 
company  needed  the  money,  and,  indeed,  must  have  it,  he  felt  that 
it  was  wise  to  pay  the  underwriting  price  as  a  premium  to  insure  the 
money.  It  was  necessary  to  have  a  special  stockholders'  meetmg  to 
authorize  the  increase  in  the  capital  required  to  provide  for  conver- 
='ion  of  the  bonds.  This  took  several  weeks.  In  the  meantime  the 
panic  of  1907  developed,  and  the  stockholders  took  less  than  $5,000,000 
of  the  bonds,  and  the  underwriting  syndicate  had  to  take  the  balance 
of  about  $70,000,000,  and  at  a  time  when  call  money  m  New  York 
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was  dancing  between  10  per  cent  and  $00  per  cent  per  annum.  But 
through  Mr.  Harriman's  wise  foresight  the  Union  Pacific  got  the 
money.  I  had  not  seen  as  much  of  large  financial  operations  then 
as  I  have  since.  That  experience  and  my  observations  since  have 
convinced  me  that  if  bankers  are  an  evil  they  are,  like  lawyers,  a  very 
necessary  one. 

I  relate  this  incident  to  illustrate  the  importance  of  prompt  deal- 
ing in  large  financial  transactions.  If  a  railroad  company  is  com- 
pelled to  go  to  half  a  dozen  or  more  State  railroad  commissions  for 
permission  to  make  an  issue  of  stock  or  bonds,  and  encounter  delays 
running  from  weeks  to  months  on  account  of  numerous  hearings  be- 
fore different  commissions,  and  meet  their  conflicting  policies  and 
views,  before  it  can  deliver  the  securities,  it  will  be  impossible  to  have 
the  issue  underwritten,  or  if  underwritten  at  all  the  cost  will  be 
enormous.  But  worse  still,  the  chances  are  that  differences  between 
the  commissions  will  arise,  or  that  the  inexperience  and  perhaps  the 
financial  theories  of  some  of  the  many  commissioners  may  require 
changes  that  will  offset  the  plan  entirely. 

In  the  meantime,  with  public  knowledge  of  the  fact  that  the  issue 
is  to  be  brought  out,  and  with  no  bankers  or  syndicate  to  protect  it 
against  raids,  ample  opportunity  will  be  afforded  for  depressing  the 
securities  on  the  market  by  the  time  they  are  issued. 

It  is  true,  of  course,  that  some  delay  and  publicity  will  attend  any 
commission  regulation  of  the  issue  of  securities.  But  it  is  obvious 
that  if  supervision  of  only  one  commission  is  required  the  delay  will 
be  far  less,  and  that  commission,  with  the  greater  experience  it  will 
have  in  dealing  with  such  subjects,  will  acquire  an  expertness  and 
familiarity  with  all  conditions  involved  that  will  not  only  greatly 
expedite  the  proceedings  but  enormously  increase  the  efficiency  and 
wisdom  of  the  supervision. 

The  difficulties  are  not  merely  potential,  they  are  actual;  and 
with  the  increasing  number  and  power  of  State  commissions  the 
difficulties  of  financing  railroad  improvements  will  become  insuper- 
able. Mr.  Thom  told  you  of  the  predicament  of  the  new  management 
of  the  New  Haven  Eoad  because  of  the  conflicting  laws  of  Massa- 
chusetts, Ehode  Island,  and  Connecticut;  and  of  the  New  York 
Central  having  to  pay  the  State  of  Illinois  a  fee  of  $600,000  for  an 
issue  of  securities  on  its  line  from  New  York  to  Chicago,  although 
but  a  few  miles  of  the  railroad  lies  in  the  State  of  Illinois.  The 
Union  Pacific,  for  the  privilege  of  issuing  some  bonds  under  a  mort- 
gage covering  its  lines  extending  from  the  Missouri  Eiver  to  Ogden, 
with  only  a  few  hundred  feet  of  track  in  Missouri,  at  Kansas  City, 
had  to  pay  recently  to  the  State  of  Missouri  for  the  approval  of  such 
issue  by  the  Missouri  commission,  a  fee  of  $10,962,  when  only  $124,930 
of  the  money  represented  by  the  bonds  had  been  expended  upon  its 
property  m  that  State. 

Indeed,  some  States,  in  effect,  deny  railroad  companies  the  right 
to  borrow  money  for  improvement  at  all.  As  attorney,  and  after- 
wards as  president  of  the  Southern  Pacific  lines  in  Texas,  I  had  to 
do  and  was  quite  familiar  with  the  Avorking  of  the  Texas  law  reo-u- 

1  co?^  '■'^1^?'"^  ^^^""^^  ^^^  ^""^«'  ■^I'O"^  t'le  t™e  of  its  enactment'^in 
•  1  ni'?  ^xr-®  termination  of  my  connection  with  the  Southern  Pacific 
in  1913.  Without  reference  to  branches  and  other  subordinate  lines 
the  Southern  Pacific  Sunset  Route,  made  up  of  steamers  from  New 
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York  to  N"ew  Orleans  and  Gaheston,  thence  by  rail  to  Los  Angeles, 
San  Francisco,  and  Portland,  runs  through  the  State  of  Texas  for 
936  miles  from  the  Texas-Louisiana  boundary  to  the  Rio  Grande 
River  at  El  Paso,  with  a  line  diverging  from  this  at  Houston  and 
extending  to  Galveston.  Yet  under  the  stock  and  bond  law  of  1893, 
as  administered  by  the  Texas  Railroad  Commission,  not  a  dollar  of 
bonds  or  a  share  of  stock  has  been  issued  against  or  on  account  of  this 
line  for  the  necessary  betterments  and  additions  of  this  great  trans- 
continental line  of  railroad  in  Texas  since  the  Texas  statute  was 
enected  in  1893  to  this  day.  Even  if  they  could  have  been  sold  for 
100  cents  on  the  dollar  gold,  or  more,  their  issuance  would  not  have 
been  allowed. 

The  Gulf  line  of  the  Santa  Fe,  extending  from  a  connection  with 
the  main  system  in  Oklahoma,  thence  through  Texas  to  the  Gulf, 
is  in  the  same  situation.  Not  a  bond  or  share  of  stock  has  been  issued 
in  over  20  years  for  the  improvement  of  that  great  outlet  for  inter- 
state and  foreign  commerce  from  the  Northwest. 

During  the  life  of  Mr.  Harriman,  he  planned  to  build  a  low-grade 
line  connecting  with  the  Union  Pacific  at  Kansas  City,  thence  to 
the  boundary  of  Texas  at  Denison,  there  connecting  with  the  Houston 
&  Texas  line,  controlled  by  the  Southern  Pacific,  and  practically  to 
rebuild  that  line  from  Denison  to  Houston  and  Galveston,  in  order 
to  establish  a  low-grade  line  from  Kansas  City  to  the  Gulf,  particu- 
larly for  the  transportation  of  wheat  for  export,  and  lumber  from 
east  Texas  and  Louisiana  to  Oklahoma,  Kansas,  Nebraska,  etc.  As 
counsel,  I  was  obliged  to  advise  him  that  under  the  Texas  law  and 
the  ruling  of  its  railroad  commission,  not  a  dollar  in  bonds  could  be 
issued  for  the  money  reqiiired  in  the  reconstruction  of  the  Houston 
&  Texas  Central;  and  even  if  stock  could  be  issued  at  100  cents  on 
the  dollar  for  the  money  thus  expended,  as  a  practical  matter  it 
could  not  be  sold,  since  stock  ownership  was  the  only  way  by  which 
the  Houston  &  Texas  Central  could  continue  as  a  part  of  the  South- 
ern Pacific  system,  a  lease  or  sale  of  the  railroad  itself  to  the  Southern 
Pacific  Co.,  or  any  foreign  corporation  being  forbidden  by  the  laws 
of  Texas.  The  result  was  that  a  great  project  for  improving  the 
facilities  for  interstate  and  international  commerce  had  to  be  aban- 
doned, and  the  choppy  grades  of  the  Houston  &  Texas  Central  con- 
tinue as  they  always  have  been,  and  probably  always  will  be  as  long 
as  the  Texas  law  remains  unchanged. 

Senator  Townsend.  What  do  you  mean  by  low-grade  railroads  ? 

Mr.  LovETT.  About  five-eighths.  What  I  mean  is  practically  a 
level  road. 

Senator  Townsend.   Yes;  I  did  not  quite  understand  what  you 

meant. 

Mr.  LovETT.  Yes;  it  is  practically  a  level  track.  The  Houston  & 
Texas  Central,  like  most  of  the  roads  constructed  in  the  early  days, 
was  built  without  much  regard  to  grades  and  on  the  surface  of  the 
ground. 

Mr.  Thom.  The  lower  the  grade  of  the  ground  the  higher  the  grade 

of  the  railroad. 

Senator  Townsend.  I  did  not  know  whether  you  meant  that  or 
whether  you  meant  a  cheap  railroad. 

Mr.  LovETT.  The  money  needed  for  the  improvement  of  the  Texas 
lines  of  the  Southern  Pacific  and  Santa  Fe  systems,  when  forthcom- 
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ing  at  all,  has  been  furnished  by  the  parent  systems  by  direct  loan 
without  security  from  their  treasuries  outside  of  the  State  and  by 
foregoing  dividends  of  the  Texas  companies  from  time  to  time  to 
which  they  were  fairly  entitled.  Much  of  the  lines  mentioned— more 
than  half  of  the  Southern  Pacific  from  the  Louisiana  boundary  and 
the  Gulf  to  the  New  Mexico  boundary— is  unproductive  and  would 
not  pay  operating  expenses  except  for  the  through  business.  No 
argument  should  be  needed  to  show  that  the  transcontinental  lines  of 
railroad  extending  from  New  Orleans  on  the  Mississippi  Eiver  and 
Galveston  on  the  Gulf  to  the  Pacific  Ocean,  and  the  lines  from  the 
grain  fields  of  Oklahoma,  Kansas,  Missouri,  Nebraska,  Iowa,  etc.,  to 
the  Gulf— particularly  those  under  the  same  stock  ownership  and 
operated  as  a  single  line— ought  to  be  regulated,  in  their  financial 
operations  at  least,  by  the  Government  that  regulates  interstate,  and 
foreign  commerce. 

What  is  true  of  the  Southern  Pacific  and  Santa  Fe  lines  m  Texas 
is  true,  more  or  less,  of  all  the  other  lines  in  that  State.  Railroad 
construction  in  Texas  since  the  enactment  of  the  law  in  1893  has  been 
limited  to  building  by  large  railroad  systems  operating  outside  the 
State  in  order  to  reach  the  Gulf  or  as  feeders  to  the  main  system. 
Every  case  of  any  independent  railroad  construction  in  Texas  since 
1893,  without  a  single  exception  which  I  can  recall,  has  proven  dis- 
astrous and  ended  in  a  receivership.  Almost  all  the  mileage  in  the 
State,  outside  of  that  owned  by  the  Southern  Pacific  and  Santa  Fe,  is 
to-d£[y  in  the  hands  of  receivers,  and  even  the  Southern  Pacific  and 
Santa  Fe  lines  would  have  greatly  deteriorated  physically  or  gone 
into  receiverships  if  it  had  not  been  for  their  strong  backing. 

The  question  naturally  arises  why  Texas  will  not  allow  the  rail- 
roads to  issue  securities  at  par  for  money  necessary  to  improve  their 
railroad  facilities.    The  explanation  is  that  the  law  of  1893  required 
the  railroad  commission  to  appraise  the  value  of  all  existing  Texas 
railroads  and  to  file  such  appraisal,  which  should  thereafter  be  the 
basis  for  issuing  securities  against  such  properties,  but  giving  the- 
commission  full  power  to  change  such  appraisal  practically  at  its- 
discretion.     The  commission  proceeded  in  1894,  1895,  and  1896  to 
determine  what  it  claimed  would  be  the  cost  of  reproducing  the  Texas- 
railroads  as  they  then  existed,  which  they  determined  should  be  the- 
basis  of  value.     It  was  during  a  period  of  great  business  depression:. 
as  you  will  recall,  throughout  the  whole  country,  when  materials  and 
labor  were  lower  than  they  ever  have  been  within  my  memory.     They  . 
proceed  substantiallj'^  as  the  Interstate  Commerce  Commission  is  now 
proceeding,  or,  to  state  it  another  way,  the  Interstate  Commerce  Com- 
mission valuation  department  has  apparently   adopted  the  Texas, 
commission  method  of  valuing  the  railroads  of  the  United  States. 
The  method  assumes  an  ideal  condition  and  the  perfection  of  human, 
wisdom  and  performance,  and  naturally  it  achieves  marvelous  results. 
For  example,  the  Texas  commission  determined  that  the  railroads  of 
the  Galveston,  Harrisburg  &  San  Antonio  Railway  Co., '  the  sub-' 
sidiary  owning  the  main  line  of  the  Southern  Pacific  from  Houston 
to  the  Rio  Grande  River  at  El  Paso,  was  worth  $16,700  per  mile,, 
whereas  afterwards,  in  a  suit  to  enjoin  as  confiscatory  rates  based, 
upon  that  theory,  by  testimony  of  engineers  engaged  in  the  original' 
construction  and  other  evidence  with  respect  to  conditions,  prices,  and' 
difficulties  attending  the  construction  at  the  time,  it  was  shown  that; 


INTEESTATE   AKD  FOEEIGK"   TEANSPORTATION.  667 

with  subsequent  betterments  and  additions  the  railroad  had  probably 
cost  upward  of  $50,000  per  mile.  Other  instances  of  differences 
between  the  theory  and  the  fact  quite  as  striking  could  be  cited.     , 

Now,  the  commission  having  determined  the  value  of  the  then 
existing  Texas  railroads  in  the  depression  of  1894,  1895,  and  1896, 
found  that  the  oustanding  capitalization,  of  course,  very  greatly  ex- 
ceeded the  value  thus  ascertained.  Wherefore  the  commission  de- 
cided that  so  long  as  that  condition  existed  no  more  bonds  could  be 
issued,  no  matter  how  high  the  price  received  for  them.  True,  the 
commission  has  been  liberal  in  allowing  bonds  and  stock  to  be  issued 
for  the  construction  of  new  lines,  particularly  if  designed  to  com- 
pete with  existing  lines.  And  to  show  that  such  commission  regula- 
tion does  not  prevent  the  imposition  of  worthless  securities  upon  the 
public,  my  information  is  that  every  railroad  bond  issued  by  order 
of  the  railroad  commission  of  Texas  sooner  or  later  went  into  default, 
except  those  issued  by  companies  owned  by  the  Southern  Pacific, 
Santa  Fe,  and  the  El  Paso  &  Southwestern — Phelps  Dodge  lines.  Yet 
the  great  argument  for  the  enactment  of  the  law,  in  the  expressive 
phrase  of  its  author,  was  to  take  the  "  wind  and  water  out  of  railroad 
bonds  and  stocks." 

No  other  State,  so  far  as  I  am  aware,  has  undertaken  an  appraisal 
of  the  railroads  as  it  was  done  in  Texas.  Only  Congress  has  taken 
that  action,  and  we  supposed,  and  shall  contend,  that  it  required  the 
Interstate  Commerce  Commission  to  take  into  account  all  elements  of 
value,  rather  than  the  theoretical  cost  of  reproduction,  which  the 
Texas  commission  took  as  its  only  guide.  The  conditions  in  Texas 
which  I  have  just  described  do  not  therefore  exist  in  any  other  State, 
so  far  as  I  am  aware.  The  other  States  regulating  the  issue  of  rail- 
road securities  mostly  have  concerned  themselves  thus  far  only  Avith 
ascertainment  of  the  purpose  for  which  the  issue  is  to  be  made  and 
the  price  to  be  obtained,  though  some  of  them  have  claimed  the  right 
to  review  the  business  judgment  and  wisdom  of  the  directors  in  under- 
taking the  particular  improvements  for  which  the  issue  is  desired. 

Again,  the  right  to  extend  an  existing  system  of  railroads  by  build- 
ing a  new  line  or  buying  or  leasing  an  existing  line  comes  only 
from  the  States.  Congress  makes  no  provision  therefor,  although  the 
object  may  be  exclusively  the  extension  and  promotion  of  interstate 
and  foreign  commerce.  Each  one  of  the  large  railroad  systems  of  the 
country  derives  its  existence  from  some  State,  and  that  State  can  para- 
lyze the  development  of  the  system  in  other  States  by  imposing  re- 
strictions upon  the  capitalization,  or  otherwise,  if  it  should  choose 
to  do  so ;  and  where  the  line  traverses  several  States  any  one  of  the 
States  can  at  least  prevent  development  through  raising  money  on 
mortgage  bonds,  if  not  through  the  issue  of  stock,  by  refusing  to  per- 
mit the  mortgage  on  that  portion  of  the  system,  within  such  State. 
It  will  not  do  to  say  that  the  States  are  not  lilcely  to  exercise  this 
power.  As  a  matter  of  fact,  they  do.  I  have  already  cited  the  case 
of  Texas.  That  State  goes  further  and  does  not  allow  a  corporation 
of  any  other  State  to  own  or  lease  or  operate  a  mile  of  railroad  with-n 
its  territory.  And  there  are  others.  Several  of  the  States  will  not 
permit  the  sale  or  lease  of  any  part  of  a  railroad  without  the  approval 
of  the  State  commission.  Following  the  decision  of  the  Supreme 
Court  in  United  States  v.  Union  Pacific  Eailroad  Co.  (226  U.  S.  Eep., 
61),  holding  illegal  the  control  of  the  Southern  Pacific  by  the  Union 
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Pacific,  the  Attorney  General  insisted,  as  a  part  of  the  dissolution 
procedure  to  be  worked  out  in  the  court  below,  that  the  Southern 
Pacific  should  sell  and  that  the  Union  Pacific  should  buy  the  Central 
Pacific  railroad  extending  from  a  connection  with  the  Union  Pacific 
at  Ogden  to  San  Francisco,  San  Jose,  and  Fresno,  Cal.,  and  from 
Eoseville  Junction  to  the  Oregon  boundary,  which  the  Pacific  Kail- 
road  acts  of  Congress  aiding  its  construction  required  should,  in  con- 
nection with  the  Union  Pacific,  be  operated,  so  far  as  the  public  and 
Government  were  concerned,  as  "  one  continuous  line  of  railroad  from 
the  Misouri  Kiver  to  the  Pacific  Ocean.'"    Under  pressure  from  the 
Attorney  General  the  Union  Pacific  and  Southern  Pacific  arrived  at 
and  executed  an  agreement  for  such  sale.    But  an  essential  feature 
of  the  agreement  was  the  joint  use  by  the  two  systems  of  certain - 
terminals  at  Sacramento,  Oakland,  and  San  Francisco  and  the  joint 
use  of  certain  tracks  of  the  Southern  Pacific  between  Sacramento 
and  Oakland  and  a  lease  of  the  Central  Pacific  between  Tehama  and 
the  Oregon  boundary  to  the  Southern  Pacific.    The  railroad  commis- 
sion act  of  California,  however,  provided  that  every  contract  for 
trackage  or  joint  use  of  terminals  or  other  railroad  properties  and 
for  the  lease  or  sale  of  railroad  property  was  unlawful  unless  ap- 
proved by  the  California  commission.     Application  was  made  and, 
after  hearing,  the  California  commission  would  approve  the  contract 
only  on  condition,  in  substance,  that  other  lines  should  be  admitted 
to  the  joint  use  of  such  properties  on  such  terms  as  the  commission 
itself  might  fix,  and  that  the  rentals  for  the  joint  use  of  the  proper- 
ties should  be  fixed  by  the  commission — conditions  which,  of  course,  no 
solvent  railroad  company  could  afford  to  accept.     Consequently  the 
agreement  failed. 

Mr.  Adaimson.  Judge  Lovett,  not  for  the  purpose  of  cross-examina- 
tion at  this  time,  which  is  not  allowable  under  our  ruling,  but  simply 
in  order  to  understand  you,  are  not  those  government-aided  railroads 
chartered  by  the  Federal  Government  ? 
Mr.  Lovett.  No. 
Mr.  Adamson.  None  of  them  ? 

Mr.  Lovett.  No.  The  Central  Pacific  was  chartered  by  the  State 
of  California,  but  certain  rights  were  conferred  upon  it  by  Congress, 
mcluding  government  aid,  and  the  Supreme  Court  held  that  it  was 
endowed  by  the  Federal  Government  with  certain  powers. 

Mr.  Adamson.  My  idea  was  that  if  it  was  chartered  by  the  Federal 
Government,  it  would  not  be  necessary  to  get  this  permission  from 
the  State  commissions. 

Mr.  Lovett.  No ;  it  was  chartered  by  the  State  of  California.     The 

original  Union  Pacific  was  a  Federal  corporation,  but  was  foreclosed. 

Now,  I  do  not  wish  to  be  understood  as  criticizing  the  California 

commission  for  its  action  in  the  matter  just  stated,  or  to  express  any 

opinion  as  tothe  wisdom  of  its  action  from  any  standpoint. 

I  mention  it  only  as  an  instance  where  as  able  and  enlightened  a  - 
commission  as  that  of  the  State  of  California  prevented  an  otherwise 
lawful  contract  for  the  establishment  under  one  management  of  a 
great  national  highway,  and  prevented  the  carrying  out  of  a  definite 
plan  of  two  successive  national  administrations,  as  reflected  by  action  i 
of  the  Attorney  General  in  each.  Whether  the  result  was  beneficial 
or  otherwise  to  the  public  is  of  course  not  for  me  to  say.     The  whole 
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point  I  make  is  it  was  a  matter  that  should  be  for  the  determination 
&f  the  national  authority  and  not  for  a  single  State. 

Access  to  our  Pacific  Ocean  coast  from  the  Mexican  boundary  on 
the  south  to  Oregon  on  the  north,  a  distance  of  almost  1,000  miles, 
is  through  the  State  of  California.  Indeed  the  only  accessible  ports 
between  Mexico  and  the  mouth  of  the  Columbia  River,  a  stretch  of 
1,280  miles,  are  within  California.  Access  to  the  Gulf  of  Mexico 
between  the  Mexican  boundary  and  Louisiana  is  through  the  State 
of  Texas,  and  the  only  practicable  access  to  the  Gulf  between  the 
mouth  of  the  Mississippi  River  and  Mexico,  a  stretch  of  some  670 
miles,  is  through  the  Texas  ports.  With  the  California  commission 
controlling  access  to  most  of  our  Pacific  Ocean  coast  and  local  rates 
to  and  from  the  ports,  and  with  the  Texas  commission  controlling 
access  to  most  of  the  Gulf  coast  ports  and  the  local  rates  to  and  from 
those  ports,  it  is  to  be  expected  that  the  commissioners  of  those  States 
will  be  indisposed  to  relinquish  their  power  over  the  "  hinterland,'- 
and  will  oppose  every  move  for  the  exercise  by  Congress  of  its  full 
constitutional  power  over  interstate  and  foreign  commerce. 

Mr.  Adamson.  Mr.  Chairman,  Judge  Lovett  has  been  speaking, 
without  interruption,  for  almost  two  hours,  and  not  being  a  Senator, 
and  accustomed  to  long 

Mr.  LovETT.  And  tiresome. 

The  Chairma^n.  Our  custom  has  been  to  hold  sessions  imtil  half 
past  1  and  adjourn  for  the  day. 

Mr.  Adamson.  What  I  was  going  to  say  is,, would  it  not  be  better 
to  let  him  have  a  rest  and  come  back  at  half  past  one?  It  has  been 
intimated  that  Judge  Lovett  might  be  called  away,  inasmuch  as  we 
are  in  this  perilous  time. 

Mr.  LovETT.  I  am  entirely  at  the  service  of  the  committee. 

Mr.  Sims.  I  suggest  that  we  continue  until  1.30  to-day  and  -then 
adjourn,  and  make  up  our  plans  for  the  future. 

Mr.  LovETT.  Shall  I  proceed,  Mr.  Chairman? 

Mr.  Adamson.  I  withdraw  the  motion.  Judge  Lovett. 

The  Chairman.  Yes,  proceed.  Judge  Lovett. 

Mr.  Lovett.  I  believe  very  strongly  that  it  is  absolutely  necessary 
for  the  adequate  development  of  the  railroad  transportation  of  this 
country  for  Congress  to  exercise  the  powers  vested  in  it  by  the  Con- 
stitution, rather  than  the  States,  to  the  extent,  at  least,  of  controlling 
exclusively  the  issue  and  sale  of  securities  by  railroad  companies, 
and  the  establishment  and  extension  of  interstate  railroad  systems 
by  construction,  purchase,  lease,  consolidation,  or  otherwise.  _  The 
credit  of  such  systems  depends  upon  the  cohesion  of  the  constituent 
factors  and  the  legality  of  the  combination.  Undoubtedly  there  should 
be  a  veto  power  upon  the  construction  of  unnecessary  lines  and  upon 
sales,  leases,  and  consolidations,  but  I  submit  that  the  power  should 
be  vested  in  Congress,  or  a  congressional  agency  such  as  the  Inter- 
state Commerce  Commission,  and  not  in  the  States.  The  power  which 
a  single  State  now  has,  and  sometimes  exercises,  to  upset  and  defeat 
the  extension  and  building  up  of  a  great  railroad  system  serving  the 
commerce  of  many  States  or  the  whole  country  should  be  abolished. 
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Coming  now  to  the  second  difficulty  I  mentioned,  namely,  State 
regulation  of  rates  in  such  manner  as  to  unduly  reduce  revenues,  to 
discriminate  in  favor  of  localities  and  shippers  within  the  State, 
and  disturb  and  disarrange  the  structure  of  interstate  rates,  but  little 
need  be  said,  since  the  facts  are  familiar.  Most  of  you  know  that 
many  of  the  States  by  legislative  action  or  commission  order  have 
reduced  passenger  fares  to  2  cents  per  mile,  while  interstate  rates 
are  higher,  and  that  interstate  passengers  in  such  circumstances  are 
able,  and  many  of  them  do,  by  buying  tickets  to  intermediate'  points, 
etc.,  travel  at  a  lower  rate  than  that  prscribed  by  interstate  tariffs 
filed  with  the  commission.  Similar  discriminations  are  commonly 
practiced  with  respect  to  freight.  My  understanding  is  that '  at 
about  the  time  the  Interstate  Commerce  Commission  granted  the 
eastern  roads  an  increase  of  rates  in  the  early  stages  of  the  European 
war,  as  a  necessary  measure  of  relief  from  serious  financial  distress, 
the  Pennsylvania  commission  ordered  a  reduction  in  coal  rates  in- 
volving a  loss  of  revenue  to  the  roads  affected  almost  equal  to  the 
gain  to  result  from  the  increased  rates  allowed  by  the  Interstate 
Commerce  Commission.  But  the  officers  of  the  railroads  from  that 
State  can  give  you  more  explicit  information  as  to  this.  Certainly 
it  has  not  been  unusual  for  States  and  State  commissions  to  reduce 
rates  while  the  Interstate  Commerce  Commission  was  increasing  or 
considering  applications  to  increase  rates. 

Some  of  the  State  commissions  in  effect  control  interstate  rates 
through  their  power  over  intrastate  rates  and  their  willingness  or 
threat  to  use  such  power  to  punish  railroads  who  disregard  their 
wishes  with  respect  to  interstate  rates.  The  Texas  Railroad  Com- 
mission has  for  years  practically  controlled  interstate  and  foreign 
rates  to  and  from  that  vast  territory.  Its  control  over  the  local 
rates  to  the  Gulf  ports  from  a  great  interior  territory  enables  it  to 
force  an  adjustment  of  interstate  rates  throughout  a  very  large 
section  of  the  Southwest.  In  addition  to  this,  that  commission  has 
long  coerced  the  Texas  railroads  into  adopting  whatever  interstate 
rates  or  whatever  adjustments  or  differentials  in  interstate  rates  it 
desired,  though  this  control  received  a  shock  in  the  so-called  "  Shreve- 
port  case."  It  has  threatened  the  Texas  railroads  with  punishment 
by  reduction  of  local  rates,  and  has  made  the  threats  good  by  in- 
flicting punishment  in  many  instances  when  its  wishes  with  respect 
to  interstate  rates  were  disregarded.  I  could  give  you  many  in- 
stances in  proof  of  this,  but  will  not  take  the  time,  since  I  believe 
my  statement  will  not  be  questioned.  Indeed,  the  Shreveport  case 
is  a  good  example.  In  a  word,  it  was  a  case  where  the  Teixas  com- 
mission required  the  Texas  railroads  to  maintain  interstate  rates 
sufficient  to  practically  prevent  the  city  of  Shreveport  from  com- 
peting with  Dallas  and  Houston  in  Texas  localities  much  nearer 
Shreveport  than  either  of  the  Texas  cities.  (H.  E.  &  W.  T  R  Co  v 
U.  S.,  234  U.  S.,  342.)  .... 

It  may  interest  you  in  this  connection  to  observe  how  small  the 
intrastate  traffic  is  compared  with  the  interstate  traffic.  Statistics 
for  the  Union  Pacific  system  for  the  fiscal  year  ended  June  30  1916. 
show  the  following :  '  '  ' 


intebstate  and  foreign  teanspoetation.. 

Union  Pacific  System. 
Freight  revenue  fiscal  year  ended  June  30,  1916. 


671 


Class  or  revenue. 

Amount. 

Per  cent 
of  total. 

Class  of  revenue. 

Amount. 

Per  cent 
of  total. 

Intrastate   for   State 
of— 
Missouri 

Intrastate   for   State 
of— Continued. 

81,065,877.23 

102,169.66 

1,  493, 195. 16 

729,036.58 

65,997,249.75 

Iowa 

1 

Nebraska 

$2,130,434.04  1                 0.  s 

2  0 

Kansas. 

1,546,196.63 
929,116.15 
405,305.34 
680, 174. 70 

2.1 

1.2 

.6 

.9 

Washington 

Interstate 

Grand  total 

1.0 
87.9 

Wyoming 

Utah 

75, 078, 765. 24 

100.0 

Pessenger  revenue  fiscal  year  ended  June  30,  1916. 


Glass  of  revenue. 

Amoimt. 

Per  cent 
of  total. 

Class  of  revenue. 

Amoxuit. 

Per  cent 
of  total. 

Intrastate   for   State 
of-. 

Intrastate  for  State 
of— Continued. 

$1, 079, 635. 11 

122, 409. 10 

1,061,744.83 

339,971.62 

13,343,409.99 

5.6 

Montana 

.6 

Nebraska 

$1,488,054.94 

1,061,811.94 

444,686.33 

258,626.27 

217,080.67 

7.6 
5.4 
2.3 
1.3 
1.1 

5.4 

KnnsfVS 

Washington 

2  8 

Colorado 

68.0 

Wyoming 

Utah... 

IQ  fl17  990  Rft 

100.0 

Our  totalfreight  revenue  that  year  was  $75,078,755 

Mr.  Sims.  That  is,  the  Union  Pacific? 

Mr.  LovETT.  Yes,  sir. 

Mr.  Sims.  For  the  whole  country  ? 

Mr.  LovETT.  That  is  the  total  freight  revenue  of  the  Union  Pacific 
system  for  the  year  ended  June  30,  1916.  Our  interstate  and  foreign 
freight  revenue  was  87.9  per  cent. 

The  Chairman.  What  is  that  last?    Interstate  and  foreign? 

Mr.  LovETT.  Our  total  freight  revenue.  Of  our  total  freight 
revenue  87.9  was  interstate  and  foreign — that  is  to  say,  subject  to  the 
Interstate  Commerce  Commission  regulation^whereas  the  largest 
intrastate  revenue  furnished  by  any  one  State  Avas  2.8  per  cent,  while 
the  lowest  was  one-tenth  of  1  per  cent.  The  percentage  of  intrastate 
passenger  revenue  was  somewhat  larger,  ranging  from  six-tenths  of 
1  per  cent  to  7.6  per  cent,  while  interstate  passenger  traffic  was  68  per 
cent.  Yet  any  one  of  the  States  could  block  the  financial  plans  for  a 
considerable  part  of  this  railroad  system,  if  not  for  the  whole,  if  it  so 
willed.  Happily  the  States  traversed  by  our  lines  have  been  con- 
siderate and  cooperative  in  helping  us  in  our  work  of  upbuilding  and 
development. 

Mr.  Adamson.  Your  comparison  between  local  and  interstate 
rates,  I  presume,  you  mean  in  this  way:  That  on  an  average  each 
point,  in  doing  business  with  other  points,  would  maintain  that 
pro  rata  per  cent ;  that  the  business  that  it  does  with  intrastate  points 
would  be  only  that  small  percentage,  compared  with  the  business  it 
does  with  outside  interstate  points,  on  an  average  ? 

Mr.  LovETT.  All  of  the  business,  Judge  Adamson,  of  course,  moves 
over  the  same  lines. 
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Mr.  Adamson.  I  understand. 

Mr.  LovETT.  And  it  all  comes  from  our  own  stations  and  con- 
nections. 

Mr.  Adamson.  I  understand,  but  the  general  meaning  of  that 
statement  would  be  that  Philadelphia,  for  instance,  in  doing  busi- 
ness with  Pennsylvania  points,  would  maintain  on  an  average  a 
small  percentage  as  against  the  large  percentage  it  would  do  with 
interstate  points — points  beyond  the  State  ? 

Mr.  LovETT.  Yes.  Of  course,  all  these  stations  do  State  as  well 
as  interstate  business,  but  the  interstate  business  is  not  subject  to 
State  regulation. 

Mr.  Adamsox.  I  understand,  but  I  am  talking  about  your  com- 
parative figures — the  amounts. 

Mr.  Lo\'ETT.  Yes,  if  I  understand  your  question.  We  have  taken 
here  the  business  that  has  both  origin  and  destination  in  the  same 
State. 

Mr.  Sims.  Exclusively  intrastate  business? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  not  where  part  of  the  haul  is  through  one  State 
to  a  point  in  another  State  ? 

Mr.  LovETT.  No.    That  comes  under  interstate  traffic. 

Mr.  Adamson.  Not  all  in  one  State — intrastate  ? 

Mr.  Lo\'ETT.  Yes.  These  figures  include  every  dollar  that  we 
earn — freight  and  passenger — and  that  which  is  not .  intrastate  is 
interstate.  Each  station  on  the  line  probably  had  interstate  business 
as  well  as  intrastate  business,  and  certainly  some  of  them,  if  not 
all  of  them,  had  more  interstate  business  than  State  business.  But 
the  purpose  of  this  statement  is  to  separate  that  which  is  subject  to 
the  jurisdiction  of  some  particular  State  from  that  which  is  sub- 
ject to  national  jurisdiction. 

Mr.  Adamson.  Of  course,  all  stations  do  not  maintain  the  same 
proportion. 

Mr.  LovETT.  Oh,  certainly  not. 

Mr.  Adamson.  Or  ratio. 

Mr.  LovETT.  No.  The  point  is  that  while  87  per  cent  of  our 
freight  business  is  interstate,  and  while  the  largest  percentage  of 
any  one  State  under  the .  Constitution  is  only  2.8  per  cent  of  the 
freight  business,  yet  any  one  of  those  States  can  defeat  the  financial 
operations — an  issue  of  bonds  or  an  issue  of  stock  or  any  other  im- 
portant financial  operation — of  a  considerable  part  of  the  Union 
Pacific  system  by  withdrawing  its  consent. 

Mr.  Sims.  A  large  State,  like  Texas,  of  course  has  a  vast  interest 
in  interstate  business  and  a  smaller  one  in  intrastate  business,  on 
account  of  the  smaller  amount  of  intrastate  business. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Now,  from  an  economic  standpoint,  whv  have  not  the 
people  of  Texas  the  right  to  try  to  control  that  interstate  rate,  in 
which  they  have  a  larger  interest  and  a  greater  burden  ? 

Mr.  LovETT.  Because  of  this  reason 

Mr.  Sims  (interposing).  I  am  not  talking  about  a  legal  right,  but 
a  moral  right. 

Mr.  LovETT.  Certainly  as  far  as  a  legal  right  is  concerned  they 
have  no  control  over  interstate  traffic. 
Mr.  Sims.  I  understand. 
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Mr.  LovETT.  The  Constitution  gives  that  power  to  the  Congress. 
So  far  as  moral  right  may  be  concerned,  I  think  there  is  none,  because 
Texas,  once  a  republic,  thought  that  she  would  gain  sufficient  .ad- 
vantages from  becoming  one  of  the  States  of  the  Union,  to  give  up 
that  right. 

Mr.  Sims.  She  might  have  supposed  that  she  would  have  been 
annexed  anyway. 

Mr.  LovETT.  She  considered  that  the  cheapest  way  to  get  in.  But, 
at  all  events,  from  a  moral  standpoint,  she  gave  up  her  right  to  inde- 
pendent regulation  of  these  matters  for  other  considerations. 

If  Congress  is  going  to  perform  its  duties,  under  the  Constitution 
to  regulate  interstate  commerce,  is  it  right  to  leave  the  law  so  that 
either  one  of  these  States — even  one  that  contributes  one-tenth  of  1 
per  cent — can  say  whether  or  not  an  issue  of  a  hundred  million  dollars 
of  bonds  or  a  hundred  million  dollars  of  stock,  or  any  other  amount, 
for  the  development  of  this  important  interstate  highway,  shall  be 
made  or  not  ?     Each  State  has  that  right  to-day. 

The  third  difficulty  which  I  specified  is  the  inability  of  the  Inter- 
state Commerce  Commission,  no  matter  who  the  commissioners  may 
be,  to  perform  the  duties  devolving  upon  the  commission,  under 
existing  laws,  resulting  in  delay — which  should  never  occur  in  com- 
mercial matters — and  compelling  the  commissioners  to  accept  the 
conclusions  of  their  employees  as  final  in  deciding  matters  of  great 
importance  to  the  commercial  and  railroad  interests  of  the  country. 
If  the  duties  of  the  commission  should  be  enlarged,  if  only  to  the 
extent  of  supervising  and  regulating  the  issue  of  railroad  securities, 
the  conditions  will,  of  course,  become  worse,  and  the  delay  intoler- 
able ;  and  some  provision  for  the  relief  of  the  commission  will  become 
absolutely  necessary. 

Mr.  Adamson.  I  thought  you  were  going  to  talk  about  the  regula- 
tion of  stocks  and  bonds.  Before  you  leave  that  topic,  I  have  a  sug- 
gestion to  make  to  you,  and  that  is  that  right  there,  in  that  part  of 
your  statement,  you  examine  the  Rayburn  bill  which  was  passed  by 
the  House,  and  say  what  you  can  or  desire  to  say  about  it ;  because  the 
House  agrees  with  you  up  to  this  point,  and  passed  that  Rayburn  bill 
two  years  ago,  and  sent  it  to  the  Senate,  and  a  committee  of  the  House 
reported  it  again  to  the  House,  but  I  think  mainly  on  account  of  this 
investigation,  refrained  from  passing  it  again,  and  there  are  Mem- 
bers of  the  House  who  believe  that  that  Rayburn  bill,  either  in  its 
present  form  or  as  it  may  be  amended,  jf  necessary,  would  remedy  all 
the  defects  you  have  talked  about  up  to  this  point ;  and  I  would  be 
glad  to  have  your  views  on  it.  Of  course,  I  may  be  wrong;  I  do  not 
know. 

Mr.  LovETT.  The  Rayburn  bill,  as  it  originally  passed  the  House, 
did  not  meet  this,  because  it  simply  added  another  regulating  body. 
It  preserved  the  rights  of  the  States  to  regulate  the  issuance  of  securi- 
ties. It  was  amended  by  the  Senate  committee  in  a  way  that,  in  my 
judgment,  made  the  congressional  regulation  exclusive. 

Mr.  Adamson.  Do  you  not  think  that  would  have  been  true  of  the 
Rayburn  bill,  that  the  regulation  would  have  become  exclusive? 

Mr.  LovETT.  I  am  afraid  not.  Judge  Adamson,  because  the  Rayburn 
bill  expressly  provided  that  it  should  not  supersede  regulation  by  the 
State,  according  to  my  recollection  of  the  terms  of  the  original  Ray- 
burn bill.  I  propose  to  discuss  this  question  of  regulation  and  means 
of  regulation  later  on. 
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Mr.  Adamson.  I  just  wanted  your  views  about  that  particular  bill. 

Mr.  LovETT.  It  is  my  purpose  to  discuss  the  question  of  whether  it 
must  be  done  by  a  Federal  corporation  or  whether  Congress  can  regu- 
late the  performance  or  exercise  of  those  functions  by  State  corpora- 
tions ;  and  I  will  come  to  that  point  later,  with  your  permission. 

Mr.  Adamson.  Yes;  I  only  wanted  to  direct  your  attention  to  it, 
in  the  event  you  had  not  contemplated  it  or  reference  to  it. 

Mr.  LovETT.  The  commission's  statistical  reports  show  that  on 
June  30,  1914 — the  latest  complete  statistics  available — there  were 
899  operating  railroads  in  the  United  States,  divided  as  follows: 
Of  class  1,  whose  operating  income  exceeds  $1,000,000,  there  were 
183;  of  class  2,  whose  operating  income  is  between  $1,000,000  and 
$100,000,  there  were  285 ;  and  of  class  3,  whose  operating  income  is 
less  than  $100,000,  there  were  431.  This  excludes  switching  and 
terminal  companies,  aggregating  about  200 ;  and  in  addition  to  this, 
there  were  478  railroad  corporations  reporting  to  the  commission 
but  whose  property  was  operated  under  leases  by  some  other  com- 
pany included  in  classes  1,  2,  and  3.  Consider  how  niany  boards  of 
directors,  executive  committees,  presidents,  vice  presidents,  general 
managers,  and  other  railroad  officers  are  engaged  constantly  in 
supervising  the  operations  of  all  these  railroads  throughout  the 
country.  Yet  the  Interstate  Commerce  Commission  is  charged  with 
the  task  of  regulating  and  supervising  more  or  less  the  operations 
of  all  of  them.  We  believe  that  the  Interstate  Commerce  Commis- 
sion is  now,  and  ever  since  its  creation  has  been,  composed  of  hard- 
working men,  and  that  they  are  doing  quite  as  much  as  men  in 
such  positions  can  do.  But  their  task  is,  too  great.  The  commis- 
sioners are  charged  with  the  duty  of  hearing  and  deciding  issues 
more  important  to  the  commerce  and  business  of  this  country  than 
are  many  of  the  cases  decided  by  the  Supreme  Court  of  the  IJnited 
States.  But  they  are  dependent  upon  subordinates  unknown  to  the 
people  whose  interests  are  involved  for  the  hearing  and  i-ecording 
of  the  testimony,  which  is  so  voluminous  that  it  is  not  humanly 
possible  for  all  the  commissioners  to  read  it  after  it  is  taken.  Hence 
it  must  be  summarized  by  the  persons  who  took  it  or  by  some  other 
clerk.  Upon  a  record  thus  made  and  upon  arguments  and  briefs 
often,  I  dare  say,  conflicting  in  statement,  the  commissioners  must 
decide  these  matters  of  far-reaching  importance  to  the  public  as 
well  as  to  the  railroads  and  perform  all  their  other  duties  of  super- 
vision, detection,  and  correction,  embracing  accounting,  statistics, 
rates,  discriminations,  boiler  inspections,  and  safety  appliances,  with 
an  odd  job  added  now  and  then  by  resolution  of  Congress  for  the 
investigation  of  some  transaction. 

Suggestions  for  the  relief  of  the  commission  I  will  defer  until  I 
shall  come  to  a  discussion  of  the  remedies  proposed  by  the  railroad 
executives. 

Mr.  Adamson.  Mr.  Chairman,  Judge  Lovett  has  reached  a  good 
place  to  stop,  and  as  we  ought  to  go  into  executive  session,  I  would 
suggest  that  we  do  so  now. 

(Whereupon,  at  1.05  o'clock  p.  m.,  after  informal  discussion  with 
respect  to  the  time  for  meeting,  the  committee  went  into  executive 
session,  announcing  that  it  would  meet  to-morrow,  March  20,  1917. 
at  10.30  o'clock  a.  m.) 
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TUESDAY,  MARCH  20,   1917. 

United  States  Senate, 
Joint  Stjbcojcmittee  on  Inteijstate  Commerce, 

Washington,  D.  G . 
The  committee  met  at  10.35  o'clock  a.  m.,  pursuant  to  adjournment, 
Hon.  William  C.  Adamson  (vice  chairman)  presiding. 

Mr.  Adamson.  The  committee  will  come  to  order.    Judge  Lovett, 
are  you  ready  to  proceed? 
Mr.  Lovett.  Yes. 

STATEMENT  OF  MR.  E.  S.  LOVETT— Continued. 

Mr.  Lovett.  I  had  reached  yesterda}^,  Mr.  Chairman  and  gentle- 
men, the  conclusion  of  the  third  of  the  principal  difficulties  that  con- 
front the  railroads,  according  to  my  judgment  of  the  situation;  and 
I  now  will  take  up  the  fourth  difficult}^  I  mentioned  at  the  outset, 
which  is  the  practical  legality  that  has  been  accorded  conspiracies  to 
tie  up  and  suspend  the  operations  of  all  the  railroads  of  the  country 
by  strikes  and  violence  and  the  absence  of  any  law  to  compel  the 
settlement  of  such  disputes  by  arbitration  or  other  judicial  means. 
We  have  just  had  a  striking — indeed,  almost  tragic — demonstration 
of  the  power  of  such  conspiracies  and  of  the  willing  of  the  conspira- 
tors to  use  it,  with  utter  disregard  of  the  safety  and  Avelfare  of  the 
Nation.  Upon  the  verge  of  the  most  serious  foreign  war  that  has 
ever  confronted  this  country,  the  four  men  who  head  the  trainmen's 
organizations  held  up  the  Nation  by  threat  on  short  notice  to  par- 
alyze not  only  the  commerce  but  the  defensive  powers  of  the  coun- 
try unless  their  demands  were  without  question  or  inquiry  or  con- 
sideration conceded.  They  held  up  Congress  last  September,  and 
since  the  Supreme  Court  did  not  "  step  lively  "  enough  to  suit  them, 
they  held  up  the  country  in  the  presence  of  a  foreign  foe.  How  soon 
they  will  hold  it  up  again  I  do  not  know. 

With  laws  which  permit  this,  with  no  tribunal  or  agency  estab- 
lished for  inquiring  into  and  determining  the  justice  of  such  demands 
and  compelling  obedience  to  the  decision,  with  the  railroads  exposed 
helplessly  to  such  exactions,  is  it  surprising  that  prudent  investors 
should  hesitate  to  put  their  money  into  railroad  properties  except  in  , 
those  which  are  so  strong  financially  that  they  can  withstand  for, a 
time  even  these  exactions  ? 
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However  men  may  differ  about  the  Sherman  Act  as  applied  to 
wage  disputes  and  the  abrogation  by  the  Clayton  Act  of  the  ancient 
right  of,  protection  by  injunction,  it  does  not  seem  to  me  that  there 
should  be  serious  difference  of  opinion  upon  the  proposition  that  no 
body  of  men  should  be  allowed  to  form  a  conspiracy,  and  openly  carry 
it  out,  to  stop  the  operation  of  all  the  railroads  of  the  United  States — ■ 
thus  suspending  all  interstate  and  other  commerce  and  paralyzing 
the  very  life  of  the  Nation,  no  matter  what  their  object  may  be.  Why 
is  a  strike  of  trainmen  called?  Why  do  they  act  in  concert  and  all 
quit  simultaneously  ?  Is  it  not  for  the  deliberate  and  sole  purpose  of 
stopping  the  running  of  the  railroad  and  suspending  its  traffic  ?  If  a 
strike  is  succeeding,  it  means  that  the  trains  are  not  running;  and  if 
it  is  failing,  it  means  that  the  trains  are  running.  The  success  or 
failure  of  the  effort  depends  upon  the  extent  to  which  interstate  and 
all  other  commerce  is  suspended.  It  seems  inconceivable  that  a  Na- 
tion as  dependent  as  ours  is  upon  railroad  transportation  should 
permit  this  to  occur.  The  fact  that  it  may  occur  not  only  impairs  the 
credit  of  all  railroad  securities,  but  it  causes  apprehension  to  the 
manufacturer,  the  merchant,  the  producer,  and  consumer  dependent 
upon  railroad  transportation,  as  they  all  are.  It  seems  to  me  that 
one  of  the  plainest  duties  of  the  National  Government,  not  merely  to 
the  railroads,  but  to  the  whole  people,  is  to  provide  a  means  for  set- 
tling disputes  between  the  railroads  and  the  trainmen  likely  to  lead 
to  such  strikes.  Men  can  not  be  compelled  to  work  against  their  wUl, 
and  no  one  suggests  this.  But  men  can  be  forbidden  to  enter  into 
and  carry  out  a  conspiracy  to  interfere  with  and  suspend  interstate 
commerce.  Any  trainman  may  quit  when  he  wishes,  but  if  he  con- 
spires with  a  body  of  trainmen  to  interrupt  and  suspend  commerce 
and  the  public  business,  he  is  in  a  very  different  position.  What  one 
man  may  do  alone  is  quite  different,  under  the  ancient  law  of  con- 
spiracy, from  what  he  may  agree  and  conspire  with  another  to  do. 
AH  civilized  States  provide  courts  or  other  tribunals  for  settling  dis- 
putes between  citizens.  The  savage  rule  of  might  and  force  and 
violence  and  murder  for  the  settlement  of  property  and  personal  dis- 
putes between  citizens  is  forbidden  by  the  laws  of  all  civilized  States, 
and  most,  if  not  all  of  them,  provide  agencies;  and  we  in  our  own 
country  provide  agencies  for  the  peaceable  settlement  of  all  such  dis- 
putes except  labor  disputes.  Why  should  Ave  stop  there  ?  Especially 
why  do  we  stop  with  disputes  between  trainmen  and  their  employers 
which  involve  more  injury  and  disaster  to  the  people  at  large,  if 
fought  out  privately,  than  any  other  catastrophe  that  could  befall  us 
short  of  foreign  invasion  ?  Why  should  we  allow  such  an  issue  to  be 
fought  out  in  our  midst,  involving  the  suspension  of  commerce,  in- 
calculable loss  to  innocent  citizens,  and  suffering,  if  not  starvation,  to 
millions  of  the  poor  and  most  helpless  inhabitants  of  cities  and 
crowded  communities  ?  It  can  not  be  true,  as  some  of  the  labor  leaders 
claim,  that  this  one  controversy  out  of  all  that  arises  between  men  is 
not  susceptible  of  peaceable  adjudication,  and  can  be  settled  only  by 
violence  and  injury,  not  only  to  the  participants  in  the  controversy, 
but  to  all  the  people  of  the  country.  It  would  be  easy  to  frame  a  law 
that  would  protect  the  rights  and  welfare  of  the  men,  as  well  as  of 
the  companies,  while  providing  means  for  the  peaceable  settlement  of 
such  controversies. 
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I  do  not  advocate  compulsory  arbitration  of  every  labor  contro- 
versy that  arises  in  the  country.  In  purely  private  employments, 
where  only  the  interest  of  employers  and  employees  are  concerned 
and  the  public  is  not  injured,  perhaps  arbitration  ought  to  be  vol- 
untary. Even  in  certain  branches  of  the  railroad  service  I  do  not 
advocate  it,  although  I  am  not  at  all  opposed  to  it.  The  main  diffi- 
culty with  the  compulsory-arbitration  laws  of  New  Zealand  and 
Austra.lia,  from  the  examination  I  have  been  able  to  make  of  their 
operation,  arises  from  the  fact  that  they  compel  the  arbitration  of 
every  ^dispute— "the  butcher's,  the  baker's,  and  the  candlestick 
maker's."  Even  with  this  apparent  defect  I  observe  no  tendency  in 
those  countries  to  abandon  the  system,  but  rather  to  strengthen  it; 
and  remember  that  those  States  are  pure  democracies.  I  believe  it 
would  be  wise  to  limit  compulsory  arbitration  to  those  employments 
that  are  vital  to  the  public  at  large,  and,  with  respect  to  railroads,  I 
should  limit  it  to  disputes  with  men  in  the  train  service.  Surely 
the  public  are  entitled  to  have  the  operation  of  trains  continue  and 
to  call  upon  trainmen  and  the  railroad  officers  alike  to  invoke  and 
submit  their  disputes  to  the  Judgment  of  some  high-class  tribunal 
created  by  law  to  hear  and  decide  such  controversies,  just  as  we  are 
all  required  to  submit  to  the  judgment  of  public  tribunals — ^the 
courts — controversies  involving  our  property,  our  liberty,  and  our 
lives. 

If  the  right  of  trainmen  to  strike  is  taken  away,  it  is,  of  course, . 
incumbent  upon  the  Government  to  provide  an  impartial  tribunal 
to  promptly  hear  and  decide  their  complaints.  To  my  mind  the 
chief  objection  to  the  Sherman  antitrust  law,  as  applied  to  labor 
disputes,  was  that  it  tended  to  prevent  strikes  without  providing 
any  other  method  to  force  a  settlement  of  disputes.  The  laboring 
man's  rights  must  be  fully  protected.  We  must  substitute  justice 
for  both  oppression  and  violence. 

Mr.  Adamson.  Judge,  has  Congress  any  direct  jurisdiction  over 
any  except  those  operating  in  interstate  commerce? 

Mr.  LovETT.  No;  I  suppose  not;  but  I  am  speaking  generally  of 
the  principle  of  compulsory  arbitration.  I  have  observed  this,  that 
the  employer,  particularly  the  railroad,  is  subject  to  the  control  of 
public  opinion,  but  the  employees  are  not.  We  have  had  a  demon- 
stration that  certain  employees  have  absolutely  no  regard  for  public 
opinion,  no  regard  for  the  opinion  of  Congress,  no  consideration 
for  the  Supreme  Court  of  the  United  States — nothing  but  their  own 
will.  Now,  the  employer,  particularly  the  railroad,  is  within  reach 
of  all  of  these  influences,  and  they  have  got  to  yield  to  them.  But  if 
you  provide  for  the  arbitration  of  all  railroad  wage  disputes,  if  you 
please,  I  have  no  objection  to  that  so  far  as  I  am  concerned;  but 
make  the  finding  compulsory  only  in  disputes  with  the  trainmen. 

Mr.  EscH.  By  trainmen  you  mean  men  engaged  in  train  oper- 
ation ? 

Mr.  LovETT.  Yes;  I  do  not  mean  merely  the  actual  trainmen,  but 
I  should  include  telegraph  operators  and  men  whose  service  is  so 
essential  that  a  concerted  cessation  of  work  would  interfere  with 

the  public.  t       -j^  ^         a 

The  Chairman.  Would  you  include  yardmen  and  switchmen? 

Mr.  LovETT.  I  think  I  should. 

Mr.  Adamson.  Are  not  switchmen  engaged  in  operating  trains? 
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Mr.  LovETT.  Yes;  I  think  I  should  include  switchmen.  I  would 
include  all  those  whose  work  is  essential  to  the  operation  of  the 
railroad.  That  is  what  the  public  is  interested  in.  I  would  include 
everybody  in  train  service  and  make  it  compulsory  as  to  those.  We 
have  got  to  come  to  this  sooner  or  later. 

Mr.  Adamson.  Is  it  not  historically  true,  Judge,  that  the  brother- 
hoods did  advocate  arbitration  until  they  became  so  strong  that  they 
thought  they  could  get  along  without  it  ? 

Mr.  LovETT.  I  think  it  is  true.  Judge  Adamson,  that  for  a  long 
time  the 'employees,  the  brotherhoods,  advocated  arbitration  in  cer- 
tain cases,  and  railroad  managers  generally  opposed  it.  There  were 
exceptions.  I  do  not  pretend  to  speak  accurately  on  that  subject, 
but  that  is  my  recollection  of  the  history  of  the  matter.  But  railroad 
n)en  learn,  strange  as  it  may  seem,  like  others;  and  it  is  not  sur- 
prising that  so  long  as  they  thought  they  had  the  advantage — ^that 
they  could  get  better  results  by  opposing  arbitration  than  by  sub- 
mitting to  it — that  they  opposed.  Every  man,  of  course,  thinks  he  is 
going  to  be  just,  and  each  manager  thinks  he  is  going  to  be  abso- 
lutely fair  to  the  men  who  work  for  him,  and  he  would  rather 
decide  than. have  somebody  else  decide  it.  But  the  situation  has 
developed.  Many  of  the  railroad  managers  belies'e  they  can  whip 
these  strikers.  My  own  judgment  is  that  if  the  public  were  not 
interested,  if  it  were  between  the  railroads  and  the  employees,  the 
railroads  would  whip.  But  there  would  be  a  disorganization  of 
the  service;  there  would  be  a  suspension  of  business  that  might  be 
for  a  few  days  or  might  be  for  a  few  weeks,  and  in  the  meantime  the 
commerce  of  the  country  would  be  entirely  dislocated  and  upset, 
and  there  would  be  a  great  deal  of  suffering  and  hardship;  and 
being  subject,  as  the  railroads  are,  to  the  force  of  public  opinion, 
they  ^^ould  rather  submit  to  a  great  deal  than  meet  this  issue.  But 
whatever  may  be  the  present  view  of  the  railroad  men,  and  what- 
ever may  have  been  their  view  in  the  past,  the  obvious  fact  is  to-day 
that  from  the  standpoint  of  the  public  these  questions  must  be 
determined  peaceably  and  without  reference  to  the  wishes  of  the  labor 
leaders  or  the  railroad  men. 

Mr.  Sims.  Judge,  then  you  do  not  include  in  this  what  the  rail- 
I'oad  or  trainmen  regard  as  a  nonarbitrable  question  and  one  of 
personal  relations?     You  do  not  except  anything  of  that  kind? 

Mr.  LovETT.  The  only  thing  I  except,  Judge  Sims,  if  I  understand 
your  question,  is  the  power  to  compel  a  man  to  work  if  he  does  not 
want  to. 

Mr.  Sims.  To  continue  a  personal  relation  which  is  distasteful  to 
him? 

Mr.  LovETT.  No,  sir ;  he  is  not  required  to  do  that.  It  could  not 
be  done  under  the  Constitution  if  you  wanted  to,  because  that  would 
be  involuntary  servitude. 

Mr.  Adamson.  But  personal  liberty  does  not  authorize  missionary 
work,  you  think? 

Mr.  LovETT.  Yes,  sir ;  that  expresses  it  exactly. 

Mr.  Sims.  Right  there.  Judge,  do  you  think  that  a  constitutional 
right,  in  its  exercise,  should  be  limited  to  individual  exercise  and 
not  by  agreement  with  others — all  of  them  exercising  an  absolute 
constitutional  right? 
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Mr.  LovETT.  They  are  not  exercising  an  absolute  constitutional 
right,  Judge  Sims.  If  a  dozen  of  us  are  doing  work  for  some  man, 
any  one  of  us  has  the  right  to  quit.  Suppose  we  put  our  heads  to- 
gether and  say  that  we  all  quit  at  the  same  time,  at  a  certain  hour. 
We  will  ruin  this  man's  business,  and  he  knows  it.  That  is  a  con- 
spiracy to  injure  a  man,  not  a  conspiracy  to  exercise  our  individual 
rights,  because  we  have  no  individual  right  to  injury  anybody.  So, 
when  the  trainmen  want  to  quit  individually,  without  concert,  they 
have  a  right  to  do  it.  But  when  together  they  agree  and  say,  "  We 
will  quit  at  a  certain  hour  and  under  certain  circumstances  for  the 
purpose  of  stopping  the  business  of  the  railroad  " — stopping  the  run- 
ning of  the  trains,  and  injuring  the  railroad  and  forcing  it  into 
concessions — they  form  a  conspiracy  to  injure  that  railroad;  it  is 
not  the  exercise  of  an  individual  right,  but  a  conspiracy  to  invade 
the  individual  right  of  another.  That  is  the  whole  difference,  as  I 
see  it. 

Mr.  Sims.  In  other  words,  you  do  not  think  individuals  have  a  con- 
stitutional right  to  organize  to  do  that  which  they  may  do  as  indi- 
viduals? 

Mr.  LovETT.  That  does  not  state  the  case.  Judge  Sims,  as  I  under- 
stand it. 

Mr.  Adamson.  A  man  can  quit  without  organization,  can  he  not? 
Mr.  Lo'\rETT.  Yes,  sir. 

Mr.  Sims.  But  suppose  he  does  quit  as  the  result  of  organization ; 
has  he  done  any  more  than  exercise  his  constitutional  right  ? 
Mr.  LovETT.  It  is  the  purpose  that  controls. 

Mr.  Sims.  But  can  any  man's  motive  be  questioned,  as  to  whether 
or  not  he  shall  exercise  a  constitutional,  guaranteed  right  ? 

Mr.  LovETT.  No,  sir.  But  the  point  is  that  when  he  conspires  with 
other  men,  not  to  exercise  his  own  right  but  to  injure  another  man, 
the  whole  aspect  of  the  case  is  changed.  You  know  that  is  the  founda- 
tion of  the  law  of  conspiracy. 

Mr.  Sims.  For  the  purpose  of  injury  only;  but  their  purpose  is  a 
benefit  which  they  think  they  are  entitled  to  have. 

Mr.  LovETT.  Yes,  sir;  but  take  the  highwayman.  When  he  puts 
his  pistol  at  the  breast  of  a  man  and  demands  that  he  deliver,  what 
he  wants  is  money.  He  does  not  want  to  kill  the  man ;  he  does  not 
want  to  injure,  but  he  wants  money,  and  that  is  the  way  he  gets  it. 
It  is  the  method  that  he  resorts  to. 

Mr.  Sims.  But  he  does  not  have  any  constitutional  right  to  rob 
anybody ;  only  the  means  of  carrying  it  out  in  general. 

Mr.  LovETT.  Neither  does  any  trainman  have  any  constitutional 
right  to  combine  with  other  men  to  coerce  a  railroad  company  or  an 
employer  into  giving  him  what  he  can  not  otherwise  get. 
Mr.'^TiiOM.  Is  not  that  conspiracy  in  the  antitrust  laws? 
Mr.  LovETT.'  I  think  it  is.  .      ,. 

Mr.  Thom.  I  have  a  right,  as  a  business  man,  to  do  a  certain  thing, 
but  l"  can  not  combine  with  another  one  in  restraint  of  trade. 

Mr.  LovETT.  This  rests  upon  the  principle  of  conspiracy  as  the 
offense  of  conspiracy  has  always  existed.  What  one  man  may  do 
alone  may  be  perfectly  lawful,  yet  when  he  conspires  with  a  group  of 
men  to  do  it,  it  may  be  unlawful  in  the  law  of  conspiracy. 
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Mr..  Sims.  The  right  of  self -defense  certainly  would  not  be  de- 
stroyed by  more  than  one  man  being  engaged  in  a  common  effort  of 

self-defense  ? 

Mr.  LovETT.  No,  sir. 

Mr.  Sims.  They  often  claim-  that'  with  these  wages  they  can  not 
live  and  can  not  educate  their  families  as  they  are  entitled  to,  and 
they  conspire  together  to  bring  about  that  which  they  first  regard 
as  absolutely  necessary  for  their  own  existence. 

Mr.  LovETT.  They  make  a  certain  claim  and  they  decide  it  them- 
selves— the  merits  of  it — very  much  as  if  I  should  say  that  certain 
property  that  you  have  is  mine;  I  am  entitled  to  it,  and  I  can  not 
live  without  it,  and  I  go  and  take  it.  Now,  there  are  tribunals  to 
decide  that  question  between  us. 

Mr.  Sims.  But  you  indicate  that  an  individual  might  do  that  which 
a  number  of  individuals  could  not  do? 

Mr.  LovETT.  Yes,  sir;  that  is  true;  but 'we  know,  Judge  Sims,  that 
intent  as  well  as  method  enters  into  an  offense.  And  when  an  indi- 
vidual is  not  satisfied  with  working  conditions  he  has.  the  right  to 
quit.  He  has  no  right  to  say  to  his  employers,  "  I  am  not  being  paid 
enough,"  and  walk  into  his  office  with  a  gun  and  say,  "  I  will  shoot 
you  " 


Mr.  Sims.  Absolutely  not ;  but  I  suppose- 


Mr.  Hamilton.  Mr.  Chairman,  are  we  going  to  observe  our  rules? 
Mr.  Sims.  I  think  perhaps  I  ought  to  desist,  but  the  judge  was  on 
a  matter  so  vital  that  I  am  so  interested  in  that  I  thought  I  should  like 
to  ask  him  a  few  questions. 

Mr.  Hamilton.  They  called  me  down  a  while  ago  for  doing  the 
same  thing,  and  I  wanted  to  reciprocate. 
Mr.  Sims.  I  am  glad  you  did. 

Mr.  Adamson.  I  am  afraid  of  Judge  Sims.     I  am  much  obliged  to 
you,  Mr.  Hamilton. 

Mr.  Sims.  That  is  the  first  time  I  have  ever  heard  of  your  being 
afraid  of  anything. 

Mr.  LovETT.  The  next  difficulty  of  the  railroads  I  mentioned  is  the 
phenomenal  increase  in  taxation.  Unfortunately  I  have  no  remedy 
to  suggest  for  this,  and  therefore  I  shall  say  but  little  about  it.  I  feel, 
however,  that  no  statement  to  this  committee  of  the  problems  con- 
fronting the  railroads  of  this  country  would  be  candid  and  true  that 
failed  to  mention  the  great  increase  in  taxation.  The  Union  Pacific 
is,  I  suppose,  fairly  representative  of  other  railroads  in  this  particu- 
lar. For  the  10-year  period  ended  June  30,  1916,  the  Union  Pacific's 
systems  mileage  increased  40  per  cent;  its  operating  revenue  in- 
creased 38  per  cent;  its  operating  expenses  increased  44  per  cent;  its 
taxes  increased  157  per  cent ;  and  its  operating  income  increased  only 
22  per  cent.  And  its  taxes  are  still  rising,  for  the  increased  income 
tax,  the  capital-stock  tax,  and  the  excess-profits  tax  imposed  by  re- 
cent acts  of  Congress,  call  for  additional  taxes  from  this  company 
running  into  hundreds  of  thousands  of  dollars  yearly.  It  is  so  easy 
to  tax  railroads;  their  property  is  open  and  visible;  their  accounts 
are  all  kept  under  the  eyes  of  the  Interstate  Commerce  Commission; 
and  there  is  a  public  record  of  all  they  make  and  all  they  spend; 
and,  knowing  they  can  not  escape,  they  always  keep  on  hand  the 
money  to  pay  any  tax.  But  it  is  to  be  regretted  that,  while  exempt-  ' 
i"g  corporations  of  comparatively  small  income  and  capital,  Con-  " 
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gress  proceeds  on  tlie  assumption,  apparently,  that  the  large  cor- 
porations are  owned  by  people  of  large  wealth,  whereas  there  are 
many  stockholders  in  the  largest  corporations  who  have  less  than 
those  exempted. 

I  always  hesitate  to  interject  into  a  discussion  of  this  sort  the 
question  of  widows  and  orphans,  but  I  ought  to  state  to  this  commit- 
tee that  the  last  list  of  stockholders,  which  we  took  from  the  books 
of  the  Union  Pacific,  which  was  for  the  January  1  dividend,  showed 
that  the  stock  of  the  Union  Pacific  is  owned  by  29,870  people,  and 
12,465  of  these  are  women. 

Mr.  Adamson.  You  ought  not  to  apologize  for  that,  because  pure 
undefiled  religion  is  to  visit  the  fatherless  and  widows  in  their 
affliction. 

Mr.  LovETT.  I  trust  you  will  always  remember  that. 

Mr.  Sims.'  How  many  stockholders  did  you  say  you  have  ? 

Mr.  LovETT.  We  have  29,870  stockholders,  of  which  12,465  are 
women. 

Mr.  Sims.  Are  these  women  all  widows? 

Mr.  LovETT.  I  could  not  answer  as  to  that. 

Mr.  Sims.  You  are  speaking  of  widows  and  orphans. 

Mr.  LovETT.  Probably  some  of  them  are  maidens  and  some  prob- 
ably have  worthy  husbands  dependent  on  them. 

The  next  point,  and  the  last  before  the  remedies  we  have  to  sug- 

fest,  is  the  cumulative  effect  of  these  various  conditions  that  I  have 
sen  discussing  upon  the  investor. 

Mr.  Adamson.  Is  it  your  purpose,  when  you  reach  the  question  of 
remedies,  to  recur  to  this  taxation  subject? 

Mr.  LovETT.  No ;  I  have  no  remedy  to  suggest  for  that. 

The  cumulative  effect  of  the  various  conditions  I  have  described, 
upon  the  investing  public,  to  which  the  railroad  companies  must 
look  for  the  capital  necessary  to  continue  the  development  of  trans- 
portation facilities,  has  been  discouraging.  For  several  years,  cer- 
tainly for  the  last  five  years,  banks  throughout  the  country  have 
been  overflowing  with  money — with  uninvested  capital.  Call  money 
rates  have  seldom  been  above  2  or  2|  per  cent,  and  often  lower.  Time 
loans  for  two,  three,  and  four  months  have  generally  been  around 
3  and  4  per  cent  in  the  money  centers  and  places  where  money  for 
railroad  investment  usually  is  to  be  found.  Even  the  unprecedented 
industrial  and  commercial  activity  of  the  last  year  and  a  half  or  two 
years,  which  ordinarily  would  require  so  much  money  as  to  run  up 
the  rates,  has  not  been  sufficient  to  absorb  the  idle  money  or  materially 
increase  interest  rates.  Yet  all  this  time  high-grade  railroad  stocks, 
regularly  paying  good  dividends  for  many  years,  were  purchasable 
at  prices  yielding  from  5J  to  7  per  cent. 

'Of  course,  I  do  not  wish  to  convey  the  impression  that  the  strong- 
est railroad  companies  have  not  been  able  to  obtain  capital  for  im- 
provements. The  strongest  could  obtain  it,  and  probably  will  always 
be  able  to  obtain  it.  But  the  average  roads — the  lines  whose  position 
is  not  yet  so  firmly  established,  or  who  have  not  such  a  large  margin 
of  financial  safety — and  certainly  the  weaker  properties — are  finding 
it  increasingly  difficult  to  obtain  capital.  Even  the  stronger  lines, 
confronted  with  rapidly  increasing  expenses  and  fixed  or  diminished 
rates,  and  considerable  uncertainty  as  to  how  they  may  be  allowed 
to  do  their  financing,  have  developed  pronounced  conservatism  in  all 
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their  plans.  The  Commercial  and  Financial  Chronicle,  in  its  Finan- 
cial Eeview-Annual  1916,  gives  a  table  from  which  I  quote  to  show 
liow  rapidly  the  amount  of  railroad  bonds  on  which  no  interest  at  all 
was  paid  has  increased,  and  how  the  percentage  of  such  noninterest 
paying  debt  has  increased. 


Year  ended  June  30— 

Funded  debt 
receiving 
nothing. 

$790,499,252 
816,630,147 
1,015,367,622 
1,150,128,161 
1,306,764,285 

Per  cent  of 
total. 

1910 

7.94 

1911                                                                                                                          

7.65 

1912 .                                      

9.12 

1913  ...                                                                                   

10.28 

1914 

11.30 

Chairman  Thelen,  of  the  California  commission,  declared  that 
"the  real  causes  of  the  impaired  railroad  credit,  in  so  far  as  such 
credit  has  been  impaired,  are  to  be  found  in  unwise  railroad  con- 
struction; in  unwise  railroad  administration,  not  to  say  criminal 
railroad  administration;  and,  furthermore,  in  excessive  issues  of 
securities."  He  cited  the  Chicago  &  Alton  as  his  first  case  of  unwise, 
or  worse,  railroad  administration  and  of  excessive  security  issues. 
He  also  cited  the  Frisco  case,  the  New  Haven  case,  the  Rock  Island 
case,  and  the  St.  Paul  &  Puget  Sound,  although  the  latter  appeared 
to  be  only  a  case  of  bookkeeping.  While  I  am  now  connected  with 
the  Chicago  &  Alton,  I  had  no  connection  with  it  until  long  after 
the  transactions  criticized,  and  nothing  to  do  with  any  of  such 
transactions;  nor  had  I  any  connection  with  any  of  the  other  com- 
panies or  transactions  mentioned.  I  happen  to  know,  however,  that 
very  much  could  justly  be  said  on  the  other  side  of  the  Alton  case, 
but  it  would  be  a  misuse  of  the  time  of  this  committee  for  me  to 
do  so.  ' 

Grant,  for  the  purposes  of  this  hearing,  that  in  some  cases  there 
has  been  "  unwise  railroad  administration,  not  to  say  criminal  rail- 
road administration,"  as  Mr.  Thelen  puts  it.  If  it  were  not  true,  the 
railroad  business  would  be  the  only  business  of  any  great  magnitude 
in  which  there  had  not  been  "  unwise "  administration  and  even 
"criminal  administration."  Please  note,  however,  that  out  of  nearly 
a  thousand  railroad  corporations  in  this  country  Mr.  Thelen  cited 
only  four  examples  of  financial  management  Avhich  he  found  occasion 
to  denounce,  and  of  these  the  Chicago  &  Alton  and  Eock  Island  cases 
occurred  some  17  years  ago.  There  will  be  dishonesty  and  misman- 
agement in  all  lines  of  business  and  in  all  walks  of  life.  But  we  can 
not  for  that  reason  suspend  business.  We  do  not  cease  depositing 
our  money  in  banks  because  there  are  now  and  then  dishonest  banks 
and  bank  failures.  We  must  provide  reasonable  regulations  to  pre- 
vent, as  far  as  we  can,  and  punish  dishonesty  and  mismanagement. 

It  would  be  folly  to  shape  the  railroad  regulation  of  this  country 
with  reference  to  the  Chicago  &  Alton  case,  the  Frisco  case,  the  Rock 
Island  case,  and  the  New  Haven  case.  That  is  the  trouble  with  most 
of  the  legislation  we  now  have.  It  was  designed  to  meet  particular 
cases  and  to  prevent  certain  conspicuous  evils,  and  not  for  the  regu- 
lation and  building  up  of  the  most  necessary  transportation  system  in 
the  world,  and  only  as  an  incident  guarding  against  and  pimishing 
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the  evils  therein.  As  Mr.  Trumbull  once  expressed  it,  we  should  not 
"  lyirn  up  the  barn  to  catch  a  few  rats."  Surely  we  should  not  crip- 
ple and  hamper  the  honest  management  of  nearly  all  the  railroad 
companies — 99  per  cent  of  them,  at  least — merely  because  there  has 
been,  or  again  rnay  be,  here  and  there  a  dishonest  management. 

Mr.  Thelen  cited  the  cases  mentioned  only  as  proof  of  the  cause 
of  irnpaired  railroad  credit  in  opposition  to  our  claim  of  too  much 
conflicting  State  regulation,  and  it  is  that  aspect  of  his  contention, 
particularly,  that  I  challenge.  Investors  know  a  great  deal  more 
about  the  merits  of  railroad  securities  than  Mr.  Thelen  supposes.  If 
you  will  refer  to  the  quotations  as  published  in  the  papers  any  day 
you  will  observe  a  wide  range  in  prices  of  different  railroad  stocks, 
showing  that  each  is  being  very  carefully  gauged  by  buyers  and  sell- 
ers. In  the  days  before  complete  publicity  of  all  railroad  affairs 
was  fortunately  required  it  was  possible  for  dishonest  manipulators 
in  charge  of  a  railroad  property  to  deceive  investors.  Even  then  the 
bad  character  of  the  management  was  generally  known  and  the  stock 
more  or  less  shunned  by  the  larger  investors.  It  was  the  poor  who 
generally  suffered. 

Most  railroad  investors  unacquainted  with  a  security,  generally 
consult  some  banker  before  buying.  I  am  not  speaking  of  specula- 
tors who  buy  and  sell  stocks,  irrespective  of  their  intrinsic  value, 
merely  for  the  rise  or  decline.  I  am  speaking  of  those  who,  in  these 
days,  really  furnish  the  money  railroad  companies  get  for  their 
stock  and  bonds.  These,  to  a  very  great  extent,  either  consult 
bankers,  or  buy  through  bankers,  or  because  the  securities  are 
brought  out  by  certain  bankers.  The  affairs  of  all  railroad  com- 
panies, certainly  since  1906,  have  been  as  an  open  book.  Their 
accounting  methods,  in  the  most  minute  detail,  have  been  prescribed 
by  the  Interstate  Commerce  Commission.  That  commission  has  a 
great  force  of  inspectors  constantly  going  through  railroad  offices 
to  see  that  the  accounts  are  kept  according  to  the  rules.  Frequent 
and  regular  reports  upon  forms  prescribed  by  the  commission  are 
returned  under  oath  to,  and  published  by,  the  commission.  Every 
banker  and  brokerage  house  has  these  reports  and  knows  exactly 
the  financial  condition  of  each  company.  If  any  of  these  companies 
desire  to  make  an  issue  of  securities,  its  condition  is  easily  ascer- 
tained.   Any  investor  can  find  out  all  about  it  immediately. 

There  may  be  investors,  but  I  should  say  generally  very  few,  who 
"would  be  deterred  by  the  Chicago  &  Alton,  the  Eock  Island,  the 
New  Haven,  or  Frisco  financing,  and  avoid  railroad  investments. 
But  there  are  thousands  of  investors  who  could  and  would  easily 
satisfy  themselves  that  the  securities  were  properly  issued  and  free 
from  the  vices  of  those  cases,  and  take  all  such  securities,  if  that 
were  the  only  danger.  But  those  investors  can  not  satisfy  them- 
selves from  the  records  of  the  commission,  or  otherwise,  that  the 
'  rates  of  the  railroad  company  are  not  going  to  be  reduced  by  some 
of  the  States,  or  held  rigid  by  the  Interstate  Commerce  Commission ; 
nor  that  the  company  is  not  going  to  be  hampered  by  some  State 
commission  in  utilizing  its  resources  to  meet  some  great  emergency ; 
nor  that  the  increasing  expenses  will  not  continue  to  soar  from  the 
coercion  of  unrestricted  labor  combinations;  nor  that  the  real  opera- 
tion and  management  of  the  property  are  not  going  to  be  dictated 
or  controlled  by  the  several  State  commissions,  each  perhaps  with 
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a  different  and  rival  policy;  nor  that  there  will  not  be  practical 
confiscation  under  the  system  of  so-called  valuation,  which  is  beisig 
carried  out  by  the  Interstate  Commerce  Commission  with  a  theory 
of  depreciation  which  makes  it  impossible  for  any  railroad  ever  to 
be  worth  as  much  as  it  was  the  day  when  built;  nor  that,  with  the 
ease  with  which  it  is  being  demonstrated  a  railroad  can  be  subjected 
to  all  forms  of  taxation,  emergency  and  otherwise,  it  will  not  be 
taxed  to  death.  It  is  the  inability  of  the  investor  to  get  any  assur- 
ance against  such  dangers  as  these,  which,  in  recent  years,  have  be- 
come so  imminent,  that  really  turns  him  away  from  railroad  in- 
vestment. He  is  not  troubled  about  the  Chicago  &  Alton,  the  Eock 
Island,  the  New  Haven,  and  the  Frisco  cases,  any  more  than  deposi- 
tors are  deterred  from  putting  their  money  in  honest  banks  because 
there  have  been  dishonest  bankers,  and  bank  failures  caused  by  dis- 
honesty. 

I  urge,  therefore,  that  you  do  not  accept  the  po^ibly  comforting 
suggestion  that  the  financial  difficulties  of  the  railroads  are  due  to 
the  financial  mistakes  or  wrongs  of  the  railroads  themselves.  The 
railroads  have  made  mistakes  and  there  have  been  wrongs  in  some 
of  their  financial  operations,  just  as  there  have  been  mistakes  and 
wrongs  in  every  other  business  and  occupation.  But  it  would  be  a 
great  delusion  to  assume  that  the  few  cases  of  mistakes  and  wrongs 
in  this  generation  are  to  any  appreciable  extent  responsible  for  the 
timidity  of  investors. 

But  let  us  assume  all  that  Commissioner  Thelen's  argument  im- 
plies. Grant  that  all  railroads  are  mismanaged  financially,  and 
consider  the  cases  he  cites  merely  as  examples  of  many  others,  What 
are  you  going  to  do  about  it  ?  Will  you  leave  the  regulation  of  these 
evils  to  the  States,  where  the  evils  have  occurred  ?  Or  will  Congress 
take  hold  of  the  subject  in  thorough  fashion  and  enact  a  system  of 
regulation,  uniform  throughout  the  country,  that  will  effectually  pre- 
vent fraudulent  exploitation,  and  at  the  same  time  provide  a  simple 
and  workable  system  under  the  direction  of  the  Interstate  Com- 
merce Commission,  without  the  conflict  and  confusion  in  the  several 
State  commissions  that  now  exist?  It  was  State  charters  and  State 
laws  and  State  functions  that  were  exercised  in  the  Alton  case,  the 
llock  Island  case,  the  Frisco  case,  and  the  New  Haven  case.  The 
action  criticized  in  those  cases  was  taken  by  virtue  of  no  act  of  Con- 
gress, but  under  State  laws  alone.  Instead  of  being  brought  up  here 
in  argument  against  full  congressional  legislation  they  afford  rather 
overwhelming  reasons  why  Congress  should  exercise  its  power.  If 
it  be  true,  as  Commissioner  Thelen  contends,  that  these  cases  have 
injured  railroad  credit,  then  all  the  more  reason  why  Congress  should 
make  them  impossible  in  future.  At  all  events,  it  is  clear  that  the 
necessary  transportation  facilities  for  this  country  are  not  going  to 
be  provided  by  rehashing  these  old  cases  or  by  leaving  the  various 
States  to  regulate  the  subject  by  independent,  uncoordinated,  and 
often  conflicting  laws,  which,  at  best,  will  only  block  progress. 

Probably  a  billion  dollars  of  new  capital  per  year  for  an  indefinite 
period  will  be,  necessary  to  keep  the  railroads  of  this  country  up  to 
the  needs  of  our  people  and  pay  maturing  bonds.  Where  are  we  to 
get  the  money  ?  All  conditions  attending  railroad  investments  have 
totally  changed  in  recent  years;  that  is  to_  say,  under  Government 
regulation.    We  must  recognize  essential  differences  between  condi- 
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tionsunder  which  capital  was  attracted  for  building  the' railroads 
of  this  country  and  under'  which  we  must  get  it  for  further  develop- 
ment. In  the  former  conditions  there  were  no  restrictions,  or  prac- 
tically none,  upon  the  inducements  offered  for  the  money.  The  pos- 
sibility of  great  profits  and  tempting  bonuses  in  the  form  of  stock 
were  offered,  whereas  the  growing  legal  restrictions  upon  the  issue  of 
securities  have  eliminated  the  speculative  element  and  confined  the 
transaction  to  an  investment  with  the  usual  risks  of  loss  and  without 
any  hope  of  speculative  profit  or  anything  more  than  a  moderate 
return,  if  any  at  all.  The  railroads  can  no  longer  appeal  to  the 
speculative  instinct,  which  is  a  very  strong  one.  The  money  re- 
quired for  the  continued  development  of  our  railroad  facilities  must, 
therefore,  be  raised  from  investors  pure  and  simple,  and  investors 
are  ordinarily  very  conservative  and  must  be  assured  that  the  invest- 
ment is  good  and  the  payment  of  interest  or  dividends  as  certain  as 
anything  hun^an  can  be  before  they  part  with  their  money.  The 
very  large  class  of  people  who  desire  something  more  than  a  mere 
investment — a  profit,  a  speculative  return  or  the  possibility  of  a 
speculative  return  on  their  investments — the  class  who  really  built 
the  railroads  of  this  country,  find,  in  an  increasing  degree,  the  field 
of  railroad  investments  closed  to  them  by  regulation;  and  they  will 
more  and  more  turn  to  industrial  and  mining  securities,  which  prac- 
tically are  unregulated  by  the  Government  and  which  offer  unlimited 
possibilities  for  speculative  profits  as  well  as  losses.  We  must,  I 
say,  take  these  changed  conditions  into  account  in  any  policy  or  sys- 
tem having  to  do  with  the  future  financial  requirements  of  the  rail- 
roads. 

Whatever  we  may  think  of  "  watered  stock,"  I  do  not  believe  there 
is  fair  room  for  doubt  that  the  magnificent  system  of  railroads  of 
this  country  would  not  have  been  built  without  it.  It  was  the  specu- 
lative feature — the  stock  bonus  thrown  in  with  the  bond  bought— 
that  attracted  men  and  money  to  the  support  of  the  railroad  enter- 
prises. Who  would  have  built  a  railroad,  in  the  days  when  ours  were 
built,  if  given  only  bonds  paying  5,  6,  or  7  per  cent  for  his  money? 
The  "  watered  stock,"  that  represented  nothing  but  a  gamble  upon 
the  settlement  and  growth  of  territory  to  be  served,  appealed  to  the 
gambling  instinct  so  strong  in  human  nature  and  encouraged  men  to 
risk  their  fortunes  in  enterprises  that  would  not  have  attracted  or 
interested  them  merely  as  an  investment.  I  am  not  defending 
^'  watered  stock  "  and  I  am  not  condemning  it.  I  am  merely  stating 
what  I  understand  to  be  the  facts  for  the  light  they  throw  upon  our 
problems  of  to-day.  The  regulation  of  the  issue  of  railroad  securities 
has  come  aAd  it  has  come  to  stay,  and  "  watered  stock  "  is  practically 
impossible  under  such  regulation.  Our  appeal  in  the  future,  there- 
fore must  be  to  the  investor  whose  conservatism  demands  safety  and 
a  certain  and  regular  return  upon  his  money.  It  is  to  these  investors 
that  we  must  look  for  the  hundreds  of  millions  of  dollars  that  will 
he  required  every  year  to  keep  the  transportation  facilities  abreast 
of  the  growth  of  the  products  and  commerce  of  the  country. 

Commissioner  Thelen,  in  his  statement  before  this  committee  (hear- 
ings' p  553) ,  cited  the  finding  of  the  Interstate  Commerce  Commission 
that' one  cause  of  the  insolvency  of  the  Frisco  was  disproportionate 
capitalization,  and  declared  his  belief  that  this  was  one  of  the  most 
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potent'  causes  of  the  financial  difficulties  of  the  railroads,  and  he 
argued  to  show  that  railroads  raise  mone}'  on  bonds  rather  than  stock. 
He  did  not  tell  you,  however,  how  Frisco  stockholders,  or  any  other 
body  of  stockholders,  could  be  induced  or  compelled  to  take  addi- 
tional stock  at  100  cents  on  the  dollar  if  selling  in  the  market  at  per- 
haps 50  cents  or  25  cents.  All  the  railroads  of  the  country  have  stock 
outstanding  and  probably  the  most  of  it  is  selling  much  below  par. 
The  laws  of  most,  if  not  all,  the  States  prohibit  them  from  issumg 
and  selling  more  stock  for  less  than  par.  It  is  w-orse  than  idle  to  say 
that  these  companies  shall  raise  capital  by  calling  upon  their  stock- 
holders to  put  up  more  money  for  more  stock  at  par  when  they  can 
buy  it  in  the  market  for  very  much  less.  The  situation  is  a  practical 
one,  and  such  theories  and  suggestions  take  us  nowhere. 

There  is,  however,  a  feasible  method  by  which  the  disproportionate 
capitalization  may  be  diminished  and  stockholders  enabled  to  put 
up  more  money  in  the  future,  and  that  is  by  abolishing  the  par  value 
of  stocks,  so  that  additional  stock  of  a  company  may  be, issued  for 
Avhat  it  is  really  worth.  Take,  for  illustration,  the  stock  of  a  cor- 
poration actually  worth  only  50  cents  on  the  dollar.  Of  course,  it 
is  absurd  to  suppose  that  a  stockholder  will  take  more  of  it  and  pay 
100  cents  on  the  dollar.  But  he  probably  would  be  willing  to  take 
more  of  it  at  $50  a  share,  or  at  $40  a  share,  or  at  whatever  the  stock- 
holders themselves  might  agree  upon.  It  would  be  a  matter  wholly 
between  the  stockholders  so  long  as  they  got  a  certificate  only  for 
what  was  actually  paid  into  the  treasury  of  the  company,  and  not  a 
certificate  for  $100  when  paying  only  $40  or  $50.  A  stockholder 
who  took  1  or  10  or  100  shares  at  $50  a  share  w'ould  pay  into  the 
company  fifty,  five  hundred,  on  five  thousand  dollars  in  cash  and 
the  company's  capital  woidd  be  increased  by  tliat  amount.  Its  books 
woiild  show  that  amount  of  increased  capital,  and  nothing  would  be 
said  about  the  value  of  the  stock,  par  or  otherwise.  Stock  watering 
would  in  such  case  be  actually  impossible.  The  stockholders  would 
be  enabled  to  come  to  the  relief  of  their  company,  which  it  is  impos- 
sible for  them  to  do  under  existing  State  laws,  requiring  stock  to- 
have  a  par  value,  regardless  of  its  real  value,  and  forbidding  the 
issue  of  stock  for  less  than  par.  The  first  evil  pointed  out  by  the 
Interstate  Commerce  Commission  in  the  Frisco  case  and  the  "most 
potent "  difficulty,  which  Commissioner  Thelen  hopelessly  leaves 
with  you,  would  largely  disappear.  Of  course,  there  will  be  com- 
panies whose  assets  are  less  than  their  indebtedness  or  whose  situa- 
tion is  such  that  they  can  not  expect  to  earn  a  return  on  the  stock. 
In  such  cases  the  stockholders  naturally  would  not  take  more  worth- 
less stock  at  a  substantial  price.  But  there  are  many  cases  in  which 
stockholders  would  assist  the  company  by  taking  additional  stock 
where  the}''  can  not  do  so  now. 

Senator  Townsend.  Do  you  wish  to  discuss  in  connection  with 
this  the  question  as  to  the  relation  between  rates  and  stock  issues — 
that  is,  based  on  the  assumption  that  the  railroads  should  have  a  rate 
that  will  yield  a  reasonable  return  on  the  investment  in  the  property 
used  in  public  service,  and  that  that  should  determine  the  stock  issue? 

Mr.  LovETT.  I  had  not  intended  to  discuss  that.  Senator,  but  I  will 
refer  to  it  briefly.  I  have  been  connected  with  railroads  practically 
all  my  business  life,  and  largely  with  rate  questions  and  contro- 
^  ersies,  and  I  have  never  known  a  rate  to  be  made  or  changed  with 
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reference  to  any  question  of  stock  or  bonds.  Whatever  other  theories 
there  may  be,  my  judgment  is  that  the  issuance  of  stock  and  bonds 
f;nd  the  amount  of  stock  and  bonds  are  matters  that  have  no  more  to 
do  with  railroad  transportation  rates  in  this  country  than  the  man 
in  the  moon,  if  there  be  one  there. 

Senator  Townsend.  When  one  of  your  rates  is  attacked,  do  you 
defend  by  showing  the  value  of  your  stocks  and  bonds  I 

Mr.  LovETT.  In  no  rate  litigation  I  have  been  connected  with — 
and  I  have  been  Connected  with  many — did  we  rely  upon  the  stock 
and  bonds.  We  introduced  them  because  the  Supreme  Court,  in  the 
case  of  Smyth  v.  Ames,  said  that  no  hard  and  fast  rule  could  be 
established  as  to  what  was  a  reasonable  rate;  that  all  circumstances 
bearing  upon  the  value  of  the  property  should  be  taken  into  account, 
including  the  stock  and  bonds,  the  market  price  of  the  stock  and 
bonds,  and  a  great  many  other  circumstances  that  I  do  not  recall; 
and,  after  enumerating  all  the  circumstances  the  court  could  foresee, 
it  then  said,  "  and  all  other  circumstances  having  a  bearing  upon  the 
question."  In  every  rate  litigation  I  have  been  connected  with,  be- 
ginning with  the  early  rate  litigation  with  the  Texas  Railroad  Com- 
mission, we  went  further  and  proved  what  we  considered  to  be  the 
value  of  the  property,  putting  the  stock  and  bonds  in  simply  as  one 
circumstance,  along  with  a  great  many  others. 

We  must  not  overlook  the  far-reaching  effect  which  the  prevailing 
world  war  is  likely  to  have  on  our  financial  situation.  Prior  to  the 
war  billions  of  European  money  was  invested  here.  We  had  prac- 
tically none  invested  abroad.  Money  required  by  Central  and  South 
American  and  other  foreign  countries  was  furnished  by  Europe,  not 
by  us.  All  that  is  changed.  The  European  money  has  been  largely 
withdrawn,  and,  fortunately,  we  have  been  able  to  absorb  the  securi- 
ties in  which  it  was  invested.  It  probably  will  be  a  long  time  before 
Europe  has  any  money  to  reinvest  here  or  to  supply  Central  and 
South  America  or  other  nations.  There  will  be  a  great  call  upon  us 
for  money  from  Europe  itself,  and  the  nations  formerly  supplied  by 
Europe  will  also  come  to  us.  When  the  war  ends  and  our  people 
can  decide  with  reasonable  certainty  which  of  the  nations  are  insol- 
vent and  which  will  be  able  and  willing  to  pay  their  debts,  we  prob- 
ably shall  begin  to  invest  very  extensively  in  bonds  of  those  we 
know  to  be  good.  The  Governments  of  foreign  countries  as  well  as 
many  foreign  enterprises  will  be  competing  with  the  railroads  of 
this  country  for  the  hundreds  of  millions  per  annum  that  the  rail- 
roads will  need. 

Now,  gentlemen,  I  come  to  the  remedies  which  we  have  to  sug- 
.gest.  Mr.  Thorn  has  presented  so  clearly  and  so  fully  the  opinion  of 
railroad  executives — in  which  I  concur — respecting  the  remedies 
which  should  be  adopted,  that  I  will  not  take  the  time  of  this  com- 
mittee to  restate  them  at  length,  or  do  more  than  supplement,  with- 
out repeating,  the  reasons  he  gave,  and  answer  some  of  the  objections 
which  have  been  suggested:  First,  we  believe  that  the  unification 
of  regulation  is  essential,  and  that,  with  the  rapid  increase  of  State 
commissions  in  recent  years.  Congress  will  in  time  be  compelled  to 
exercise  its  power  in  the  premises.  To  unify  regulation,  there  should 
be  a  complete,  consistent,  harmonious,  and  related  system  of  regu- 
lation. We  believe  the  best,  if  not  the  only  practicable,  method  is  the 
Federal  incorporation  of  railroads  by  general  law,  which  will  make 
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incorporation  thereunder  compulsory,  thus  imposing  on  all  railroad, 
companies  throughout  the  United  States  the  same  corporate  powers 
and  restrictions  with  respect  to  their  financial  operations  and  the 
same  duties  and  obligations  to  the  public  and  the  Government  with 
respect  to  their  duties  and  obligations  as  common  carriers,  so  that 
every  investor  will  know  precisely  what  every  railroad  corporation 
may  and  may  not  lawfully  do  in  issuing  and  selling  securities,  and 
every  shipper  and  traveler  may  know  the  duty  and  obligation  of 
every  railroad  company  to  him,  whether  in  Maine  or  California,  in 

Michigan  or  Texas.  .  j-  ^    .   .  ^     ' 

Rio-ht  here  let  me  pause  to  call  attention  to  a  harmful  statement— 
though  not  intended  to  be  such— by  Commissioner  Thelen  to  this 
committee.  He  said  that,  so  far  as  he  knew,  the  railroads  might  be 
advocating  Federal  incorporation  by  special  act  of  Congress,  thus 
leading  to  a  swarm  of  railroad  representatives  about  the  Capitol, 
constantly  seeking  from  Congress  special  favors  and  special  consid^ 
eration.  Now,  I  have  attended  a  great  many  conferences  of  the  rail- 
road executives,  who  have  been  considering  and  trying  to  help  with 
suggestions  for  a  constructive  system  of  legislation,  and  I  never 
heard  a  single  railroad  man  or  a  railroad  lawyer  throughout  this 
whole  time  in  all  these  conferences  suggest  Federal  incorporation' 
by  special  act  of  Congress.  We  do  not  want  that  any  more  than 
Commissioner  Thelen  does ;  and  certainly  the  first  time  that  I  ever 
heard  of  it  was  when  I  read  it  in  Mr.  Thelen's  statement  before  this 
committee  that  that  might  be. something  that  we  are  seeking.  We 
want  a  unified  regulation,  a  regulation  that  will  put  all  corpora- 
tions upon  the  same  basis,  and  give  notice  to  everybody,  to  every 
investor,  what  railroad  corporations  may  do  and  what  they  may  not 
do,  so  that  in  issuing  securities  there  will  be  but  one  law  to  examine 
and  not  the  laws;  general  and  special  and  otherwise,  of  half  a  dozen 
or  a  dozen  different  States;  so  that  every  corporation  shall  have 
exactly  the  same  rights  and  the  same  obligations  with  respect  to  its 
financial  matters;  so  I  want  to  say  that  we  do  not,  as  Mr.  Thelen 
supposes,  ask  for  any  special  legislation. 

We  believe  that  Congress  has  power  to  provide  by  general  law  for 
the  incorporation  of  all  railroad  companies  engaging  in  interstate 
commerce,  and  to  require  all  existing  companies  to  reincorporate  un- 
der such  law.  I  myself  have  no  doubt  of  it.  I  will  cite,  without 
taking  your  time  to  analyze,  the  decisions  of  the  Supreme  Court, 
which,  in  my  opinion,  make  this  clear:  McCuUoch  v.  Maryland 
(4  Wheat.,  3i6)  ;  Houston  East  &  West  Texas  Railway  v.  United 
States  (234  U.  S.,  342)  ;  Reagan  v.  Mercantile  Trust  Co.  (154  U.  S., 
413,  414,  416) ;  Smyth  v.  Ames  (169  U.  S.,  466,  519)  ;  Minnesota  Rate 
Case  (230  U.  S.,  352,  425)  ;  Thompson  v.  Union  Pacific  Railroad  Co. 
(9  Wall.,  579) ;  California  v.  Central  Pacific  Railroad  (127  U.  S.,  1) ; 
Interstate  Commerce  Commission  v.  Goodrich  Transit  Co.  (224  U.  S., 
194) ;  and  Southern  Railway  v.  United  States  (222  U.  S.,  20). 

In  Reagan  v.  Mercantile  Trust  Co.,  dealing  with  the  Federal  char- 
ter of  the  Texas  Pacific  Railway  Co.,  and  in  Smyth  v.  Ames,  consid- 
ering the  Federal  charter  of  the  then  Union  Pacific  Railroad  Co.,  it 
was  taken  as  a  matter  of  course  that  in  creating  a  Federal  railroad 
corporation  Congress  had  the  power  to  withdraw  it  from  State  regu- 
lation with  respect  to  even  its  intrastate  rates,  and  the  only  inference 
from  the  Minnesota  Rate  Case  is  that  in  regulating  interstate  rates 
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Congress,  as  incidental  to  such  regulation,  could  regulate  intrastate 
rates,  and  in  the  Shreveport  case  (234  U.  S.,  342)  the  court  directly  so 
decided. 

Congress  is  vested  by  the  Constitution  with  power  to  regulate  inter- 
state and  foreign  commerce,  to  establish  post  roads,  and  to  make  war 
and  provide  for  the  national  defense.  In  .exercising  these  and  other 
express  powers,  Congress  is  authorized  by  the  last  clause  of  section 
8,  Article  I  of  the  Constitution,  "To  make  all  laws  which  shall  be 
necessary  and  proper  for  carrying  into  execution  the  foregoing  powers 
and  all  other  powers  vested  by  this  Constitution  in  the  Government 
of  the  United  States,  or  in  any  department  or  officer  thereof,"  and 
the  Constitution  and  the  laws  and  treaties  made  in  pursuance  thereof 
are  the  "supreme  law  of  the  land."  It  is  easily  demonstrable  that 
the  wise  and  effective  regulation  of  interstate  railroad  rates  requires 
the  like  regulation  of  intrastate  railroad  rates.  It  is  familiar  consti- 
tutional law  that  any  power  which  it  is  necessary  for  Congress  to 
exercise  in  carrying  out  and  executing  the  powers  expressly  conferred 
upon  it  is  to  be  implied  from  the  last  clause  of  section  8,  Article  I,  and 
thus  follows  the  power  to  regulate  intrastate  rates  whenever  it  is 
necessary  to  the  effective  regulation  of  interstate  rates.  But  I  will 
not  pursue  the  legal  argument,  for  the  question  seems  settled  by  the 
cases  cited. 

Congress  may  go  as  far  as  it  likes  in  the  regulation  of  the  corpora- 
tions created  by  it  and  of  the  railroads  owned  by  them.  It  may  with- 
draw them  entirely  from  regulation  by  the  States  or  it  may  permit 
regulation  to  such  extent  as  it  may  prescribe.  It  is,  of  course,  for 
Congress  to  say  how  far  it  will  go. 

I  have  seen  a  suggestion  from  some  of  the  opponents  of  Federal 
incorporation,  that  it  was  a  scheme  of  the  railroads  to  try  to  escape 
taxation  by  the  States.  Possibly,- if  the  regulation  was  being  enacted 
by  Germany  for  us  just  at  this  time,  it  might  be  so  provided ;  but  the 
legislation  is  to  be  enacted  by  the  Congress  of  the  United  States, 
which  does  not  represent  the  railroads  merely,  but  represents  the 
whole  people  of  the  United  States,  and  the  suggestion  that  the  Con- 
gress of  the  United  States  would  withdraw  that  source  of  revenue 
from  the  States  and  would  exempt  the  railroads  from  taxation  by  the 
States  is  not  at  all  credible. 

My  own  opinion  is  that  it  is  eiitirely  practicable  for  Congress  to 
provide  for  the  taxation  of  these  railroads  by  the  States  in  a  manner 
that  will  provide  for  a  fair  and  equitable  distribution  of  the  taxes 
between  the  different  States,  rather  than  to  allow  each  State  or  one 
State  to  pile  on  three  or  four  times  as  much  as  it  should  and  another 
not  as  much  as  it  should.  Congress  could'  require  the  railroads  run- 
ning through  several  States  to  be  taxed  as  a  whole,  and  to  be  appor- 
tioned by  the  different  States  on  mileage,  or  any  other  basis  that  it 
wanted  to.  We  are  not  advocating  anything  of  the  sort,  and  possibly 
it  would  be  unwise  in  the  original  legislation  to  undertake  it.  It  is 
something  that  ought  to  be  studied.  We  are  not  asking  it,  and  not 
advocating  it,  but  speaking  from  my  own  individual  views  I  believe 
it  would  be  a  good  thing  for  the  States  and  for  the  whole  country  if 
that  were  done.  I  am  sure  it  would  not  decrease  the  taxes  of  the 
railroads ;  it  might  increase  them,  but  there  would  be  a  more  equitable 
distribution  among  the  different  States ;  but  I  wish  to  be  imderstood 
as  not  advocating  that  at  all. 
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We  believe  that  exclusive  congressional  regulation  of  the  issUe 
and  sale  of  stock,  bonds,  and  other  securities,  of  the  rates  to  be 
charged  for  the  transportation  of  passengers  and  property,  and  of  all 
matters  of  transportation,  is  absolutely  necessary  in  order  to  provide 
an  odeq;;.ite  system  of  transportation  for  the  country  and  to  check 
the  growing  fear  that  rapidly  increasing  State  regulation  will  lead 
to  conditions  seriously  impairing  the  service  as  well  as  the  credit  of 
the  railroads. 

Let  me  refer  again,  and  emphasize  if  I  can,  to  the  recent  develop- 
ment of  this  State  regulation,  within  the  last  five  years  largely,  and 
that  we  do  not  yet  realize  or  appreciate  the  full  effect  of  it. 

The  most  urgent  feature,  in  my  judgment,  is  the  exclusive  regu- 
lation by  Congress  of  the  issue  of  securities,  with  provision  for  the 
proper  establishment,  maintenance  and  financing  of  all  interstate 
railroad  systems  without  reference  to  the  conflicting  and  peculiar, 
if  not  selfish,  requirements  of  some  one  or  more  of  the  States 
traversed. 

The  consensus  of  opinion  of  the  railroad  executives  who  have 
been  considering  this  matter  was  that  the  regulation  of  all  matters 
essentially  local  and  incidental,  not  impairing  the  service,  and  all 
matters  of  taxation  should  remain  with  the  States,  as  at  present.  The 
corporation  should  not  be  entitled  to  remove  suits  to  the  Federal 
courts  by  reason  of  being  a  Federal  corporation. 

Experience,  I  am  quite  sure,  will  demonstrate  the  wisdom  of  every 
step  which  Congress  may  take  extending  its  regulation  of  interstate 
railroads,  in  lieu  of  conflicting  State  regulation. 

You  may  well  ask  whether  it  is  necessary  to  Federalize  all  railroad 
companies  bj^  requiring  them  to  reincorporate  under  an  act  of 
Congress,  in  order  to  enable  Congress  to  regulate  their  securities,  their 
transportation  charges,  and  their  service.  My  own  opinion  is  that  it 
is  not.  That  is  to  say,  I  believe  it  would  be  practicable,  with  proper 
care,  to  draft  a  law  by  which  Congress  could  regulate  State  corpora- 
tions engaged  in  interstate  railroad  transportation  in  the  particulars 
mentioned.  But  it  is  not  clear  that  this  could  be  done.  I  am  sure, 
however,  that  the  object  could  be  accomplished  more  effectively,  with 
less  friction  and  confusion,  and  with  better  results  to  the  public  and 
everybody,  by  requiring  Federal  incorporation.  I  will  illustrate 
briefly  some  important  differences  in  the  two  systems. 

It  is  elemental  law  that  a  corporation  derives  its  corporate,  powers 
from  the  government  that  creates  it  and  can  exercise  none  not  con- 
ferred— especially  none  prohibited — by  that  government.  Now,  let 
us  take  for  illustration  some  M'ell-known  railroad — one  near  us — say 
the  Baltimore  &  Ohio.  That  company,  I  believe,  is  a  corporation  of  ' 
the  State  of  Maryland.  It  can  exercise  onlj'  such  powers  as  the 
State  of  Maryland  confers  upon  it.  It  can  exercise  even  these  in 
some  other  State  only  by  consent  of  such  State.  But  it  can  not  exer- 
cise in  any  other  State  any  more  than  in  Maryland  powers  denied  to 
it  by  Maryland,  the  State  of  its  creation.  Ordinarily  a  State  specifies 
the  maximum  amount  of  capital  stock  a  corporation  may  issue  and 
prescribes  how  it  shall  be  issued  and  disposed  of  and  regulates  in 
detail  its  corporate  functions,  particularly  in  the  matter  of  capitaliza- 
tion. Let  us  suppose  that  Congress,  in  regulating  the  finances  of  'the 
railroads  of  the  United  States,  prescribes  corporate  procedure  entirely 
different  from  and  in  direct  conflict  with  that  prescribed  for  the 
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Baltimore  &  Ohio  by  the  State  of  Maryland.  Suppose  the  laws  of 
the_  State  of  Maryland  expressly  deny  its  creature,  the  Baltimore  & 
Ohio,  the  necessary  power  to  do  the  financing  provided  for  by  the 
laws  of  Congress.  May  the  Baltimore  &  Ohio  proceed  to  do  things 
prohibited  by  the  laws  of  the  State  that  created  it  and  exercise 
powers  denied  by  that  State?  My  own  opinion  is  that,  within  the 
act  of  Congress,  it  may.  But  the  question  is  doubtful  and  able  lawyers 
disagree.  Without  taking  the  time  to  argue  the  question,  my  reasons, 
briefly,  are  that  we  live  under  a  dual  government ;  that  the'  National 
Government  operates  directly  on  the  citizen,  the  corporation,  all 
property,  and  everything  within  its  territory,  precisely  as  the  State 
laws  do ;  that  the  laws  of  Congress  are  paramount ;  that  Congress  has 
plenary  power  to  regulate  interstate  commerce  and  all  the  instrumen- 
talities thereof;  and  that,  if  Congress  declares  by  a  proper  enact- 
ment, that  a  railroad  company,  or  other  instrumentality  of  interstate 
commerce,  shall  possess  and  may  exercise  certain  powers,  that  declara- 
tion is  the  supreme  law,  and  any  State  law  inconsistent  with  it  must 
yield. 

But  I  am  much  troubled  by  this  consideration :  Many  States  have 
reserved  the  power  to  repeal  railroad  and  other  charters  granted  under 
their  laws.  Suppose  the  State  repeals  the  charter  of  the  railroad 
company.  It  might  be  within  its  rights;  it  might  not  be  responsible 
to  Congress.  If  the  reservation  of  the  right  was  clear  it  might  not 
even  be  necessary  for  the  State  to  give  a  reason  for  its  exercise.  The 
corporation  would  be  at  an  end.  There  would  be  no  congressional 
act  for  incorporation  to  which  the  railroad  could  turn.  How  would 
you  meet  such  a  situation  in  attempting  to  carry  out  a  national 
policy  by  utilizing  the  existing  State  corporations  ?  This,  to  my  mind, 
is  the  most  serious  and,  indeed,  insurmountable  obstacle  to  any  plan 
for  utilizing  the  State  corporations  in  a  system  of  national  regulation. 

Mr.  Adamson.  Has  that  ever  happened,  Judge,  where  a  State  left 
the  property  homeless  and  houseless  by  repealing  the  charter  and 
there  was  nobody  else  ready  to  take  it  up  and  renew  it  ? 

Mr.  LovETT.  It  is  about  to  happen  in  Texas,  Judge  Adamson.  My 
information  is  that  a  bill  Avas  introduced  in  the  Texas  Legislature  to 
repeal  the  charter  of  any  corporation  of  that  State  that  obeys  the 
Interstate  Commerce  Commission  iiistead  of  the  State  commission. 
That  is  what  it  amounts  to,  because  of  a  controversy  that  has  grown 
out  of  the  decision  in  the  Shreveport  case ;  and  I  should  not  be  at  all 
surprised,  if  Congress  passes  a  law  authorizing  and  permitting  a  State 
railroad  corporation  to  issue  bonds  when  the  policy  of  that  State  is 
not  to  allow  it  to  issue  them,  that  some  State  would  take  measures 
to  forfeit  the  charter  of  the  corporation  that  obeyed  the  Federal  law 
rather  than  the  State  law. 

You  could  not,  in  an  act  of  this  sort,  compel  the  corporation  to 
issue  the  bonds.  The  most  you  could  do  would  be  to  give  it  the  right 
to  issue  them;  and  the  State  might  say,  just  as  they  sometimes  say 
to  the  corporations  about  their  interstate  rates,  "  Yes ;  you  have  the 
power  to  do  that ;  you  have  the  power  under  the  act  of  Congress  to 
issue  these  securities,  but  if  you  do  it,  we  will  exercise  our  power, 
the  power  which  we  have,  to  take  away  your  charter." 

Mr.  Adamsox.  Would  you  compel  the  directors  of  a  Federal  cor- 
poration to  issue  bonds  and  stocks  if  they  did' not  want  to? 
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Mr.  LovETT.  I  would  not ;  but  I  would  put  the  directors  of  a  Fed- 
eral corporation  where  they  could  exercise  this  right  provided  for 
in  the  national  interest,  Avithout  coercion  from  any  State. 

So  long  as  the  States  would  content  themselves  with  a  mere  refusal 
to  grant,  or  even  a  prohibition  of  the  power  to  issue  securities-  and 
take  other  action  contemplated  by  an  act  of  Congress,  the  difficulty 
would  not  be  impossible,  because,  for  the  reasons  stated,  the  law  of 
Congress  would  prevail.  But  the  States  which  have  reserved  in  their 
constitutions,  or  by  other  valid  law,  the  right  of  alteration,  amend- 
ment, and  repeal  of  corporation  charters,  as  most  of  them  have,  could, 
in  my  judgment,  effectively  coerce  all  railroad  corporations  created 
by  therfi  in  submitting  to  all  the  restraints  and  restrictions  imposed 
bjr  them  upon  such  corporations,  however  ample  might  be  the  right 
and  power  conferred  by  an  act  of  Congress. 

I  come  back,  therefore,  to  the  proposition  that  a  general  law  pro- 
viding for  the  incorporation  of  all  new  and  the  reincorporation  of 
all  existing  railroad  companies  engaged  in  interstate  commerce,  with 
such  limitations  and  restrictions  upon  corporate  powers  as  Congress 
may  prescribe,  is  the  only  effective  means  for  regulating  the  financial 
operations  of  railroad  companies,  and  providing  a  method  by  which 
they  can  reestablish  their  credit  and  get  the  money  that  will  be  abso- 
lutely necessary  for  the  continued  growth  and  development  of  the 
transportation  facilities  of  this  country. 

I  do  not  bother  myself  with  any  legal  theories  as  to  whether  the 
reincorporation  under  an  act  of  Congress  of  an  existing  State  railroad 
company  works  a  dissolution  of  the  corporation.  That  is  merely 
dealing  with  legal  fictions.  Nor  do  I  care  much  about  the  theories 
as  to  the  rights  of  stockholders  to  object  to  fundamental  changes.  It 
is  enough  .that  every  railroad  was  built  and  engaged  in  interstate 
commerce,  and  every  stockholder  has  enjoyed  the  benefits  with  full 
knowledge  of  the  power  of  Congress  to  regulate  that  commerce  and 
every  instrumentality  of  it.  Congress  has  regulated  it  already  in 
various  ways,  including  its  bookkeeping  with  respect  to  strictly 
intrastate  as  well  as  interstate  transactions  (Interstate  Commerce 
Commission  v.  Goodrich  Transit  Co.,  224  U.  S.,  194)  ;  the  character 
and  equipment  of  its  cars,  even  not  engaged  in  interstate  commerce 
(Southern  Railway  v.  United  States,  222  U.  S.,  20) ;  and  the  manner 
in  which  it  shall  treat,  in  its  accounts,  abandoned  property,  even 
though  this  deprives  certain  preferred  stockholders  of  dividends 
which  they  might  otherwise  get  (Kansas  City  Southern  Eailway  Co. 
V.  United  States,  231  U.  S.,  423).  No  stockholder  of  a  railroad  en- 
gaged in  interstate  and  foreign  commerce  ever  had  any  right  to 
withdraw  such  instrumentality  of  interstate  commerce  from  business 
whenever  the  method  of  regulation  did  not  suit  him.  If  Congress 
chooses  to  make  the  corporation  owning  a  railroad  a  Federal,  instead 
of  a  State  corporation,  it  is  merely  exercising  its  right  to  determine 
the  means  and  agencies  for  the  better  regulation  of  such  commerce; 
and  I  can  not  see  that  a  stockholder  has  any  more  right  to  object 
than  when  Congress  chooses  cars  of  certain  designs  and  equipped 
with  certain  appliances,  instead  of  those  selected  by  the  owners  of 
the  railroad. 

With  respect  to  existing  corporations,  Congress  should  require 
them  to  reincorporate  by  filing  with  the  designated  agency  of  the 
Government  articles  of  reincorporation,  which  shoulcl  contain  the 
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statements  and  declarations  Congress  may  prescribe ;  and  thereupon 
they  should  become  Federal  corporations,  instead  of  State  corpora- 
tions, and  possess  the  powers  which  Congress,  by  the  act  for  rein- 
corporation declares  such  corporations  shall  possess. 

Mr.  Adamson.  Judge,  would  it  answer  your  purpose  to  apply  the 
compulsion  to  the  new  corporations,  and  only  permit  the  old  corpora- 
tions to  reincorporate  whenever  they  saw  proper  ? 

Mr.  LovETT.  No.  sir;  it  would  not.  It  would  serve  my  purpose, 
but  I  do  not  think  it  would  serve  the  purposes  of  the  public. 
Mr.  Adamson.  I  mean  the  purpose  you  have  in  view. 
Mr.  Lov-ETT.  No,  sir.  It  would  not,  for  the  reason  that  to  make  it 
merely  optional  with  the  railroad  company  whether  or  not  it  should 
incorporate  uijder  the  act  of  Congress  would  be  giving  that  corpora- 
tion the  power  to  supersede  the  laws  of  a  State  at  its  pleasure.  If  it 
were  optional,  the  Union  Pacific  could  run  along  in  obedience  to  the 
State  laws  until  it  made  up  its  mind  to  change,  and  then  it  would 
supersede  absolutely  the  State  laws  relating  to  its  corporate  affairs. 
I  do  not  believe  thiat  option  ought  to  be  given  to  any  corporation. 
I  do  not  think  it  could  be,  because  I  do  not  believe  an  act  of  Congress 
that  left  it  optional  would  be  constitutional.  In  order  to  supersede 
the  State  laws  it  requires  the  paramount  power  of  Congress.  So  I 
do  not  believe  it  would  be  constitutional  nor  do  I  believe  it  would  be 
right.  In  some  States,  where  the  State  laws  are  not  as  oppressive 
as  others,  the  corporations  would  probably  stay  in. 

Mr.  Adamson.  You  are  an  older  and  better  looking  lawyer  than  I 
am,  but  I  believe  I  would  follow  your  constitutional  law  in  the  re- 
verse direction.  I  think  your  compulsion  would  be  more  of  a  consti- 
tutional diiRculty  than  your  voluntary  scheme. 

Mr.  LovETT.  I  hate  to  be  shaken  in  my  own  opinion.  Judge  Adam- 
son, but 

Mr.  Adamson.  I  can  not  shake  you,  but  I  am  trying  to  learn  about 
this  thing. 

Mr.  LovETT.  I  have  thought  a  great  deal  about  this  subject.  It  has 
been  considered  by  a  great  many  very  able  lawyers,  and  I  believe 
they  are  all  agreed  on  that  point,  many  of  them  very  much  against 
their  will.  When  the  railroad  executives  first  took  up  the  discussion 
of  this  I  believe  a  large  majority  were  in  favor  of  having  it  optional, 
but  they  were  all  forced  to  the  other  view  because  they  were  con- 
vinced that  it  would  not  only  not  be  constitutional,  but  that  the 
reason  for  the  laAV  would  very  largely  disappear,  to  leave  it  optional 
to  a  railroad  to  change  its  government  or  not,  at  its  pleasure. 

The  obligations  to  creditors  and  all  other  private  rights  and  rela- 
tions should  continue  as  before,  and  the  stock  and  the  certificates 
representing  it  should  remain  as  before  until  transfers 'are  made  in 
the  usual  manner;  and,  of  course,  the  certificates  would,  in  form  as 
well  as  in  fact,  represent  stock  of  the  reincorporated  company.  Some- 
one has  discovered  in  this  suggestion  a  scheme  for  validating  invalid 
stock.  Such  would  not,  and  certainly  need  not,  be  the  effect,  for  it 
could  be  provided  in  the  act  that  such  reincorporation  should  not, 
as  between  the  corporation  and  its  stockholders  and  creditors,  create 
any  new  rights  or  obligation  or  validate  anything  already  invalid. 
In  short,  on  a  given  day  to  be  specified  in  the  act  of  Congress,  all 
railroad  corporations  of  the  United  States  would  cease  to  be  State 
corporations    and    would    become    Federal    corporations    with    the 
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powers  set  forth  in  the  act  of  Congress;  and  would  thereafter  be 
hound,  with  respect  to  all  corporate  powers  and  action,  by  the  terms 
of  such  act,  rather  than  by  the  various  State  statutes  and  special 

Mr.  Adamson.  Then  the  act  of  Congress  would  be  the  charter  of 
each  corporation? 

Mr.  LovETT.  In  effect;  yes,  sir.  ,     •      • 

Federal  incorporation,  or  complete  Federal  regulation  in  any  form, 
will,  of  course,  add  enormously  to  the  work  of  commission  super- 
vision, and  I  have  already  pointed  out  that  the  Interstate  Commerce 
Commission  is  even  now  hopelessly  overburdened. 

How  is  this  problem  of  supervision  to  be  solved?  Railroad  execu- 
tives have  thought  of  it  a  great  deal.  All  realize  that  supervision 
has  come  to  stay,  and  none  would  abolish  it  if  he  could.  But  how 
can  it  be  made  workable?  There  have  been  proposals  that  the  mem- 
bership of  the  commission  be  enlarged,  and,  indeed,  that  it  be  en- 
larged to  such  an  extent  that  it  may  subdivide  itself  into  several  com- 
missions sitting  separately.  We  see  no  objection  to  the  enlargement 
of  the  commission  to  such  an  extent  as  Congress  may  deem  advisable, 
but  we  believe  it  would  be  extremely  unwise  to  attempt  to  solve  the 
problem  by  having  the  commission  divide  itself  into  several  sections. 
Suppose  that,  instead  of  creating  circuit  courts  of  appeal  and  other 
tribunals,  the  Supreme  Court  of  the  United  States  had  been  enlarged 
and  divided  into  sections  for  the  final  decision  of  cases?  Is  it  not 
certain  that  there  would  have  been  confusion  and  uncertainty  and  a 
great  loss  of  character  for  the  court,  and  that  it  would  not  have 
attained  that  confidence,  respect,  and  esteem  of  the  people  which  is 
now  so  universal? 

Moreover,  the  Interstate  Commerce  Commission  under  existing 
law  is  clothed  with  different  functions  which  are  so  inconsistent  as  to 
greatly  impair  its  use  to  the  country.  It  is  charged  with  the  duty 
of  detection  and  punishment,  and  at  the  same  time  of  hearing  and 
deciding.  In  reorganizing  the  commission  we  believe  it  would  be  wise 
to  separate  these  inconsistent  functions,  which  violate  one  of  our 
fundamental  principles  of  government,  and  that  such  separation  will 
also  lead  to  a  better  organization. 

We  believe  that  several  commissions  are  necessary.  The  present 
Interstate  Commerce  Commission  should  be  vested  with  the  higher 
powers  and  duties  arising  under  the  interstate-commerce  act  and 
other  laws  of  Congress  regulating  commerce,  such  as  the  power  of 
hearing  and  deciding  complaints,  and  over  the  rates  and  the  regula- 
tions of  the  carriers  and  the  issue  of  securities ;  and  that  the  remain- 
ing duties,  such  as  inspection,  detection,  prosecution,  and  correction, 
safety-appliance  requirements,  statistics,  etc.,  should  be  conferred 
upon  a  new  commission  with  some  other  name — for  instance, "  Federal 
railroad  commission."  But  in  order  to  coordinate  and  harmonize  the 
system  of  regulation  the  Interstate  Commerce  Commission  should 
have  the  right,  but  should  not  be  required,  to  review  any  action  of 
the  additional  commission. 

We  also  believe  that  regional  commissions  should  be  established  to 
assist  the  Interstate  Commerce  Commission  in  exercising  its  jurisdic- 
tion, and  to  that  end  should  make  all  such  investigations  and  hear  and 
determine  all  such  complaints  and  perform  such  other  duties  as  the 
higher  commission  shall  direct.    The  orders  of  the  regional  commis- 
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pion  should  not  become  effective  until  approved  by  the  Interstate 
Commerce  Commission,  but  should  stand  approved  as,  of  course — 
unless  excepted  to  at  a  time  to  be  limited — somewhat  analogous  to 
the  practice  with  respect  to  masters  in  chancery.  The  regions  ought 
to  be  created  with  reference  to  traffic  territories  rather  than  geographi- 
cally; and  there  should  be  a  sufficient  number  of  them  to  afford  an 
opportunity  to  promptly  hear  and  determine  the  complaints  of  every 
locality,  and  as  near  the  complaining  locality  as  practicable.  VVe 
believe  that  all  the  commissioners  should  be  appointed  by  the  Presi- 
dent, with  the  consent  of  the  Senate,  for  long  terms,  and  should  re- 
ceive good  salaries.  It  is  necessary,  not  only  to  get  good  men  but  to 
prevent  them  from  becoming  mere  clerks  of  the  principal  commis- 
sion, which  is  an  evil  feature  of  the  present  system  of  hearing  and 
deciding  cases. 

The  reorganization  of  the  commission  along  such  lines  would,  in 
our  judgment,  provide  a  sufficient  number  of  intelligent  and  able 
agencies  for  the  prompt  decision  of  all  questions  and  quick  perform- 
ance of  rll  the  duties  devolving  upon  the  commission  under  the  law, 
and  avoid  those  long  delays  that  are  so  hurtful  in  the  decision  of  com- 
mercial matters.  Questions  of  rates  and  commerce  can  not  endure 
delay.  That  is  o\ie  of  the  most  important  questions  in  Government 
regulation  of  railroad  rates.  Changes  in  trade  and  trade  relations  are 
frequent  and  rapid,  and  rates  must  be  adjusted  to  them.  Any  system 
of  reflation  which  does  not  provide  for  a  prompt  decision  of  such 
questions  will  bear  heavily  upon  commerce  and  business.  The  plan 
suggested  for  a  commission  to  deal  with  and  enforce  the  purely 
administrative  and  punitive  provisions  of  the  law  and  for  a  sufficient 
number  of  regional  commissions  to  assist  the  Interstate  Commerce 
Commission  admits  of  such  expansion  as  the  growth  of  the  work  and 
the  extension  of  the  law  may  require.  The  utter  inadequacy  of  the 
present  organization  to  do  the  work  imi^osed  upon  it  can  be  better 
underistood  when  it  is  realized  that  but  two  additional  members  have 
been  added  to  the  Interstate  Commerce  Commission  since  it  was  cre- 
ated 30  j'ears  ago,  although  the  duties  of  the  commission  have  been 
multiplied  many  fold  by  the  amendments  and  additions  to  the  inter- 
state-commerce act  since  it  was  originally  passed  and  by  the  enormous 
growth  of  the  railroads  and  the  commerce  handled  by  them. 

Finally,  gentlemen,  I  wish  to  say  that  the  responsibility  for  the 
railroad  "development  of  this  country,  for  providing  the  necessary 
transportation  facilities  for  the  rapidly  growing  population  and 
commerce  of  this  country,  no  longer  rests  with  the  railroad  officers  and 
railroad  managers  entirely.  We  nave  our  share,  but  it  rests  primarily 
on  Congress.  Whenever  the  Government  regulates  the  rates  and 
regulates  the  financial  administration  of  railroads,  and  regulates  the 
borrowing  of  money  and  the  issuance  of  securities,  it  relieves  the  rail- 
road officers  of  the 'responsibility  of  providing  and  developing  trans- 
portation systems  except  within  the  limits  of  the  revenue  that  can  be 
realized  from  such  rates  and  under  such  restrictions. 

Now,  we  do  not  complain  of  this  regulation.  I  am  distinctly  in 
favor  of  Government  regulation.  I  thmk  the  greatest  blessing  that 
ever  befell  the  railroads  of  this  country  since  my  connection  with 
them  was  the  act  of  1906,  which  gave  the  commission  the  power  to 
send  its  inspectors  to  the  offices  of  the  railroads  and  effectively  detect 
and  punish  rebates. 


696  INTEKSTATE    AND   FOREIGN    TBANSPOETATION. 

That  put  an  end  to  the  greatest  and  most  blighting  evil  in  the  rail- 
road business.  There  are  many  other  advantages  from  Government 
regulation  to  the  public  as  Avell  as  to  the  railroads,  and  that  leave  no 
doubt,  at  least  in  mj'  mind,  that  Government  regulation  has  been  a 
great  blessing  to  the  railroads,  and  we,  of  course,  all  know  that  no 
back  track  is  sfoing  to  be  taken  on  it. 

But  the  ove'rwhelming  necessity  is  to  have  a  unified  systena  of  regu- 
lation. Instead  of  a  multitude  of  governments  each  establishing  its 
own  regulation,  its  own  system,  most  of  it  prompted  by  some  particu- 
lar evil,  most  of  it  designed  to  punish  and  restrain  and  restrict  the 
exercise  of  corporate  powers ;  never  any  conference  or  cooperation  or 
coordination  of  these  systems  of  regulation— it  is  impossible  to  pro- 
vide this  countrv  with  the  railroad  transportation  facilities  necessary 
under  such  conflicting  laws.  Let  me  say,  again,  at  the  risk  of  being 
tedious,  because  it  is  vastly  important,  we  do  not  realize  and  do  not  ap- 
preciate the  extent  of  this  State  regulation,  because  it  is  so  new..  Think, 
for  a  moment,  that  10  years  ago  the  great  trunk  lines  were  unre- 
stricted in  their  financial  operations.  This  great  territory  lying  be- 
tween the  Potomac  and  Ohio  Elvers  on  the  south  and  Canada  on 
the  north,  and  including  New  York  on  the  east  and  Illinois  on  the 
west,  within  only  the  last  10  years  has  been  subjected  to  this  con- 
flicting regulation,  and  much  of  it  within  the  last  three  or  four 
years.  We  have  not  yet  realized  the  full  extent  of  this  regulation, 
and  the  commissions  have  not  yet  gotten  into  full  action.  We  ought 
to  have  a  complete  system  of  regulation,  a  uniform  system,  applying 
throughout  the  country,  with  all  the  administrative  agencies  to  ef- 
fectively enforce  it,  and  to  hear  and  determine  every  complaint.  Let 
the  existing  State  commissions,  if  they  choose — and  most  of  them  are 
already  authorized — be  alert  to  look  out  for  the  interests  of  their 
own  people,  and  when  there  is  anything  in  the  situation  which  they 
think  is  wrong,  submit  it  to  the  Interstate  Commerce  Commission? 

Mr.  Adamson.  Will  you  enumerate  some  of  the  things  you  think 
might  be  left,  that  these  State  commissions  might  do,  if  your  plan 
were  adopted? 

Mr.  LovETT.  I  shall  be  glad  to  do  so. 

Mr.  Adamson.  If  you  do  not  leave  much  for  them  to  do,  we  might 
turn  them  off  and  save  their  salaries. 

Mr.  LovET'r.  You  might  employ  them  as  regional  commissioners. 
Will  you  indulge  me  a  moment? 

Chairman  Thelen.  of  the  California  commission,  in  his  statement 
before  this  committee,  at  page  536  of  the  record,  stated  that  during 
the  year  ended  June  30,  1916,  the  following  utilities  of  various 
classes  filed  reports  with  the  commission. 

Steam  railroads,   operative 48 

Steam   railroads,   lessor ^ 13 

Steam  railroads,  umler  construction '  4 

Electric   railroads,    operative 35 

Electric  I'allroads,  lessor 2 

Express   companies    3 

Car  compinles 2 

Water   carriers   18 

Electric    companies    91 

Gas   companies   ^ 3.5 

Gas  and  electric  conipanies , 17 

Telephone  companies  114 

(There  seems  to  be  some  activity  in  the  telephone  business.) 
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Mr.  Adajmson.  That  commission  evidentlj^  had  some  duties  other 
than  those  which  related  to  raih'oads. 
Mr.  LovETT.   (Continuing  reading:) 

Telephone  companies 114 

Telegraph  companies 3 

Telephone  and  telegraph  companies 7 

Water  companies 329 

Warehousemen 183 

Wharfingers   13 

Total 917 

Of  which  total,  only  48  were  operating  steam  railroads;  that  is, 
railroads  which  would  come  under  the  supervision  of  the  Interstate 
Commerce  Commission. 

Mr.  Adamson.  What  I  suggested  was,  would  there  be  any  duties 
left  for  them  to  perform  in  connection  with  these  highways  of  traffic? 

Mr.  LovETT.  There  would  be,  Judge  Adamson.  The  Texas  Eail- 
road  Commission  is  expressly  required  by  the  act  creating  it,  to  keep 
posted  about  all  the  affairs  of  the  railroad  companies,  and  to  regu- 
late those  that  are  within  its  jurisdiction ;  that  is,  within  the  State. 

Mr.  Adamson.  Would  not  a  Federal  incorporation  take  it  out  of 
that  jurisdiction? 

Mr.  LovETT  (continuing).  And  to  file  complaints  with  the  Inter- 
state Commerce  Commission  with  respect  to  any  matters  within  the 
jurisdiction  of  the  Interstate  Commerce  Commission  they  should 
deem  proper. 

Now,  these  commissions,  aside  from  their  other  duties,  could  be 
alert  for  the  interests  of  their  States,  and  could  take  proceedings  be- 
fore the  Interstate  Commerce  Commission,  whenever  a  matter  that 
affected  interstate  rates,  affected  the  interests  of  their  States  arose. 
There  would  be  no  doubt  that  many  matters,  like  grade  crossings, 
and  a  mulitude  of  things  affecting  interstate  railroads,  purely  of  a 
local  character  that  should  be  left  under  their  jurisdiction.  That 
would  depend,  of  course,  on  how  far  Congress  wished  to  go. 

Mr.  Thom.  Taxation  would  be  another  thing. 

Mr.  LovETi.  Yes;  taxation. 

Mr.  Adamson.  Judge,  if  you  did  not,  in  the  original  act,  put  in 
there  all  those  things,  the  question  would  be  always  open  and  there 
would  be  agitation  to  get  rid  of  them-  after  you  once  incorporated 
under  the  Federal  law. 

Mr.  Lo\'ETT.  It  would  rest  entirely  with  Congress  how  far  they 
would  go. 

I  have  but  few  words  more,  Mr.  Chairmen  and  gentlemen.  It  seonis 
hardly  necessary  to  emphasize  the  importance  of  the  railroads  to  this 
country.  The  European  countries  existed  and  grew  up  before  there 
were  any  railroads.  The  towns  and  cities  and  business  and  popula- 
tion were  all  practically  set  or  placed  before  there  were  any  rail- 
roads. They  have  more  or  less  water  transportation,  whereas  in 
this  country  we  have  almost  none ;  the  country  was  built  on,  and  to 
a  considerable  extent  by,  the  railroads. 

The  population  is  adjusted  to  the  railroads;  the  agriculture  is 
dependent  upon  the  railroads;  manufacturing  and  everything  is 
dependent  upon  the  railroads  and  railroad  transportation.  There 
is  scarcely  a  village  in  the  United  States,  and  I  am  sure  there  is  no 
town  of  over  10,000  population  that  is  not  dependent  upon  some  rail- 


698  INTERSTATE    AXD   fOHEIGN    TRANSPOBTATION. 

road,  almost,  for  its  life.  Thei-e.is  no  country  in  the  world  which  is 
more  dependent  upon  proper  railroad  transportation  than  the  United 
States;  and  it  does,  I  submit,  reflect  somewhat  on  our  capacity  for 
self-government  to  allow  transportation  facilities  as  vital  as  ours  is 
to  the  life  of  this  Nation  to  be  torn  and  discouraged  and  demoralized 
by  such  a  medlej^  of  regulation  as  we  have,  and  as  we  have  rapidly' 
developed  in  recent  years  instead  of  establishing  one  complete 
system  for  the  regulation  of  all  the  railroads  in  the  interests  of  all  the 
people  of  all  the  States. 

Sooner  or  later  Congress  must  take  hold  of  this.  It  may  not  be 
done  now,  in  this  term  or  this  session,  or  the  next  year  or  the  year 
after;  but  the  time  is  coming  when  Congress  will  have  to  take  con- 
trol of  the  railroads  of  the  United  States  and  regulate  them  in  the 
interest  of  all  the  people  of  this  country,  and  the  sooner  it  is  done  the 
better. 

I  regret  to  have  taken  so  much  of  your  time,  and  I  am  very  grateful 
for  the  patient  courtesy  you  have  shown  me.  Of  course,  I  am  ready 
now  to  answer  any  questions. 

Mr.  Adamson.  Mr.  Chairman,  do  you  wish  now  to  go  on  with  the 
cross-examination?  It  is  near  adjournment  time,  and  possibly  the 
judge  would  prefer  to  rest. 

The  Chairman.  I  would  prefer  to  go  on  now  for  half  an  hour. 

Mr.  LovETT.  It  is  perfectly  satisfactory  to  me. 

The  Chairman.  You  stated.  Judge  Lovett,  that  the  Union  Pacific 
was  a  Federal  corporation  and  its  property  was  sold  out  under  fore- 
closure, and  that  in  reorganizing,  inasmuch  as  there  was  no  Federal 
incorporation  act,  you  were  obliged  to  go  to  a  State  for  your  charter. 
Do  you  know  why  the  Union  Pacific  Co.  went  to  the  State  of  Utah 
for  its  charter  ? 

Mr.  LovETT.  I  was  not  connected  with  the  property  at  that  time, 
Mr.  Chairman,  but  my  information  is  that  they  wanted  power  to 
acquire  everything  that  the  Federal  corporation  owned,  including 
the  stocks  of  certain  coal  mines  and  various  other  properties,  and' 
that  power  was  not  obtainable  under  the  laws  of  any  other  States  in 
which  the  line  was  situated.  That,  however,  is  hearsay.  The  law 
of  Utah  authorized  it  to  purchase  whatever  was  sold  at  the  fore- 
closure sale  of  the  Union  Pacific  properties. 

The  Chairman.  Was  there  a  special  act  of  incorporation  passed  in 
Utah,  or  did  you  incorporate  under  the  general  law  ? 

Mr.  LovETT.  Under  the  general  law. 

The  Chairman.  Did  that  general  law  contain  the  powers  whidi 
you  desired  ?  , 

Mr.  LovETT.  Yes,  sir. 

The  Chairman.  In  how  many  States  did  the  Union  Pacific  operate 
wh?t  States  r"^  corporation  was  formed,  and  how  many  after,  and 

Mr 

omin, 


Mr.  Lovett  Iowa,  Missouri,  Nebraska,  Kansas,  Colorado,  Wv- 
.^mg.  and  Utah.  I  speak  only  of  the  Union  Pacific  proper  and  not 
ol  its  subsidiary  companies. 

The  Chairman.  That  is  seven  States. 


Mr.  Lo\TETT.  Yes,  sir. 
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The  Chairman.  And  in  how  many  corporations  did  it  hold  such  a 
controlling  interest  in  the  stock  as  to  enable  it  to  control  their  opera- 
tions— and  I  am  speaking  now  of  railroad  corporations — and  in  what 
States? 

Mr.  LovETT.  Are  you  speaking  now 

The  Chairman.  Prior  to  the  Utah  incorporation. 

Mr.  LovETT.  The  Union  Pacific  Railway  Co.,  the  original  Federal 
corporation,  the  Kansas  Pacific  Railroad  Co.,  a  Federal  corporation, 
or  possibly  a  Kansas  corporation 

The  Chairman.  I  do  not  ask  you  to  recapitulate  the  corporations, 
but  I  would  like  to  ask  you  to  state  how  many  States,  outside  of 
these  seven,  you  operated  in  through  the  ownership  or  control  of 
other  corporations. 

Mr.  LovETT.  It  controlled  companies  that  are  now  embraced  in  the 
Oregon  Short  Line  Railroad  Co. 

The  Chairman.  Yes. 

Mr.  LovETT.  That  operated  in  the  States  of  Utah  and  Nevada  and 
Idaho,  Montana,  and  extending  a  short  way  into  Oregon.  I  am  not 
sure  it  controlled,  prior  to  the  receivership,  the  lines  of  the  Oregon 
Railroad  &  Navigation  Co.  in  Oregon  and  Washington.  I  was  not 
connected  with  the  company'  at  that  time,  and  am  therefore  not  as 
familiar  with  those  old  historical  facts  as  I  might  have  been. 

The  Chairman.  It  now  controls  the  lines  to  which  you  have  last 
referred  ? 

Mr.  LovETT.  Yes. 

The  Chairman.  Now,  since  the  Utah  incorporation,  has  the  area 
of  its  operations  been  contracted  or  enlarged  ? 

Mr.  LovETT.  Been  enlarged. 

The  Chairman.  In  what  States? 

Mr.  LovETT.  In  all  the  States  in  which  it  operates,  except  in  Mis- 
souri and  Iowa,  where  it  has  merely  terminals,  it  has  been  enlarged 
by  the  construction  of  new  lines,  by  the  purchase  of  a  few  independ- 
ent lines,  and  by  the  construction  of  various  extensions  under  separate 
corporations,  which  were  afterwards  merged  into  the  main  company. 

The  Chairman.  In  how  many  States  does  it  operate  now,  outside 
of  the  seven  to  which  you  just  referred? 

Mr.  LovETT.  Including  the  seven,  it  operates  in  11  States,  and  in 
addition  to  that,  it  owns — no,  it  does  not  operate  in  Nevada.  It  op- 
erates now  in  11  States,  including  all  of  those  previously  named,  ex- 
cept Nevada.  It  also  owns  half  the  stock  and  half  the  bonds  of  the 
Los  Angeles  &  Salt  Lake  Railroad  Co.,  which  operates  in  Nevada 
and  California,  as  well  as  in  Utah. 

The  Chairman.  That  is  the  road  that  stretches  from  Salt  Lake 
City  to  Los  Angeles  ? 

Mr.  LovETT.  Yes. 

The  Chairman.  Have  you  dropped  the  operation  of  any  systems 
or  roads  during  this  period  ? 

Mr.  LovETT.  No;  I  should  add  that  before  this  insolvency  of  the 
Union  Pacific,  through  some  form  of  stock  ownership  with  which 
I  am  not  familiar,  because  I  have  never  had  occasion  to  investigate 
it,  it  controlled  the  Union  Pacific,  Denver  &  Gulf  Railroad,  and 
other  companies,  including  the  St.  Joseph  &  Grand  Island  Railroad, 
which,  however,  recently  it  has  since  reacquired. 
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The  Chaikman.  Did  it  at  any  time  control  tlie  Southern  Pacific? 

IVFt"   T  iO vftt    ^l  gs. 

The  Chairman.  After  the  organization  under  the  laws  of  Utah 

or  before? 

Mr.  LovETT.  Afterwards.  ,     „  ,     „     .1         -r,     -c  ^  ^u 

The  Chairman.  And  the  control  of  the  Southern  Pacifac  meant  the 
control  also  of  the  Central  Pacific,  did  it  not? 

Mr.  LovETT.  Yes.  ^    ,     .  . 

The  Chairman.  You  lost  that  control  through  a  court  decision, 

T  •  -1  in 

Mr.  LovETT.  Yes.  The  Supreme  Court  of  the  United  States  held 
it  was  in  violation  of  the  Sherman  Act,  and  that  control  terminated 
on  the  1st  of  February,  1913.  _  -,        ,      a     ^t. 

The  Chairman.  It  is  contended  now,  is  it  not,  that,  the  Southern 
Pacific  is  holding  the  Central  Pacific  in  violation  of  the  Sherman 
Act? 

Mr.  LovETT.  It  is  so  contended  by  the  Attorney  Lrenerai. 

The  Chairman.  And  that,  I  believe,  has  been  decided  against  the 
Government  in  the  circuit  court? 

Mr.  LovETT.  So  I  understand. 

The  Chairman.  How  many  shares  of  ordinary  stock,  common 
stock,  and  how  many  shares  of  preferred  stock,  and  what  amount  of 
bonds  are  outstanding? 

Mr.  LovETT.  May  I  use  dollars  instead  of  shares,  Mr.  Chairman? 

The  Chairman.  Yes. 

Mr.  LovETT.  The  total  common  stock  of  the  Union  Pacific  Railroad 
Co.  outstanding,  by  which  I  mean  is  owned  by  the  public,  is  $222,- 
291,600  par  value;  of  preferred  stock,  $99,543,500.  The  bonds  held 
by  the  public  and  issued  by  the  Union  Pacific  Eailroad  Co.  and 
it's  various  constituent  companies  aggregate  $334,629,850. 

The  Chairman.  What  rate  of  interest,  as  a  rule,  do  your  bonds 
pay? 

Mr.  LovETT.  Mostly  4  per  cent. 

The  Chairman.  What  rate  of  interest  is  paid  upon  your  preferred 
stock  ? 

Mr.  LovETT.  Four  per  cent. 

The  Chairman.  And  what  on  the  common  stock? 

Mr.  LovETT.  From  October,  1906,  to  1914  it  paid  10  per  cent. 
From  1914  to  January,  1916,  the  regular  dividend  was  8  per  cent. 
There  was  an  extra  dividend  during  that  time,  payable  in  stock  of 
other  corporations  held  by  the  Union  Pacific— a  certain  number  of 
shares,  without  stating,  I  believe,  their  value.  In  December,  1916, 
there  was  declared,  in  addition  to  the  2  per  cent  quarterly  on  the 
common  stock,  an  extra  dividend  of  2  per  cent;  and  another  extra 
dividend  of  one-half  of  1  per  cent,  payable  April  1,  has  been  de- 
clared.   . 

The  Chairman.  I  observe  that  your  preferred  stock  bears  the  same 
rate  of  interest  as  your  bonds.  What  price  is  your  preferred  stock 
quoted  in  the  market? 

Mr.  LovETT.  It  has  been  quoted  for  a  long  time  at  about  82  per 
cent  of  its  par  value. 

The  Chairman.  Then,  4  per  cent  will  not  hold  that  at  par? 

Mr.  LovETT.  Oh,  no. 

The  Chairman.  Under  present  conditions? 
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Mr.  LovETT.  No. 

The  Chairman.  Does  i  per  cent  hold  your  bonds  at  par? 

Mr.  LovETT.  No ;  they  are  a  little  under  par.  They  have  been  for 
some  time.  Formerly  they  were  above  par — our  first-mortgage  bonds — • 
because  they  were  savings-bank  investments  in  many  of  the  States 
and  many  of  our  bonds  are  available  as  savings-bank  investments, 
and  that  naturally  adds  to  their  price. 

The  Chairman.  Was  your  perferred  stock  issued  at  par,  do  you 
know? 

Mr.  LovETT.  It  was  issued  in  the  reorganization  following  the 
receivership,  and  I  am  not  able  to  say  just  what  it  was  issued  for. 
It  was  issued  to  the  reorganization  committee  along  with  some  com- 
mon stock  and  all  the  bonds  under  a  plan  of  reorganization. 

The  Chairman.  Your  bonds  were  negotiated  at  a  verj'  favorable 
time  in  the  money  market,  were  they  not? 

Mr.  LovETT.  I  so  understand.  I  was  not  then  connected  with  the 
company. 

The  Chairman.  If  those  bonds  were  to  become  due  to-day  could 
you  dispose  of  them  at  the  4  per  cent  rate  at  par  ? 

Mr.  LovETT.  We  could  not. 

The  Chairman.  What  rate  of  interest  would  they  require? 

Mr.  LovETT.  At  this  time,  in  order  to  realize  par  for  them,  we 
should  probably  have  to  increase  the  interest  rate  to  around  5  per 
cent. 

The  Chairman.  Now  suppose  you  should  issue  preferred  stock  to- 
day for  par,  in  order  to  command  par  what  rate  of  interest  would 
you  have  to  pay  on  that? 

Mr.  LovETT.  I  should  say — it  depends,  of  course,  on  the  amount. 
To  issue  the  same  amount  and  with  the  same  rights  as  the  present 
preferred  stock  we  would  have  to  pay  considerably  above  5  per  cent 
in  order  to  realize  par. 

The  Chairman.  And  if  you  were  to  issue  a  lot  of  common  stock, 
what  rate  of  interest  would  be  required  in  the  shape  of  dividends 
to  sustain  that  stock  at  par  under  present  conditions  ? 

Mr.  LovETT.  Our  present  common  stock  is  selling  from  $135  to 
$140.  While  I  am  not  making  any  predictions,  of  course,  as  to  our 
dividend  policy,  many  holders  of  the  stock  expect  that  extra  dividend 
to  continue  for  a  long  time,  which  with  the  regular  dividend  makes 
10  per  cent  on  the  stock.  Notwithstanding  the  10  per  cent  dividend, 
the  stock  is  selling  at  $135  to  $140,  which,  I  should  say  roughly,  is 
yielding  about  7  per  cent. 

The  Chairman.  Then,  under  present  conditions,  m  order  to  main- 
tain bonds  preferred  stock,  and  common  stock  at  par,  there  would 
have  to  be  'assurance  as  to  the  bonds  that  they  would  pay  5  per  cent, 
as  to  the  preferred  stock  that  it  would  pay  6  per  cent,  and  as  to  the 
common  stock,  that  it  would  pay  7  per  cent.  Would  that  be  about 
the  relative  interest  that  the  market  would  expect  m  order  to  sustain 
the  securities  at  par  with  a  good  road  that  had  an  established  business 

and  valuable  assets?  i     ,     i  n  i  + 

Mr   LovETT.  I  would  not  say  the  preferred  stock  would  have  to 
T)av  as  much  as  6  per  cent.     It  would  have  to  pay  more  than  5  per 
cent      With  that  modification  and  with  conditions  as  they  exist  at 
this 'time,  I  should  say  your  statement  was  about  right. 
90590— PT  11—17 4 
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Mr.  Adamson.  In  order  that  I  may  understand  this,  pardon  me 
if  I  ask  you  or  Judge  Lovett.  I  understand  the  common  stock  is 
sold,  and  it  depends  for  its  dividends  on  earnings? 

The  Chairman.  Yes. 

Mr.  Adamson.  Now  the  preferred  stock,  is  the  dividend  on  that, 
like  bonds,  limited  to  the  rate  of  interest  specified,  or  does  it  partici- 
pate in  dividends?  ' 

Mr.  Lovett.  It  is  limited  to  4  per  cent. 

Mr.  Adamson.  It  is  just  like  a  bond. 

Mr.  Lovett.  Yes;  and  is  not  cumulative.  In  other  words,  the 
bonds  must  have  their  interest  whether  it  is  earned  or  not.  The  pre- 
ferred stock  can  not  get  more  than  4  per  cent. 

Mr.  Adamson.  And  will  not  get  that  unless  it  is  earned? 

Mr.  Lovett.  Exactly. 

The  Chairman.  Preferred  stock  is  generally  cumulative,  is  it 
not? 

Mr.  Lovett.  Well,  there  are  all  kinds  of  prefererd  stock,  Senator. 

The  Chairman.  Not  so  in  yours? 

Mr.  Lovett.  I  should  say  the  majority  of  railroad  stock  is  not 
cumulative,  but  that  is  a  guess.     I  do  not  know. 

Mr.  Adamson.  The  reason  I  interrupted,  the  chairman  mentioned 
7  per  cent  on  common  stock  and  I  did  not  think  common  stock  ever 
had  a  specified  rate  of  profit. 

The  Chairman.  No;  but  I  mean  to  say  in  order  to  maintain  it  at 
par  there  would  have  to  be  a  reasonable  expectation  that  it  would 
earn  7  per  cent. 

Now,  Mr.  Lovett,  in  considering  the  question  of  national  incorpora- 
tion, what  is  your  expectation  as  to  the  form  that  mergers  accom- 
plished under  a  Federal  act  would  take  ?  Would  these  corporations 
be  likely  to  be  merged  within  a  given  region  corresponding  to  the 
traffic  areas  that  you  have  evolved  in  railway  management,  or  would 
they  be  likely  to  be  continental  in  character  from  coast  to  coast  and 
from  the  Lakes  to  the  Gulf?  What  has  been  the  tendency  thus  far 
in  the  merger  and  consolidation  thus  far  accomplished  in  the  railway 
systems  of  the  country? 

Mr.  Lovett.  The  consensus  of  opinion  of  railroad  executives  who 
have  been  considering  this  matter,  according  to  my  understanding 
of  it,  is  that  the  rule  with  respect  to  consolidation  of  competing  lines 
would  continue  with  only  slight  modification;  that  whenever  a  case 
was  presented  where  the  public  interest  would  be  better  subserved 
by  the  merging  of  two  lines  which  were  slightly  competitive  than 
by  their  continued  separate  operation  and  the  Interstate  Commerce 
Commission,  or  whatever  commission  Congress  authorized  to  pass 
upon  the  matter,  would  find  that  fact  and  approve  consolidation  in 
the  public  interest,  that  it  would  be  authorized. 

I  have  never  heard  any  suggestions  that  there  will  be  any  whole- 
sale consolidation;  that  certainly  there  never  would  be  any,  con- 
solidation of  large  systems,  but  we  all  believe  that  there  never  will 
be  any  more  separate  railroad  construction  in  this  country.  I  say, 
we  all.  I  am  sure  the  majority  of  the  railroad  executives  believe, 
and  I  have  never  discussed  it  with  one  who  did  not  believe,  that  the 
new  railroads  have  got  to  be  provided  by  the  existing  systems.  That 
may  be  either  from  the  building  by  the  systems  themselves  or  by  ab- 
sorbing some  of  the  roads  that  had  been  built  independently.    Some- 
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times  the  only  way  men  can  be  convinced  that  the  railroad  business 
is  not  always  velvet  is  to  let  them  try  it,  and  men  do  make  an  effort 
and  they  always  will,  and  you  will  find  enterprising  men  who  will 
undertake  to  build  a  new  railroad.  But  we  who  have  been  dealing 
with  the  problem  believe  that  generally  those  efforts  will  fail  finan- 
ciallj' — sometimes  they  do  not — and  they  will  then  drop  into  some 
of  the  large  systeriis. 

So  I  have  expressed  the  opinion  that  the  real  new  construction,  the 
substantial  construction  of  new  lines,  Aviir  probably  have  to  be  by  the 
existing  systems  or  their  successors,  and  in  the  expansion  of  those 
systems  will  be  consolidations. 

Personally  I  am  a  strong  believer  in  the  competitive  principle  in 
railroad  business,  not  in  rates.  I  do  not  believe  in  competition  in 
rates;  it  is  not  possible.  You  can  not  have  competition  in  rates 
without  rebates  and  discriminations.  But  you  can  have  competition 
in  service  and  facilities,  and  personally  I  believe  in  that  because  I 
believe  it  will  promote  railroad  development  and  that  the  abolition 
of  all  competition  in  facilities  and  service  would  tend  more  or  less  to 
stagnation  than  development. 

The  Chairman.  Do  you  find  as  a  matter  of  experience  that  that 
competition  in  facilities  and  service,  not  in  rates,  has  been  secured 
under  the  consolidations  that  have  thus  far  taken  place  ? 

Mr.  LovETT.  Certainly  it  has. 

The  Chairman.  I  observe  that  the  consolidations  that  have  thus 
far  taken  place  have  been  mainly  regional;  that  is  to  say,  the  great 
New  York  Central  system,  the  Pennsylvania  system,  the  Baltimore  & 
Ohio  system,  and  the  Chesapeake  &  Ohio  system,  are  mainly  con- 
fined to  the  region  north  of  the  Ohio  Eiver  and  east  of  the  Mississippi 
and  of  the  Great  Lakes  and  of  Chicago.  And  that  the  consolidations 
that  have  taken  place  toward  he  south  have  been  south  of  the  Ohio 
River  and  south  of  Washington,  and  that  the  other  consolidaions 
that  have  taken  place  are  west  of  Chicago  and  of  the  Mississippi 
River.  Is  that  the  fact?  How  many  regions  do  the  railroad  men 
consider  there  are  now,  or  traffic  areas? 

Mr.  LovETT.  Five,  are  there  not? 

The  Chairman.  I  mean  in  the  large.  There  is  one  traffic  area,  I 
believe,  that,  includes  two  or  three  subordinate  ones.  Would  you  give 
the  five  or  their  boundaries? 

Mr.  LovETT.  I  could  not.  Senator.  I  know,  in  a  general  way,  of 
those  regions,  but  I  do  not  carry  the  boundaries  in  mj  mind. 

The  Chairman.  Have  you  observed,  as  a  matter  of  fact,  whether 
the  consolidations  thus  far  effected  have  been  within  the  boundaries 
of  these  particular  traffic  areas,  and  have  not  expanded  to  any  ma- 
terial degree  beyond  them?  .... 

Mr.  LovETT.  I  can  not  say  whether  it  is  true,  but  if  it  is  true  I 
think"  it  is  a  coincidence  rather  than  the  effect  of  traffic  regions. 
Each  system  that  extends  through  absorbing  another  line  is  actu- 
ated by  the  extension  of  its  traffic  influence,  and  that  is  done  with- 
out any  regard  to  the  traffic  territories.  That  is  a  system  that  is 
worked  out  by  the  commercial  interests  of  the  country  and  by  the 
traffic  men.    I  am  not  very  familiar  with  it. 

I  should  like  to  add  to  that,  Senator,  that  I  am  not  familiar 
with  the  railroads  and  the  railroad  relations  in  the  southeastern  ter- 
ritory and  in  the  New  England  and  northeastern  territory  as  I  am 
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with  the  conditions  in  the  west  and  middle  west  and  in  the  trunk- ; 
line  territory;  as  I  have  had  no  connection,  or  very  little  connection,  ' 
with  the  railroads  in  the  southeastern  States,  and  none  with  the 
railroads  in  the  New   England  States,  outside  of  the  New  York 
Cenral,  of  which  I  am  a  director. 

The  Chairman.  The  Union  Pacific  Eailroad  not  only  owns  rail- 
roads, but  also  holds  the  stock  of  subsidiary  6orporations,  does  it  not? 

Mr.  LovETT.  Yes ;  and  also  the  stock  of  corporations  which  are  not 
subsidiary,  but  which  it  holds  practically  as  an  investment. 

The  Chairman.  The  laws  of  Utah  permit  corporations  chartered 
under  those  laws  to.  hold  the  stock  of  other  corporations? 

Mr.  LovETT.  Yes.  For  the  Union  Pacific  is  a  financial  organization 
as  well  as  a  railroadc  company. 

The  Chaiejian.  Yes.  Taking  the  question  of  national  incorpo- 
ration, and  considering  the  natural  inclination'  and  disposition  of 
the  States  to  maintain  the  present  form  of  State  incorporation  of 
railways,  would  it  not  serve  the  purpose  you  have  in  view,  in  per- 
fecting the  organization  of  our  railway  system,  if  we  should  have  a 
national  incorporation  act,  which  would  provide  only  for  holding 
shares  of  State  corporations  owning  the  railways  ? 

Mr.  LovETT.  It  would  not  only  fail  to  accomplish  the  object  that 
we  have. in  view,  Senator,  but  I  can  not  see  that  there  would  be  any 
value  in  such  a  corporation.  The  Union  Pacific,  under  its  charter, 
arising  under  the  Utah  law,  has  that  power ;  and  the  Southern  Pa- 
cific, for  instance,  has  the  power  to  own  the  stock  of  Texas  railroad 
companies ;  but  the  State  that  creates  the  corporation  and  the  State 
in  which  the  railroad  is  situated,  absolutely  controls  all  of  the 
corporate  functions  of  the  company  that  owns  and  operates  the  rail- 
road. It  does  not  remedy  the  difficulties  that  I  have  been  discussing 
at  all.  ^ 

The  Chairman.  But  from  the  standpoint  of  the  public  interest  do 
you  not  think  that  the  corporation  which  is  organized  for  the  pur- 
pose of  unifying  individual  railroads  organized  under  State  laws  ' 
would  better  serve  the  public  interest  if  that  corporation  should  be 
organized  under  a  Federal  charter  and  controlled  bj'  the  National 
Government,  which  has  an  interest  in  all  the  States,  rather  than  by 
a  single  State,  which  has  no  interest  to  serve  beyond  its,  own  bound- 
aries and  no  public  interest  to  protect  beyond  its  ov^n  boundaries? 

Mr.  LovETT.  For  a  corporation  merely  to  act  as  a  holding  com- 
.pany,  to  acquire  and  hold  the  stock  of  other  companies,  I  am  wholly 
unable  to  see  where  the  public  or  an3^body  else  would  be  benefited 
by  a  Federal  corporation.    Possibl}'  it  might  benefit  the  corporation'  ' 
to  the  extent  that  such  a  corporation  could  not  be  taxed  without  the  ) 
consent  of  Congress,  and  the  securities  held  by  it  might  escape  taxa- 
tion to  which  they  are  now  subject  in  the  State  which  creates  the 
corporation  that  constitutes  the  present  holding  company;  but  I 
can  not  see  where  a  corporation  created  by  Congress  would  meet 
any  of  the  difficulties  of  the  present  situation  confronting  the  rail- 
roads or  be  of  any  value  to  the  public  or  anj'body  else,  except  possibly  ■ 
on  the  question  of  making  a  little  clearer  the  matter  of  taxation. 

The  Chairman.  Do  you  not  think  it  would  be  the  natural  inclina-  I 
tion  of  the  managers  and  controllers  of  a  number  of  railroads  which  ; 
might  deem  it  desirable  to  consolidate  to  go  to  the  State  that  had  the  ' 
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least  restrictions  upon  the  corporate  powers  of  corporations  or- 
ganized under  its  laws,  and  is  not  that  to  the  public  disadvantage'^ 

Mr.  LovETT.  I  do  not  see  that  the  public  cares  anything  about  that, 
so  long  as  the  State  that  creates  the  railroad  corporation  has  power 
over  that  corporation  and  can  regulate  its  railroad  and  all  of  its 
corporate  functions. 

Mr.  Adamson.  In  the  one  minute  remaining  before  1^30  I  move 
that  we  adjourn  until  10  o'clock  to-morrow  morning. 

The  Chairman.  If  there  is  no  objection,  we  will  adjourn  until 
that  hour — 10  o'clock  to-morrow. 

(Whereupon,  at  1.30  o'clock  p.  m.,  the  joint  subcommittee  ad- 
journed until  to-morrow,  Wednesday,  March  21,  1917,  at  10  o'clock 
a.  m.) 
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wednesday,  march  21,  1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  0. 

The  joint  subcommittee  met  at  10  o'clock  a.  m.,  Senator  Francis  G. 
Newlands  (chairman)  presiding;  also  Vice  Chairman  William  C. 
Adamson. 

Mr.  Adamson.  Mr.  Chairman,  before  the  witness  proceeds  I  would 
like  to  raise  one  point.  I  do  not  know  that  it  need  be  made  of  record. 
It  is  evident  that  we  can  not  always  have  all  the  members  present, 
and  sometimes  we  do  not  have  a  quorum  present.  I  should  just  like 
to  have  an  understanding  with  the  committee.  If  there  are  members 
of  the  committee  present,  whether  it  is  three  or  four  or  five  or  one 
or  two,  shall  We  go  on  with  the  hearing  always? 

The  Chairman.  If  there  is  no  objection,  that  order  will  be  made. 

Mr.  Adamson.  And  whatever  members  of  the  committee  are  here 
when  the  time  comes,  at  any  time,  they  need  not  wait  for  a  quorum, 
but  go  ahead  with  the  examination  ? 

The  Chairman.  Yes. 

I  will  state  that  I  am  called  to  San  Francisco  on  a  very  important 
matter,  and  I  shall  be  obliged  to  leave  this  evening,  to  be  away  for 
about  two  weeks,  and  during  my  absence  Judge  Adamson  will  pre- 
side. 

Mr.  Adamson.  The  suggestion  I  made,  Mr.  Chairman,  was  in  view , 
of  the  transaction  of  business,  because  it  is  impossible  for  all  of  us 
to  be  here  always,  and  I  see  no  reason  why  we  should  have  to  have,  a 
quorum  in  order  to  take  evidence. 

The  Chairman.  Judge  Lovett,  are  you  ready  to  proceed? 

Mr.  Lovett.  I  am  ready,  Mr.  Chairman. 

STATEMENT  OF  R.  S.  LOVETT— Resumed. 

The  Chairman.  Judge  Lovett,  I  refer  you  to  part  5  of  the  hear- 
ings, page  288,  and  the  part  I  particularly  refer  you  to  is  the  quota- 
tions from  a  bill  for  the  national  incorporation  of  railroads,  intro- 
duced by  me  in  1905,  and  covering  the  questions  of  capitalization, 
taxation.  State  police  and  State  rates,  acquisition  of  State  railroads, 
accident  and  insurance  fund,  board  of  conciliation,  dividends,  juris- 
diction of  suits  by  and  against  railway  companies,  etc.,  being  the 
706 


INTEESTATE   AND   FOEEIGST    TEAXSPOHTATIOX.  707 

leading  provisions  of  the  act  referred  to.     Have  you  the  hearing  be- 
fore you  ? 

Mr.  LovETT.  I  have  a  copyy  before  me,  Senator. 
_  The  Chairman.  First,  with  reference  to  the  capitalization,  in  sec- 
tion 3  of  the  bill  referred  to,  provision  is  made  for  the  issue  of 
bonds  and  stocks,  the  latter  presumably  with  the  usual  par  value. 
Your  suggestion  is  that  instead  of  having  shares  at  par  value,  the 
shares  should  simply  represent  a  certain  interest  in  the  assets  of  the 
corporation  after  the  debts  are  paid  ? 

Mr.  LovETT.  Yes ;  I  deem  that  very  important,  Senator. 

The  Chairman.  The  advantage  of  that,  I  imagine,  would  be  that 
it  would  do  avs'ay  with  the  necessity  of  the  valuation  of  the  property 
of  a  railroad  owned  by  a  State  corporation  in  transferring  it  to  a 
national  corporation ;  would  it  net  ? 

Mr.  LovETT.  I  had  not  thought  of  that  as  one  of  the  advantages, 
Senator.  I  stated  in  my  main  testimony  the  principal  advantages 
which  I  considered  resulted  from  the  issue  of  capital  stock  without 
par  value. 

The  Chairman.  Would  that  be  an  advantage — that  it  would  facili- 
tate the  transfer  of  property  from  a  State  corporation  to  a  national 
corporation  ? 

Mr.  LovETT.  I  do  not  believe  that  would  be.  I  think  the  con- 
version of  State  corporations  into  national  corporations  would 
result  in  the  same  way,  and  the  same  proceeding  would  be  taken, 
whether  the  stock  had  par  value  or  not.  My  idea  of  the  most  con- 
venient and  practicable  method  of  transferring  a  State  corporation 
to  a  Federal  corporation  would  be  to  leave  the  amount  of  capital 
stock,  the  debts,  everything,  between  the  corporation  and  its  share- 
holders and  the  corporation  and  its  creditors,  and  all  questions  of 
liability,  and  all  questions  as  to  the  validity  of  any  of  the  securities 
wholly  unaffected.  The  corporation  would  file  with  the  Interstate 
Commerce  Commission  or  such  other  department  of  the  Federal 
Oovernment  as  Congress  should  designate,  a  certificate  of  incorpora- 
tion or  reincorporation,  somewhat  in  the  form  of  the  ordinary  certifi- 
cate of  incorporation,  specifying  the  amount  of  its  capital,  the  num- 
ber of  shares  into  which  it  is  divided  (I  would  not  state  any  par 
value),  the  railroads  that  the  corporation  was  at  the  time  operating, 
the  number  of  its  directors,  location  of  the  principal  office  or  domicile 
of  the  company,  and  other  matters  that  are  usual  in  certificates  of 
incorporation.  Upon  the  filing  of  this  certificate,  or  upon  a  given 
day,  the  corporation  would  cease  to  be  a  State  corporation  and  would 
become  a  Federal  corporation,  with  the  powers  specified  in  the  act 
of  Congress  providing  for  the  incorporation.  And  that  act,  I 
assume,  would  provide  that  the  amount  of  capital  stock,  the  indebted- 
ness, and  all  other  corporate  relations  should  remain  as  they  were, 
and  all  questions  as  to  the  validity  or  invaliditv  of  any  obligation 
or  any  security  should  remain  unaffected  by  the  change. 

Now,  if  any  change  in  the  corporate  enterprise  is  found  to  be 
necessary;  if  any  increase  of  the  capital  stock,  a  reduction  of  the  capi- 
tal stock,  or  an  extension  of  the  lines  owned  at  the  time,  or  any 
other  change  is  considered  advisable,  or  any  consolidation  contem- 
plated let  all  that  come  afterwards  by  an  amendment  of  the  articles 
of  incorporation,  as  may  be  provided  for  by  Congress.  Every  con- 
solidation or  change  afterwards  should  be  passed  upon  by  the  Inter- 
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state  Commerce  Commission  or  some  other  Federal  commission.  If 
3^ou  attempt  to  change  any  of  the  relations,  the  intercorporate  rela- 
tions or  internal  relations  of  a  corporation,  in  effecting  the  transfer 
from  State  to  Federal  authority,  there  will  be  endless  complications 
and  room  for  litigation  and  controversies;  whereas  my  idea  is  that 
every  railroad  corporation  in  the  United  States  on  a  given  date. 
should  cease  to  be  a  State  corporation  and  should  become  a  Federal 
corporation,  with  precisely  the  same  powers  as  every  other  Federal 
corporation. 

The  Chairman.  Take  the  Union  Pacific,  whose  ownership  consists 
partly  of  the  physical  properties  of  railroads  and  partly  of  the  shares 
and  bonds  of  State  railway  corporations.  What  action  would  you 
take  with  reference  to  the  latter — the  shares  and  the  bonds? 

Mr.  LovETT.  Each  constituent  company  of  the  Union  Pacific  sys- 
tem would  take  precisely  the  same  proceeding.  The  Union  Pacific 
Eailroad  Co.  would  become  a  Federal  corporation ;  the  Oregon  Short 
Line  Eailroad  Co.  would  become  a  Federal  corporation ;  the  Oregon 
Eailroad  &  Navigation  Co.  would  become  a  Federal  corporation,  all 
at  the  same  time.  The  stocks  would  be  undisturbed;  they  would 
stand  as  they  are. 

The  Chairman.  I  see.  Then  the  Federal  corporation  would  be  both, 
an  owning  and  a  holding  corporation,  just  as  the  Utah  corporation 
is  at  present  ? 

Mr.  LovETT.  Precisely ;  and  if  it  was  deemed  advisable  at  any  time 
to  eliminate  some  of  these  corporate  organizations  and  merge  them 
the  act  should  provide  for  cpnsolidating  corporations  under  the  ap- 
proval of  the  Federal  commission,  and  that  thereafter  the  three  com- 
panies, or  any  number  of  them,  might  be  consolidated,  just  as  they 
might  to-day,  to  the  extent  authorized  by  the  Federal  act. 

The  Chairman.  And  in  that  event  would  it  be  your  expectation 
that  in  the  end  the  Union  Pacific  Eailroad,  instead  of  being  both  aii 
owning  and  a  holding  corporation,  would  be  simply  an  owning  cor- 
poration, the  properties  of  the  subsidiary  corporations  being  trans- 
ferred to  it  and  stock  issued  for  it  ? 

Mr.  LovETT.  I  think  the  Union  Pacific,  under  the  plan  I  have  in 
mind,  would  have  no  more  and  no  less  corporate  powers  than  every 
other  railroad  company  in  the  United  States.  Such  powers  as  it  may 
have  under  the  State  corporation  that  would  not  be  covered  in  the 
Federal  act  of  incorporation  would  cease  to  exist. 

I  think  the  effect  of  Federal  incorporation  would  be  to  largely 
eliminate  holding  companies. 

The  Chairman.  But  it  would  be  done  by  a  gradual  process? 

Mr.  LovETT.  Yes.  It  would  be  impossible  to  do  it  as  part  of  the 
process  of  converting  a  State  corporation  into  a  Federal  corporation, 
because,  in  the  first  place,  I  fancy  the  Federal  Government  would 
want  to  scrutinize  some  of  these  organizations  to  see  whether  or  not 
they  embraced  consolidations  or  embraced  control  that  might  be 
against  the  policy  of  Congress  as  indicated  by  the  trust  laws;  and 
Congress,  I  take  it,  would  not  want  to  provide  for  practically  an 
automatic  consolidation  without  knowing  what  was  in  the  bag. 

The  Chairman.  Yes. 

Mr.  LovETT.  And  so,  after  requiring  all  existing  State  corporations ' 
to  become  Federal  corporations,  provision  should  then  be  made  under 
such  restrictions  as  Congress  may  specify  in  tlie  act  for  such  con- 
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solidations  as  were  to  the  public  interest,  and  which  should  be  ap- 
proved by  the  Federal  commission. 

I  am  quite  sure  that  a  great  many  holding  companies  have  been 
created  .for  the  purpose  of  establishing  systems  that  could  not  be 
established  by  direct  ownership.  For  example,  the  Texas  situation — 
that  seems  to  afford  a  precedent  for  almost  everything  in  the  way  of 
railroad  regulation — ^the  Southern  Pacific's  continuous  line  from  New 
York  via  New  Orleans  and  Galveston  to  the  Pacific  coast,  can  not 
exist  except  by  reason  of  the  fact  that  the  Southern  Pacific  is  a  hold- 
ing company  and  can  take  the  stock  of  the  Texas  companies,  because 
the  laws  of  Texas  prohibit  any  foreign  corporation  from  owning  or 
operating  a  railroad  within  its  territory. 

The  Chairman.  The  Union  Pacific  is  operating  in  11  States? 
Mr.  LovETT.  Yes. 

The  Chaikman.  In  how  many  of  those  States  does  it  hold  the 
physical  properties — or  own  them,  rather? 

Mr.   LovETT.  Iowa,  Missouri,  Nebraska,  Kansas,  Colorado,  Wy- 
oming, and  Utah — seven. 
The  Chairman.  Seven? 
Mr.  LovETT.  Yes. 

The  Chairman.  Now,  as  a  matter  of  practical  administration, 
would  you  prefer  to  own  the  physical  properties  of  the  corporations 
of  which  you  now  hold  the  stock  or  would  you  prefer  the  present 
system  ? 

Mr.  LovETT.  As  a  matter  of  operation,  I  should  prefer  the  owner- 
ship of  the  physical  properties,  but  there  is  no  reason  why  we  could 
not  do  that  under  the  existing  State  laws.  Those  States  permit  the 
consolidation  of  these  three  constituent  companies.  There  have  been 
certain  sentimental  reasons,  however,  that  have  delayed  consolidation 
in  the  case  of  the  Union  Paciiac.  I  need  not  go  into  it  very  far,  Ijut 
I  do  not  want  the  Union  Pacific  to  appear  more  a  Northwestern  line 
than  a  California  line,  and  for  that  reason  we  have  held  the  Union 
Pacific  Railroad  proper  as  being  a  main  line  from  the  Missouri  River 
to  Ogden,  Utah,  and  the  lines  in  the  Northwest  as  subsidiary  com- 
panies. That  is  largely  sentimental,  however,  and  there  is  not  much 
importance  to  it,  and  the  probabilities  are  that  we  will  merge  those 
three  companies,  because  now  we  have  to  pay  a  double  income  tax. 
The  Oregon  Railway  &  Navigation  Co.'s  stock  is  owned  by  the  Oregon 
Short  Line,  and  the  Oregon  Short  Line's  stock  is  owned  by  the  Union 
Pacific  If  the  Oregon  Railroad  &  Navigation  Co.  makes  a  dividend 
it  pays  it  to  the  Oregon  Short  Line,  and  the  income  tax  on  it,  and 
then  the  Oregon  Short  Line  pays  its  dividends  to  the  Union  Pacific, 
with  an  income  tax  on  that,  and  then  the  Union  Pacific  pays  an  in- 
come tax  also.  .  ■,  .  0 
The  Chairman.  That  makes  three  taxes «  •„  ,  n  , 
Mr  LovETT.  Yes;  and  it  is  very  burdensome.  We  will  be  forced 
to  consolidate  those  lines  if  that  tax  continues. 

The  Chaikman.  Referring  to  the  tentative  incorporation  act  Avhich 
I  introduced  in  1905,  section  17,  you  will  observe  provides: 

National  corporations  duly  organized  under  this  act  are  hereby  declared  to 
be  mlHtarv  S  post  roads  and  instrumentalities  for  the  regulation  of  mter- 
stltT  commence  The  franchise,  stocks,  bonds,  fixed  evidences  of  indebtedness, 
state  .SO™'"^ '^f.„„-^i7  "' ,  the  corporation  itself,  shall  be  exempt  from  all  taxa- 
operations,  and  traffic  and  the  coipj  provided  in  this  act,  but  the 

Sperly'oT  sucfeoTpo^r  including  its  righ't  of  way,  trade,  real  estate. 
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Stations,  office  buildings,  and  equipment,  shall  be  subject  to  assessment  arid' 
at  sucli  average  percentage  of  their  actual  value  as  shall  be  customary  with 
i-eference  to  other  property  in  such  State  or  Territory.  In  lieu  of  such  tax 
any  State  or  Territory  may  impose  a  tax  not  exceeding  four  per  centum  on 
such  proportion  of  the  gross  receipts  of  such  corporations  as  the  number 
of  miles  of  track  in  such  State  or  Territory  bear  to  the  total  miles  of  track 
operated  by  such  corporation.  In  estimating  the  miles  of  track,  each  mile  of 
second  track  shall  be  regarded  as  equal  to  one-half  mile  of  track  and  each 
mile  of  third  or  fourth  track  or  siding  shall  be  estimated  as  equal  to  one-third 
of  each  mile  of  main  track.  For  the  purpose  of  computation  by  each  State  the 
Interstate  Commerce  Commission  shall  certify  to  taxing  authorities  of  each 
State  or  Territory  the  gross  receipts  for  the  preceding  year  of  the  total  mileage, 
as  aforesaid,  and  the  proportion  of  such  total  mileage  operated  in  each  State 
or  Territory. 

Now,  I  wish  to  ask  you,  with  reference  to  that,  whether  you  would 
regard  that  as  a  fair  scheme  of  taxation  ? 

Mr.  LovETT.  It  is  probably  fair,  Senator,  but  I  think  it  would  be 
unwise. 

The  Chairman.  In  what  respect? 

Mr.  LovETT.  I  believe  the  power  of  the  States  with  respect  to  the 
taxation  of  railroads  would  better  be  left  in  the  hands  of  the  States. 
A  perfectly  just  and  fair  system  Avould  be  to  haA^e  every  railroad 
treated  as  a  unit  and  to  have  its  value  apportioned  between  the  dif- 
ferent States  according  to  mileage,  and  perhaps  have  some  commis-- 
sion  or  some  tribunal  determine  the  value  of  the  unit  and  appor- 
tion it  on  the  basis  of  track  mileage.  I  would  not  treat  a  double 
track  or  additional  track  as  half  a  mile  of  track.  I  would  apportion 
it  on  track  mileage — yard  tracks,  terminals,  and  every  track — and  let 
the  State  fix  its  own  rates  of  taxation  rather  than  fix  a  tax  based  upon 
the  gross  earnings,  because  rates  of  taxation  are  higher  in  some  States 
than  others  and  there  is  a  greater  need  of  taxes  in  some  States  than 
in  others.  So,  while  I  believe  it  would  be  a  just  system  to  have  a 
national  valuation  of  a  single  railroad  as  a  unit  and  let  the  commis- 
sion certify  that  valuation,  yet  leave  it  entirely  to  each  State  to  de- 
termine its  own  form  and  rate  of  taxation.  That,  however,  I  regard 
more  as  an  ideal  than  as  a  present  practical  object.  I  think  that  if 
you  federalize  these  corporations  and  establish  a  just  system  of  regu- 
lating their  securities,  their  financial  operations,  their  rates,  and  their 
consolidations,  and  operations  of  that  character,  it  will  be  enough  to 
undertake  in  one  piece  of  legislation.  I  believe  it  would  be  wfse  to 
let 'the  question  of  taxation  rest  as  it  is  now — in  the  hands  of  the 
States — at  least  until  we  smooth  out  some  of  the  difficulties  that  may 
be  encountered  in  the  other  changes. 

The  Chairman.  You  would  expect,  then,  a  better  system  of  taxa- 
tion to  come  by  a  process  of  evolution  ? 

Mr.  LovETT.  And  study  and  development. 

The  Chairman.  Yes.  You  realize,  do  you  not,  now,  the  compli- 
cated and  multiform  methods  under  which  taxation  is  now  imposed 
on  railroad  properties  and  shares  and  bonds  ? 

Mr.  LovETT.  I  do,  and  it  is  very  serious. 

The  Chairman.  You  would  regard  it  as  a  step  in  the  direction  of 
recommending  railway  securities  at  lower  rates  of  interest,  to  secure 
some  definite  and  scientific  method  of  taxation,  would  you  not? 

Mr.  LovETT.  Yes;  it  is  desirable.  It  is  one  of  our  problems,  and 
it  is  a  serious  one ;  but  we  have  so  many  others  that  are  more  urgent 
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that  this  dees  not  seem  to  us,  relatively,  as  important  as,  loerhaps,  it 
really  is.  ^  j  i         i   7 

_  The  Chairman.  As  it  is  now,  the  shares  of  subsidiary  corporations 
in  the  hands  of  holding  companies  are  subject  to  taxation  in  many 
of  the  States,  are  they  not  ? 

Mr.  LovETT.  Yes. 
■  The  Chairman.  As  intangibles? 

Mr.  LovETT.  Yes ;  or  as  tangibles  representing  the  property. 

The  Chairman.  Are  they  classed  as  intangibles  or  tangibles,  as  a 
rule  ? 

Mr.  LovETT.  I  do  not  think  there  is  any  rule  for  taxation  in  this 
country.  Senator.  Some  effort  is  made  to  tax  stock  held  by  a  holding 
'  company  in  some  places,  as  they  would  tax  it  in  the  hands'  of  an  indi- 
vidual— property  owned  by  him — and  the  situs  of  which  is  the  domi- 
cile of  the  owner.  In  other  States  it  is  called  "  intangible."  That  is 
a  very  liberal  term,  and  it  is  frequently  employed  when  some  more 
•exact  term  is  not  available.  It  is  dealt  with  in  various  ways  in  differ- 
ent States  and  localities. 

The  Chairman.  Have  you  found,  in  your  experience  in  the  State 
of  Utah,  that  there  has  been  any  effort  to' tax  the  shares  and  the  bonds 
held  by  your  company? 

Mr.  LovETT.  No. 

The  Chairman.  In  subsidiary  corporations? 

Mr.  LovETT.  No. 

The  Chairman.  Do  you  know  of  any  great  holding  company  in 
which  an  attempt  has  been  made  to  do  that  ? 

Mr.  LovETT.  When  I  was  connected  with  the  Southern  Pacific  Co. 
some  years  ago — the  Southern  Pacific  Co.  is  a-  Kentucky  corpora- 
tion— there  was  some  litigation  over  that  in  the  State  of  Kentucky. 
An  effort  *was  made  to  tax  the  shares  of  the  subsidiary  companies  of 
the  Southern  Pacific  Co.  in  Kentucky,  although  none  of  them  was  in 
Kentucky. 

The  Chairman.  Was  that  successful? 

Mr.  LovTiTT.  I  forget  the  disposition  there.  There  was  litigation 
over  it.  For  instance,  in  one  case  I  know  they  attempted  to  tax  in 
Kentucky  the  steamships  operated  by  the  Southern  Pacific  between 
New  York  and  Galveston  and  New  Orleans,  and  there  was  litigation 
over  that,  and  I  think  it  went  to  the  Supreme  Court,  but  I  do  not 
remember  just  what  the  result  of  it  was. 

The  Chairman.  Now,  assuming  that  all  the  physical  property  of 
a  subsidiary  corporation  is  assessed  and  taxed  in  the  various  States 
in  which  that  property  lies,  and  then  assume  that  the  shares  in  thosp 
subsidiary  corporations,  held  by  a  holding  company,  are  also  assessed 
and  taxed  by  the  State  under  the  laws  of  which  the  holding  corpora- 
tion is  organized ;  that  would  be  double  taxation,  would  it  not  ? 

Mr.  LovETT.  It  goes  even  further  than  that,  Senator.  In  some 
States  they  proceed  to  tax  the  shares  of  the  holding  company  held  by 
the  stockholders,  which  makes  a  tax  three  times  upon  the  same 
property. 

The  Chairman.  Yes. 

Mr.  LovETT.  That  happens. 

The  Chairman.  Yes.  Now,  in  some  of  the  States,  these  so-called 
intangible  shares  and  bonds  are  taxed  at  the  usual  rate  imposed  upon 
all  property,  are  they  not? 
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Mr  LovETT.  I  think  so,  though  usually  the  States  in  which  the 
holding-  companies  are  created  do  not  have  such  taxation,  i  tancy 
that  is'the  reason  why  some  of  the  States  are  preferred. 

Ilv.  LovET™l'think  "those  States  which  have  the  fairest  tax  laws 
do  not  tax  the  stock  of  such  corporations. 

The  Chairman.  And  naturally  railroad  organizations  seeking  a 
home  for  a  holding  company  would  look  up  the  State  that  had  the 
fairest  tax  laws,  would  they  not?  | 

Mr    LovETT.  I  should  think  so.  .        ^,  ■,     1 1         j 

The  Chairman.  And  with  a  view  to  escaping  these  double  and 

triple  burdens? 

Mr.  LovETT.  Yes.  .  ,     ,      .  j , 

The  Chairman.  That  might  be  imposed  | 

Mr  LovETT.  Yes.  Of  course  the  fair  system  of  taxation  is  to  tax 
the  property  represented  by  the  stock  to  its  full  value  where  it  is 
located. 

The  Chairman.  Yes.  x  ^    u    j.      j 

Mr.  LovETT.  And  then  the  stock  and  bonds  ought  not  to  be  taxed. 

The  Chairman.  Yes.  ,    ,       -r   n 

Mr.  LovETT.  But  that  is  an  ideal  that  I  do  not  expect  to  see  ac- 
complished. ^   ,       ,   ,  ■■    ,  Til        i.1,- 

The  Chairman.  That  is  what  I  had  hoped  to  accomphsh  by  this 
act,  if  it  is  ever  enacted,  my  idea  being  that  if  that  Avere  done  the 
public  itself  would  get  the  benefit  of' a  reduced  rate  of  taxation  upon 
railway  securities. 

Mr.  LovETT.  Yes ;  it  is  a  very  desirable  system,  and  it  would  be  a 
just  system,  but  I  do  not  have  "much  hope  of  seeing  that  succeed.  I 
think  probably,  in  time,  the  people  who  make  the  tax  laws  will 
realize  that  any  State  that  indulges  in  double  taxation  will  probably 
keep  as  nonresidents  people  who  own  very  much  corporate  stock  and 
shares  and  who  have  their  money  invested  in  corporate  securities 
returning  4  or  5  per  cent.  They  will  not  seek  residence  in  those 
States.  Possibly  he  is  an  undesirable  citizen,  but  he  will  not  seek 
residence  in  a.  State  or  in  a  town  where  they  will  tax  his  securities 
at  full  value,  and  thus  take  one-half  of  his  income  or  even  more. 
That  is  the  effect  of  the  present  system.  Those  States  that  consider 
that  the  property  itself  has  been  taxed  enough  and  do  not  tax  the- 
securities  or  stock,  will  be  preferred  by  those  who  have  their  means  in- 
vested in  corporate  securities. 

The  Chairman.  Now,  section  18  of  the  bill  referred  to  has  to  do 
with  the  police  powers  and  State  rates.     It  reads : 

Nothing  herein  contained  shall  be  construed  as  interfering  with  the  police 
laws  of  any  State  regarding  railroads  incorporated  under  this  act  and  operating 
in  such  States,  nor  shall  anything  herein  contained  be  construed  as  aitectlng 
the  right  and  power  of  each  State  to  regulate  purely  State  commerce  on  rail- 
roads organized  under  this  act.  But  the  Interstate  Commerce  Commission 
may  hold  conferences  from  time  to  time  with  the  regulating  power  of  any  State 
with  a  view  to  such  harmonious  adjustment  and  regulation  of  State  commerce 
and  interstate  commerce  as  will  protect  the  public  against  abuses  or  extortion, 
and  the  railroads  against  inadequate  returns  upon  their  investment,  and  pro- 
mote the  efRciency  of  such  corporations  as  common  carriers. 

Now,  with  reference  to  that,  I  observe  your  contention  seems  to  be 
that  these  national  corporations  should  be  relieved,  either  wholly  or 
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in  part,  from  the  exercise  of  the  State  police  powers,  and  particularly 
from  the  power  of  fixing  the  rates  upon  purely  State  traffic. 

Mr.  LovETT.  I  did  not  mean  to  be  understood  as  going  so  far  as  to 
say  that  the  Federal  corporations  should  be  relieved  from  the  State 
police  power  in  purely  local  matters.  It  is  impossible  to  define  police 
power.  We  believe  that  in  purely  local  matters  the  corporation 
should  remain,  as  it  is  now,  subject  to  State  laws,  but  I  do  not  regard 
the  making  of  intrastate  rates  as  a  local  matter.  We  consider  that 
the  rate  situation  and  rate  problem  should  be  dealt  with  as  a  whole, 
and  in  order  to  make  effective  interstate  rates  and  avoid  discrimina- 
tions, the  rate-making  power  ought  to  be  unified,  and  that  the  Federal 
Commission  should  make  the  intrastate  as  well  as  the  interstate 
rates.  As  a  matter  of  fact,  in  most  of  the  States  the  people  of  each 
State  are  vastly  more  interested  in  interstate  rates  than  in  State 
rates;  most  of  their  business  is  handled  on  interstate  rates,  which 
is  already  vested  in  the  Federal  Commission.  So  it  is  not  going 
very  much  further  to  give  that  same  commission  the  power  to  regu- 
late intrastate  rates,  the  minor  part  of  the  business  the  people  are 
interested  in,  provided,  of  course,  in  the  form  of  regional  commis- 
sions or  otherwise  there  are  tribunals  sufficient  in  number  to  readily 
hear  and  determine  all  complaints  the  people  have  in  respect  to 
rates. 

Now,  all  other  local  matters,  or,  rather,  all  local  matters — ^because 
I  contend  that  intrastate  rates  are  not  local  matters — we  think  the 
regulating  power  should  be  left  with  the  States,  as  now. 

The  next  feature  of  this  provision.  Senator — if  I  may  say  a  word 
about  it — which  you  have  just  read,  requiring  the  cooperation  of  the 
State  and  interstate  commissions:  I  do  not  understand  there  is  any 
constitutional  warrant  or  even  theory  in  our  form  of  government  for 
cooperation  between  the  States  and  the  Federal  Government.  P^ither 
one  or  the  other  is  exclusive.  On  national  matters  the  Federal  au- 
thority is  exclusive.  I  believe  it  would  be  a  verj'  great  mistake  to 
divide  the  responsibility  with  respect  to  rate  regulation  between  the 
Federal  commission  and  the  State  commissions.  Delay  is  one  of  the 
srreatest  evils  in  any  system  of  governmental  regulation  of  rates,  be- 
cause prompt  action  in  rate  regulation  is  essential  to  the  public. 
To  try  to  bring  about  a  system  or  form  of  cooperation  between  a 
Federal  commission  and  a  State  commission  would  greatly  multiply 
the  evils  resulting  from  delay  and  besides  being,  according  to  my 
view  of  it,  a  departure  in  our  system  of  government,  which,  accord- 
ing to  my  conception  of  it  with  respect  to  legislative  matters,  is  ex- 
clusive either  in  the  States  or  in  the  Federal  Government. 

The  Chairman.  Are  you  aware  that  now  under  the  existing  system 
it  has  been  the  practice  of  the  Interstate  Commerce  Commission  to 
bring  together  the  State  commissions  at  an  annual  conference  in 
Washington,  in  which  a  committee  from  the  Interstate  Commerce 
Commission  has  participated,  so  far  as  possible  as  debate  is  con- 
cerned, but  without  vote  ?  Do  you  not  think  that  those  conferences 
have  been  beneficial  in  bringing  about  some  harmony  of  view  and  of 
action  between  these  sovereigns,  the  national  sovereign  on  the  one 
hand  and  the  State  sovereignties  on  the  other?  ,  .   ,     c. 

Mr.  LovETT.  They  have  been  successful  socially,  I  think,  Senator. 

The  Chairman.  But  not  in  any  practical  way  ? 
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i 
Mr.  LovETT.  I  am  not  prepared  to  say  that  they  have  accomplished  j 

anything  in  furtherance  of  wise  regulation.  ; 

The  Chairman.  Well,  you  realize,  of  course,  that,  so  far  as  the 
Constitution  is  concerned,  it  reserves  in  the  States  the  regulation  of 
purely  State  commerce,  just  as  it  grants  to  the  National  Government 
the  regulation  of  interstate  commerce? 

Mr.  Adamson.  We  are  glad  to  have  that  indorsement  of  the  Consti- 
tution from  the  chairman. 

The  Chairman.  Yes;  I  have  never  questioned  that  at  all.  Now, 
my  main  idea  has  been  that  here  has  been  granted  to  two  sets  of 
sovereignties  control  over  parts  of  the  whole,  and  that  as  the  juris- 
diction of  the  national  sovereignty  over  interstate  commerce  was 
undoubted  and  the  jurisdiction  of  the  States  over  State  commerce 
was  undoubted,  and  both  had  to  be  conducted  by  the  same  corporate 
instrumentality,  that  it  would  be  wise  for  them  to  get  together  by  , 
some  system  of  comity  rather  than  to  force  control  by  the  absolute 
absorption  of  the  jurisdiction  of  the  one  sovereign  by  the  nationa,! 
sovereign. 

Mr,  LovETT.  I  do  not  understand.  Senator,  that  there  is  more  than 
one  sovereign.  I  take  it  that  the  Federal  Government  is  the  sover- 
eign with  respect  to  all  interstate  matters. 

The  Chairman.  Undoubtedly. 

Mr.  LovETT.  And  I  take  it  that  the  State  is  the  sovereign  with  re- 
spect to  the  purely  State  matters,  subject  to  certain  limitations  as  to 
personal  rights.  But  the  question  arises  as  to  what  is  purely  a  State 
jnatter.  Now,  I  understand  that  wherever  Congress  has  jurisdiction 
of  the  subject  it  has  all  the  power  necessary  to  make  that  jurisdic- 
tion effective,  and  if  any  State  right  is  inconsistent  with  the  proper 
exercise  of  that  power  of  Congress  the  State  jDower  yields,  because 
the  Federal  power  is  paramount.  So  I  do  not  understand  there  is 
any  conflict  of  authorit3^  I. do  not  agree  at  all  that  there  are  differ- 
ences between  the  State  and  Federal  Governments  to  be  reconciled 
by  negotiation  or  treaty  or  otherwise.  Either  one  or  the  other  has 
the  authority,  and  it  is  not  a  matter  for  negotiation.  That  is  why  I 
say  I  do  not  understand  there  is  any  theory  in  our  form  of  govern- 
ment that  admits  of  a  case  -where  it  is  necessary  for  the  State  and 
Federal  Governments  to  come  to  an  agreement.  The  Constitution 
settles  that. 

The  Chairman.  And  I  presume  your  contention  is  that  the  United    ' 
States  courts  have  practically  settled  the  question  in  the  manner 
you  suggest? 

Mr.  LovETT.  That  is  my  view  of  it. 

The  Chairman.  That  was  not  so  apparent  in  1905,  when  this  bill 
was  framed.  I  believe  those  decisions  have  been  subsequent  to  that 
time,-  have  they  not,  in  the  main  ? 

Mr.  LovETT.  I  think  they  are  very  old,  Senator.  I  do  not  remem- 
ber when  they  started,  but  probably  it  has  been  amplified,  been  made 
clearer  since  1905  through  new  cases  that  have  arisen.  But  I  think 
that  always  has  been  the  theory  recognized  by  the  Supreme  Court.  - 

The  Chairman.  But  I  mean  to  say  it  has  only  been  practically 
applied  by  the  Supreme  Court  tp  these  railroad  cases  within  the 
last  10  years,  has  it  not? 

Mr.  LovETT.  I  do  not  know  just  when  it  was  first  applied  to  rail-   i; 
road  cases.    It  is  a  very  old  principle.  ' 
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The  Chairman.  Oh,  yes;  we  admit  that. 

Mr.  LovETT.  But  there  have  been  new  applications  in  recent  years. 

Mr.  Adamson.  It  is  the  same  old  constitution  we  have  had  all 
the  time. 

The  Chairman.  Now,  you  say  that  the  interstate  traffic  is  on  the 
average  about  85  per  cent? 

Mr.   LovETT.  That   varies  greatly,    Senator,   in   different   States. 

The  Chairman.  But  throughout  the  United  States  would  it  not 
be  safe  to  say  the  interstate  traffic  is  about  85  per  cent  and  the  State 
traffic  about  15  per  cent? 

Mr.  LovETT.  No ;  I  would  not  say  that,  because 

The  Chairman.  What  would  be  the  relative  percentage? 

Mr.  LovETT.  I  know  what  it  is  on  the  Union  Pacific;  the  inter- 
state freight  traffic,  as  I  stated  here  is  in  effect  88  per  cent  of  the  total 
freight  revenue,  and  of  the  revenue  from  passenger  traffic  68  per  cent 
is  derived  from  interstate  traffic.  In  other  States,  particularly  States 
on  the  ocean,  say  like  Texas,  for  example,  it  is  less.  Texas,  because 
of  its  vast  area  and  because  much  of  the  commerce  goes  to  the 
Texas  ports  for  export,  has  a  very  much  larger  percentage  of  intra- 
state traffic  than  most  States.  In  the  Union  Pacific  territory,  how- 
ever, much  of  the  traffic  that  originates  on  the  line  goes  entirely 
off  the  system,  seeking  markets  in  the  East  or  in  the  West,  and  much 
of  the  traffic  that  has  destination  on  our  lines  originates  in  the  East 
off  the  line.  In  our  territory  perhaps  the  percentage  of  interstate 
traffic  is  larger  than  in  most  territories,  though  the  condition  of  the 
Union  Pacific  may  be  fairly  representative  of  the  Middle  West. 
But  along  the  Gulf  coast,  particularly  in  large  States,  the  percentage 
of  intrastate  traffic  is  perhaps  larger;  I  know  it  is  in  Texas,  and 
probably  it  is  in  California. 

Mr.  Sims.  Can  you  state  approximately  what  it  is  in  Texas? 

Mr.  LovETT.  I  had  occasion  to  deal  with  that  subject  a  number 
of  years  ago  in  a  litigation  with  the  Texas  commission.  Judge  Sims, 
and  I  can  speak  only  from  memory.  My  recollection  is  it  was 
approximately  40  per  cent  on  the  line  I  dealt  with,  which  is  a  north 
and  south  line,  the  Houston  &  Texas  Central,  running  from  the 
northern  boundary  of  the  State  to  the  Gulf.  Something  like  40  per 
cent  of  the  traffic,  freight  and' passenger,  of  that  line  was  intrastate. 
That  would  not  be  true,  however,  of  some  of  the  other  lines,  like 
the  Texas  &  Pacific,  for  example,  which  carries  its  business  to  New 
Orleans  rather  than  to  the  Gulf  at  Galveston.  It  would  not  be  true 
of  a  niunber  of  other  lines,  but  I  should  say  that  the  intrastate  traf- 
fic of  most  Texas  lines  would  be  probably  around  25  per  cent.  But 
bear  this  in  mind  in  considering  Texas:  She  allows  no  foreign  cor- 
porations to  operate  in  that  State.  She  does  not  allow  corporations 
■  to  consolidate  with  corporations  of  other  States.  They  are  all  local 
except  the  Texas  &  Pacific,  and  I  am  dealing  only  with  the  Texas 
division  or  section  of  the  property.  „  o.  .    x     j. 

The  Chairman.  Now,  Judge  Lovett,  the  percentage  o±  State  traf- 
fic being  so  small  as  compared  with  the  interstate  traffic,  why  is  it  de- 
sirable to  interfere  with  the  regulation  of  that  traffic  by  local  com- 
missions when  the  power  exists  in  the  United  States  courts  of  an- 
nulling the  action  of  the  local  commissions  if  it  unduly  burdens  or 
impedes  interstate  traffic? 
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Mr.  LovETT.  First,  as  to  the  relative  importance  of  the  intrastate  ^ 
traffic,  I  do  not  know  anything,  Senator,  that  is  more  far-reaching| 
in  its  disturbance  than  a  small  rate  cut.     A  rebate  will  throw  the  ' 
traffic  situation  of  a  vast  territory  out  of  line,  something  apparently  ,; 
of  small  importance.     Suppose  a  certain  product  is  produced  in  a,  ' 
certain  State  and  the  State  cuts  that  rate  to  a  port  on  the  border  of 
that  State,  that  product  is  competing  with  a  like  product  in-  many  : 
other  States  and  on  other  lines.    The  shippers  of  that  product,  suffer- 
ing from  this  discrimantion  in  favor  of  the  State  rate,  will  appeal 
to  the  traffic  officers  serving  their  territory  and  say,  "  You  must  put 
me  on  an  equality ;  you  have  got  to  remove  this  discrimination,"  and 
they  will  cut  the  rate  and  put  him  on  an  equality.     We  have  seen  , 
that  many  times  in  Texas.    Not  so  much  of  recent  years,  but  in  the 
early  days  of  the  Texas  commission  they  would  make  a  reduction  in 
the  rates  on  grain,  for  example,  that  would  apply  to  the  grain-grow-  J 
ing  districts  of  northern  Texas.     Lines  from  Kansas,  Oklahoma,  > 
and  Nebraska  would  say,  "We  have  got  to  protect  our  shippers  and 
meet  that  rate."    Take  a  jobber's  rate  from  a  place  like  Dallas  or 
Fort  Worth.    Jobbers  of  those  cities  are  in  competition  with  jobbers 
of  St.  Louis, 'Chicago,  and  Kansas  City.    If  the  Texas  commission 
reduces  the  rate  on  certain  goods,  that  discriminates  against  and  puts 
the  St.  Louis,  the  Kansas  City,  and  the  Chicago  jobbers  in  an  unfair 
position,  or  what  they  consider  to  be  an  unfair  position,  and  they 
demand  of  the  lines  extending  to  Texas  to  put  them  on  an  equality,  - 
and  they  generally  do  it.    And  we  have  seen  in  the  Shreveport  rate 
case  what  a  disturbance  a  State  commission  can  create.    The  Texas 
commission  wanted  the  jobbers  of  Dallas  and  Houston  to  do  the 
business  rather   than   Shreveport  jobbers.     In   other   words,  they 
wanted  to  shut  the  Shreveport  jobbers  out  of  Texas.    They  made  a 
system  of  rates  to  do  it,  and  demanded  of  the  railroads  that  they 
maintain  their  interstate  rates  from  Shreveport  to  Texas  points  at  a 
certain  figure.    The  commission  then  cut  the  State  rate  so  as  to  prac- 
tically exclude  the  Shreveport  jobbers  from  doing  business  in  Texas 
much  nearer  to  Shreveport  than  Dallas  or  Houston.    That  is  not  an 
unusual  performance  for  the  Texas  commission. 

Then  we  frequently  see,  in  the  matter  of  interstate  rates,  where  a 
State  will  cut  a  passenger  rate.  A  man  can  buy  a  ticket  from  Chi- 
cago to  East  St.  Louis  for  something  like  $1.50  less  than  he  can  buy 
a  ticket  from  Chicago  to  the  city  of  St.  Louis,  just  across  the  river. 
That  matter,  I  believe,  has  been  before  the  commission  or  is  in 
litigation. 

But  by  making  these  rates — rates  within  the  State — interstate  rates 
can  be  dislocated  and  disarranged.    Discriminations  will  be  built  up. 
We  have  a  case  of  our  own.    The  Nebraska  commission  established' 
a  system  of  local  rates  that  enabled  the  Omaha  jobbers  to  practically  ■ ; 
shut  out  the  jobbing  interests  of  Council  Bluffs,  across  the  river,  and  i 
to  shut  out  St.  Joseph,  Mo.     I  could  give  almost  any  number  of 
illustrations ;  but  I  do  not  think  it  will  be  denied  that  the  State  com- 
missions are  doing  that  right  along.     We  have  in  Kansas,  in  Ne- 
braska, and  in  many  other  States,  a  2  cents  a  mile  passenger  rate 
for  State  business,  whereas  the  Interstate  Commerce  Commission  has  ; 
made  higher  rates — 2 J,  2^  cents,  or  something  like  that. 

When  the  Interstate  Commerce  Commission  in  the  early  days  of  s 
the  European  war  gave  these  eastern  lines  an  increase  in  rates  be-. 
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cause  of  their  financial  distress — I  understood  at  the  time— the  Penn- 
sylvania commission,  immediately  following  the  increase  made  by 
the  Interstate  Commerce  Commission,  made  a  cut  in  the  coal  rates 
to  tidewater  points  in  Pennsylvania  practically  sufficient,  or  about 
sufficient,  to  absorb  all  the  increase  granted  by  the  Interstate  Com- 
merce Commission  to  Pennsylvania  lines— I  do  not  mean  the  Penn- 
sylvania Eailroad. 

So  it  is  the  experience  with  the  activity  of  the  State  commissions 
purely  from  the  local  point  of  view  that  satisfies  railroad  men  that 
it  is  impossible  to  maintain  any  rate  adjustment  that  will  prevent 
discriminations  unless  the  rate-making  power  is  unified  in  a  single 
control. 

Mr.  Adamson.  If  the  chairman  will  pardon  me,  you  referred  to 
that  Pennsylvania  coal  matter.  Was  that  casC  not  similar  to  the 
trouble  in  Texas,  where  you  had  so  much  trouble  about  the  Shreve- 
port  case? 

Mr.  LoTETT.  I  am  not  sure  of  the  circumstances.  I  only  know. 
Judge  Adamson,  in  a  general  way,  that  they  did  make  a  reduction. 
What  the  motive  was  I  do,  not  Ii:now. 

Mr.  Adajmson.  The  coal  mines  all  being  in  the  State  of  Pennsyl- 
vania ? 

Mr.  LovETT.  I  do  not  know,  but  it  may  have  been  to  preserve  a 

differential,  or  it  may -have  been  simplj^  to  reduce 

Mr.  Adamson.  I  do  not  speak  of  the  motives;  I  speali  of  the  case 
presented  for  consideration  by  the  Commerce  Commission  to  tlie 
court. 

Mr.  LovETT.  I  am  not  familiar  with  the  cii'cumstances.  The  point 
that  struck  me  was  that  the  Interstate  Commerce  Commission,  having 
allowed  an  increase  to  relieve  financial  distress,  the  State  commis- 
sion had  made  a  reduction,  as  I  was  told,  about  sufficient  to  absorb 
the  increase  allowed  by  the  Interstate  Commerce  Conamission. 

The  Chairman.  And  your  contention  is  that  we  slrould  positively 
legislate  upon  that  subject? 
Mr.  LovETT.  Yes. 

The  Chairman.  And  indicate  by  our  action  that  the  State  com- 
missions are  not  to  make  State  rates  at  all  ? 

Mr.  LovETT.  Yes;  my  idea  is  that  the  rate-making  powers  should 
be  vested  exclusively  in  the  Interstate  Commerce  Commission  which 
now  controls  the  rates  for  the  great  bulk  of  the  commerce  of  the 
country. 

The  Chairman.  Don't  you  think  it  would  work  as  well  to  leave  it 
as  it  is  now?  The  Supreme  Court  has  practically  determined  that 
although  the  Constitution  vests  in  the  National  Government  juris- 
diction only  over  interstate  commerce  and  reserves  to  the  States 
jurisdiction  over  the  State  commerce,  that  the  National  Government 
is  practically  the  lord  paramount  and  they  are  not  equal  sovereign- 
ties, and  that  wherever  the  action  of  the  State  is  contradictory  to 
that  of  the  Nation,  or  involves  a  burden  upon  or  an  impediment 
to  interstate  commerce,  that  the  State  .action  falls.  Now,  why  is  it 
not  better  to  leave  that  situation  as  it  is  now,  under  the  decision  of 
the  courts  ? 

Mr.  LovETT.  Because,  Senator,  Congress  can  not  escape  the  re- 
sponsibility.    The  power  to  regulate  interstate  commerce  is  vested 
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in  Cono^re^s.  and.  if  the  State  anthoiitv  to  make  rates  is  to  be  super- 
seded, it  is  only  because  Congress  ^^■i^  determine  that  m_ order  to 
make 'its  interstate  regulation  effective,  it  must  take  exclusive  juris- 
diction of  the  subject.  I  understand  the  Supreme  Court  has  held,  in 
the  Minnesota  Bate  case,  that  the  State  rates  there  were  not  void, 
because  Congress  had  not  acted;  that  Congress  had  not  determined 
to  take  control  of  the  whole  subject— had  not  occupied  the  field,  to, 
use  one  of  the  Supreme  Court's  expressions— of  regulation.  If  Coil- 
gi-ess  had  acted,  had  conferred  upon  the  Interstate  Commerce  Com- 
mission the  authority  to  fix  these  rates,  and  the  commission  had  fixed 
them,  then  the  State'  rates  would  have  been  invalid ;  but  that  had  not 

occurred.  ■      ^    ^        r^ 

Now,  in  the  Shreveport  case  the  court  determined  that  Congress 
had  conferred  upon  the  commission  power  to  prevent  discrimination, 
and  that  if  the  commission  acted,  then  that  would  be  an  exercise  of 
the  power  of  Congress  that  would  be  exclusive. 

Mr.  Adamson.  Is  not  this  about  the  situation  the  courts  have  lett 
the  matter  in :  That  Congress'  action  draws  the  line  and  the  States 
can  not  help  themselves  ? 

Mr.  LovETT.  That  is  as  I  understand  it. 

Senator  Cummiks.  Mr.  Chairman,  may  I  ask  a  question  there? 

The  Chairman.  Certainly. 

Senator  Cummins.  Mr.  Lovett,  do  you  believe  it  is  legally  possible 
for  a  State  rate,  which  is  reasonable  for  the  service  rendered,  to  be 
a  discrindnating  rate  ? 

Mr.  LovETT.  Yes,  Senator. 

Senator  Cummins.  That  is,  a  rate  from  Dallas  to  some  point  in  the 
interior  of  Texas,  applied  to  State  traffic,  in  fact,  and  not  simply  in 
name,  although  it  is  a  reasonable  charge  for  the  service  rendered  by 
the  railroad  companj^,  can  locally  be  a  discriminating  rate,  as  com- 
pared with  an  interstate  rate,  from  some  point  outside  of  the  State 
of  Texas  into  Texas? 

Mr.  LovETT.  I  haA^e  no  doubt  of  that.  Senator. - 

Senator  Cummins.  The  effect  of  it  would  be,  then,  that  the  State 
rate  must  be  either  more  or  less  than  reasonable  in  order  to  avoid  dis- 
crimination. 

Mr.  Lovett.  It  depends  entirely.  Senator,  on  the  question  of  rea- 
sonableness. I  do  not  understand  that  there  is  any  rule  for  deter- 
mining the  reasonableness  of  a  rate.    A  rate 

Senator  Cummins.  It  is  the  value  of  the  service. 

Mr.  LovETT.  Well,  that  is 

Senator  Cummins.  I  understand  that  is  the  general  rule. 

Mr.  Lovett.  I  understand  that  there  is  no  rule.  The  situation,  for 
instance,  is  this,  to  illustrate  my  answer  to  you :  A  given  rate  for  a 
given  service,  we  will  say,  of  10  cents  a  hundred,  might  be  confisca- 
tory, and  that  would  be  an  unreasonable  rate,  and  would  be  contrary 
to  the  Constitution.  A  rate  for  the  same  service,  that  is  20  cents, 
might  cover  the  cost  of  service  and  might  allow,  we  will  say,  1  or  2 
per  cent — a  small  return  to  the  carrier.  A  rate  of  25  cents,  we  will 
say,  for  the  same  service,  might  afford  a  return  of  4  or  5  or  6  per 
cent.  Now,  there  is  a  wide  margin,  after  you  get  above  a  confisca- 
tory rate — there  is  a  wide  margin  between  a  confiscatory  rate  and  a 
rate  that  everybody  will  say  is  unreasonably  high.  That  might  range 
anywhere,  we  will  say,  from  10  cents  a  hundred  to  50  cents  a  hun- 
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(J  red.  Everybody  might  agree  that  10  cents  a  hundred  will  be  too 
low,  and  everybody  might  agree  that  60  cents  a  hundred  will  be  too 
high,  but  within  that  range,  between  10  cents  a  hundred  and  50  cents- 
a  hundred,  any  rate  would  be  reasonable.  It  is  a  question  of  policy, 
and  as  to  who  determines  the  reasonableness  of  the  rate.  In  the  case 
which  you  state,  we  will  say,  that  the  Texas  Commission  placed  the 
rate  at  20  cents  a  hundred,  which  is  a  reasonable  rate.  The  Inter- 
state Commerce  Commission  might  place  it  at  40  cents  a  hundred, 
which,  also  would  be  a  reasonable  rate,  neither  confiscatory,  and 
neither  so  high  as  to  prevent  the  business  from  moving,  or  to  be  ex- 
tortionate. But  reasonableness  within  those  limits  depends  upon  the 
rate-making  power.  Now,  if  the  Texas  Commission  made  a  rate  of 
20  cents — a  reasonable  rate — and  the  Interstate  Commerce  Commis- 
sion made  a  rate  of  40  cents,  the  Texas  rate  would  be  illegal,  in  my 
view  of  the  situation.  It  would  work  a  discrimination  against  the 
outside  man,  because  of  the  paramount  authority  of  the  Federal  Gov- 
ernment to  fix  the  rates  and  prevent  discrimination. 

I  am  sorry  to  have  taken  so  much  time  in  answering  your  question. 

Senator  Cummins.  I  was  not  giving  so  much  attention  to  the  lati- 
tude between  confiscatory  rates  and  a  highly  compensatory  rate,  but  I 
was  assuming  that  the  State  rate  was  one  which  paid  the  cost  of  the 
service  and  returned  a  reasonable  reward  on  the  value  of  the  prop- 
erty, which  rendered  the  service,  and  that  being  the  kind  of  reason- 
able rate  I  had  in  my  mind,  when  I  propounded  the  question,  you  are 
of  the  opinion  that  such  a  rate,  established  by  State  authority,  and  not 
challenged,  as  a  reasonable  rate,  in  and  of  itself,  may,  nevertheless,  be 
increased  by  the  Federal  Government,  in  order  to  allow  a  costlier 
service  from  the  outside,  into  the  State? 

Mr.  LovETT.  Yes,  sir;  or  reduced,  simply  because  no  rate  can  be 
tested  by,  in,  and  of  itself.  Every  rate  has  relation  to  some  other 
rate,  and  it  may  be  that  this  reasonable  rate,  in  and  of  itself,  in  its 
relation  to  an  interstate  rate,  may  work  a  discrimination  or  may 
violate  the  Interstate  Commerce  Commission's  conception  of  what 
the  railroad  company  ought  to  earn  from  its  entire  traffic. 

Senator  Cummins.  But  your  view  of  it  is  that  the  rate  must  be 
adjusted  in  the  State  so  that  traffic  outside  of  the  State  can  come  in 
under  competition.  I  ask  this  purely  for  information.  The  reason- 
ableness of  the  rate,  as  such,  in  the  Texas  case,  was  not  investigated 
at  all,  was  it  ? 

Mr.  LovETT.  My  recollection  is  that  it  was  not. 

The  Chairman.  Judge  Lovett 

Senatpr  Cummins.  I  beg  your  pardon,  Mr.  Chairman,  I  did  not 
intend  to  take  up  so  much  time. 

The  Chairman.  That  is  all  right.  Senator. 

Judge  Lovett,  if  you  take  away  the  power  of  the  State  commis- 
sions over  purely  State  rates,  what  usefulness  would  you  leave  them  ? 
In  the  public  interests,  what  powers  are  there  that  they  could  exer- 
cise beneficially  ?  ,     ^      ^         _  .  ^ 

Mr.  Lovett.  That  depends,  Senator,  on  the  local  conditions.  1  am 
not  sure  whether  there  is  or  not  a  State  commission  is  a  matter  of 
great  concern  or  ought  to  be  of  great  concern.  There  is  a  question 
whetl^er  or  not  they  are  necessary  in  the  public's  interest.  If  they 
are  not,  let  them  dissolve. 


720  INTERSTATE    AND   FOREIGN    TRANSPORTATION. 

I  called  attention  yesterdaj' — and  I  believe  you  were  present— to 
the  duties  of  the  California  commission  as  enumerated  by  the  chair- 
man of  that  commission.  Apparently  they  have  some  other  things  to 
do,  and  I  think  most  State  commissions,  with  the  possible  exception 
of  the  Texas  commission,  have.  I  believe  its  activities  so  far  have 
been  confined  to  railroads,  but  most  of  the  State  commissions  have 
duties  to  perform  with  respect  to  all  public  utilities.  They  could  be 
occupied  in  that  way.  With  respect  to  the  railroads  I  think  they 
would  probably  be  on  the  lookout  for  the  welfare  of  their  own  State's 
interests  in  these  rate  adjustments  and  could  represent  their  own 
States. 

The  Chairman.  You  think  there  would  be  a  field  of  activity  for 
them  in  presenting  their  cases  before  the  Interstate  Commerce  Com- 
mission or  before  these  regional  commissions  ? 

Mr.  LovETT.  Yes,  sir;  I  believe  that  could  be  handled  as  well  by 
the  commercial  bodies  of  the  different  States,  but  perhaps  the  States 
would  rather  have  their  own  commissions  act  in  that  matter. 

Mr.  Sims.  Is  it  not  a  matter  for  the  States  to  determine  for  them- 
selves ? 

Mr.  LovETT.  Yes;  I  think  so. 

The  Chairman.  With  reference  to  California,  my  observation  isl- 
and I  may  be  mistaken — that  since  the  creation  of  the  new  commis- 
sion there  its  activities  have  led  to  a  better  understanding  between 
the  community  and  the  railroads. 

Mr.  LovETT.  I  have  no  doubt  of  that,  Senator.  I  think  the  Cali- 
fornia commission — I  will  not  say  it  is  the  best — but  I  believe  it  is 
one  of  the  ablest  State  commissions  in  the  country.  As  far  as  I  have 
been  able  to  observe,  it  is  wide  awake,  progressive,  and  it  has  not  been 
hostile.  It  has  been  strict,  and  it  has  been  exacting,  but  I  believe  it  , 
has  very  greatlj^  improved  the  relations  between  the  railroads  and  the 
public,  because  the  public  understands  that  there  is  a  commission 
there  looking  out  for  their  interests.  How  long  that  kind  of  a  com- 
mission will  last  I  do  not  know.  I  hope  it  will  last  always,  but  it  is 
not  so  much  what  the  commission  actually  does,  but  what  it  may  do. 
In  the  case  of  some  commissions  it  is  what  they  do. 

The  Chairman.  With  reference  to  grades  and  grade  crossings,  etc., 
would  you  expect  that  the  police  powers  of  the  State  would  be  opera- 
tive or  that  those  matters  should  come  under  the  direction  and  con- 
trol of  the  National  Government  ? 

Mr.  LovETT.  Well,  I  think  the  railroad  executives  all  contemplate 
that  should  be  left  to  the  State  commissions,  but  the  time  may  come 
when  the  National  Government  would  have  to  take  hold  of  that 
question.     In  that  connection  I  should  like  to  state  that  I  was  im- 
pressed by  a  notice  posted  in  the  station  at  Locust  Valley,  Long 
Island,  where  I  live,  by  the  Pennsylvania  Eailroad,  appealing  to  the, 
public  to  be  patient  in  the  matter  of  grade  crossings  and  stating  the 
number  of  grade  crossings  on  the  Pennsylvania  system  at  that  time   v. 
and  the  average  cost  of  separating  a  grade  crossing.    It  was  stated 
that  if  the  Pennsylvania  Railroad  crossings  were  required  to  be  elimi- 
nated— all  grade  crossings  on  its  systems — ^it  would  cost  it  six  hun- 
dred and  fifty-odd  millions  of  dollars,  and  in  view  of  this  large 
expenditure  this  was  an  appeal  made  to  the  public  to  be  patient ;  that   ' 
they  were  eliminating  grade  crossings  and  expected  that  to  be  their    ; 
policy  in  the  future;  that  it  was  impossible  to  eliminate  all  grade  ,;| 
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crossings  at  once,  and  people  must  remember  that  there  were  other 
grade  crossings  than  the  one  they  were  interested  in. 

This  question  of  grade  crossings  is  a  very  expensive  proposition. 
I  think,  generally,  the  State  commissions  have  been  reasonable  about 
it,  and  I  should  hope  that  they  should  continue  to  be  so,  but  it  might 
be  necessary  in  time  to  come  to  give  the  Interstate  Commerce  Com- 
mission some  supervisory  power  with  respect  to  that,  although  I  do 
not  think  that  is  necessary  now. 

The  Chairman.  With  reference  to  clearances  there  has  been  a  great 
deal  of  agitation  of  that  subject  by  the  railroad  brotherhoods  of  late. 
Changes  in  that  respect,  in  order  to  secure  greater  safety  of  trains 
and  for  the  operatives  on  the  trains,  are  likely  to  cost  a  very  large 
capital  expenditure,  are  they  not? 

Mr.  LovETT.  Yes. 

The  Chairman.  Would  you  expect  those  matters  to  be  under  the 
jurisdiction  of  the  State  commissions  as  a  matter  of  police  regulation 
or  under  the  jurisdiction  of  the  national  commission? 

Mr.  LovETT.  I  rather  think  they  ought  to  be  under  the  Interstate 
Commerce  Commission,  because  they  are  tied  up  very  closely  with 
the  question  of  the  employer's  liability  act  and  the  safety  of  opera- 
tives on  the  trains. 

The  Chairman.  You  consider  those  questions — the  question  of 
clearances  and  the  question  of  grade  crossings — your  view  is  that 
ultimately  that  power  and  that  control  will  have  to  rest  in  the 
national  commission.  Now,  what  is  there  left  for  the  State 
commissions  ? 

Mr.  LovETT.  I  think  grade  crossings  should  be  left  much  longer 
with  the  State  commissions,  because  the  safety  only  of  the  local 
people  of  the  community,  the  citizens  of  the  community,  is  involved 
in  grade  crossings,  whereas  in  the  matter  of  clearances  the  safety 
of  the  train  operatives  on  interstate  railroads  is  involved. 

The  Chairman.  What  other  subjects  would  come  under  the  police 
powers  of  the  States? 

Mr.  LovETT.  I  suppose  the  matter  of  stations  and  station  accom- 
modations. 

The  Chairman.  You  mean  the  size  and  the  character  of  the  sta- 
tions? 

Mr.  LovETT.  Yes. 

The  Chairman.  Construction? 

Mr.  LovETT.  Yes. 

The  Chairman.  Location? 

Mr.  LovETT.  Yes. 

The  Chairman.  Is  not  that  a  pretty  big  power? 

Mr.  LovETT.  It  is. 

The  Chairman.  You  would  leave  that  in  the  hands  of  the  States  i 

Mr.  LovETT.  Yes ;  I  would  try  it.  It  is  in  the  hands  of  the  States 
now,  and  sometimes  they  are  pretty  exacting;  but  we  have  managed 
to  live  under  it;  and,  of  course,  if  the  time  should  ever  come  when 
there  would  be  a  competition  between  the  different  States  m  building 
at  the  expense  of  the  national  service  ornate  stations  beyond  reason, 
and  so  as  to  impair  the  revenues-  of  the  roads,  it  might  become  neces- 
sary. I  believe,  however,  that  is  very  remote,  and  probably  there 
would  be  relief  in  the  courts  against  orders  of  that  sort.  But  I 
think  that  should  be  left  to  the  States. 
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The  Chairman.  What  other  things  can  you  suggest'' 

Mr.  LovETT.  Well,  shipping  facilities,  perhaps,  in  the  way  of  sid- 
ings and  things  of  that  sort.  I  am  not  prepared  to  call  out  otfliand 
what  the  Supreme  Court  of  the  United  States  has  never  been  able 
to  define ;  that  is,  the  police  power  of  the  States.  It  is  rather  a  big 
undertaking.  I  might  observe,  however,  that  even  if  there  should  be 
nothing  left;  for  the  State  commission  to  do,  that  would  not  be  a 
good  reason  for  Congress  to  refrain  from  exercising  its  power  of 
regulation. 

The  Chairman.  I  admit  that. 

Mr.  Adamson.  I  think  I  can  give  you  a  definition  of  the  police 
power  of  the  States — whatever  authority  Congress  leaves  for  them 
to  exercise. 

The  Chairman.  You  have  spoken  with  reference  to  these  State 
commissions.  I  want  to  ask  you  a  few  questions  regarding  the 
regional  commissions  that  you  have  spoken  of.  How  many  regions 
would  you  think  it  advisable  to  have? 

Mr.  LovETT.  I  should  start  with  not  less  than  five.  I  might  find 
out  that  20  or  25  were  necessary. 

The  Chairman.  Would  those  regions  be  adjusted  practically  to 
the  traffic  areas  that  now  exist  ? 

Mr.  LovETT.  Yes.    I  would  ignore  geographical  lines. 

The  Chairman.  You  would  ignore  geographical  lines,  and  would 
you  ignore  State  lines? 

Mr.  LovETT.  Absolutely ;  and  adjust  the  territories  with  reference 
to  transportation  territories  and  transportation  systems. 

The  Chairman.  And.  at  first  you  would  follow  practically  the 
traffic  areas  that  now  exist? 

Mr.  LovETT.  Yes.  I  am  not  so  sure  but  that  it  would  be  a  good 
idea  to  convert  the  various  State  commissions  into  regional  commis- 
sions, in  such  a  way  as  to  l^t  them  exercise  Federal  power  rather 
than  State  power. 

The  Chairman.  Then  that  would  make  a  region  of  each  State,   ; 
would  it  not? 

Mr.  LovETT.  No;  I  would  not  extend  its  territory.  Well,  confine  ; 
it  to  the  State  if  that  would  be  a  way  of  solving  it.  I  do  not  care 
so  much,  Senator,  how  many  regional  commissions  there  are  or  what 
the  territorial  limits  of  their  jurisdiction  are,  provided  they  are  all 
a  part  of  one  unified,  systematic  system  of  regulation,  exercising 
authoritjf  under  the  same  law  and  exercising  the  same  power;  that  is, 
from  the  same  source.  It  is  the  unification  of  the  system  of  regula-  ; 
tion. 

The  Chairman.  Is  there  any  method  that  you  could  suggest  of 
merging  the  State  commissions  into  regional  commissions  ? 

Mr.  LovETT.  I  do  not  know  of  any  way  except  by  appointment 
from  the  President  and  confirmation  by  the  Senate,  as  members  of 
the  regional  commission. 

Mr.  Sims.  And  Congress  could  hardly  provide  for  a  process  of' 
that  sort. 

Mr.  LovETT.  It  could  not.  The  selection  would  be  with  the  Presi- 
dent and  the  Senate.  v; 

Mr.  Adamson.  Why  not  just  combine  three  or  four  States  ancl;5| 
State  commissions  and  make  a  central  federation?  i 
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Mr.  LovETT.  Is  that  addressed  to  me,  Judge  Adamson  ? 

Mr.  Adamson.  To  the  Chairman. 

The  Chairman.  I  will  postpone  my  answer  until  the  report 
comes  in. 

Mr.  LovETT.  As  to  the  agencies  for  carrying  this  out,  Senator,  I 
consider  that  a  detail.  Of  course,  it  would  have  to  be  provided  for, 
but  they  would  have  to  be  Federal  agents,  under  my  conception  of  it. 

The  Chairman.  You  will  observe  that  section  19  of  the  bill  to 
which  I  have  referred  provides  for  the  acquisition  of  state  railways. 
It  reads : 

Such  corporation  may,  with  the  consent  of  any  State,  upon  the  approval 
of  the  Interstate  Commerce  Commission,  acquire  the  railroad  of  any  corporation 
now  organized  under  the  laws  of  such  State — 

And  so  forth.     And  later  on — 

With  the  consent  of  the  State  under  which  any  railroad  corporation  is  or 
may  be  organized,  merger  between  such  corporation  and  a  corporation  organized 
under  this  act  may  be  accomplished  under  this  act — 

And  SO  forth.  Your  proposal  is  that  this  national  incorporation 
shall  be  accomplished  without  the  consent  of  the  State.  You  realize, 
do  you  not,  the  great  diificulty  that  we  will  have,  even  those  who  be- 
lieve in  national  incorporation,  in  passing  such  a  bill  ? 

Mr.  LovETT.  Of  course,  my  conception  of  it  is  that  the  States  have 
already  given  their  consent;  that  they  gave  that  when  they  formed 
the  Constitution,  and  that  whether  or  not  Congress  will  exercise  the 
power  conferred  upon  it  by  the  Constitution  Congress  must  deter- 
mine. But  I  think  it  would  be  a  mistake  for  Congress  to  attempt  to 
devise  a  plan  dependent  upon  the  consent  of  the  States.  I  do  not 
think  it  would  solve  the  problem. 

Mr.  Adamson.  I  think  the  Judge  misapprenhended  the  question, 
Mr.  Chairman.  I  understood  you  to  refer  to  the  difficulty  of  passing 
the  measure  through  Congress? 

The  Chairman.  Yes. 

Mr.  Adamson.  As  long  as  the  Members  are  elected  by  the  people 
I  think  that  is  a  very  wise  suggestion  that  you  made  to  the  Judge. 

Mr.  LovETT.  I  beg  your  pardon;  I  did  not  understand  that.  I 
rather  think  the  committee  is  better  able  to  judge  of  that  than  I  am. 
All  I  can  do  is  to  give  my  views  as  to  what  I  believe  is  necessary  to 
effectually  regulate  these  railroads  and  to  devise  a  system  that  will 
be  workable.  There  may  be  some  other  method  than  that  which  I 
have  been  advocating  and  discussing.  Whether  it  can  be  enacted 
or  not,  I  do  not  know. 

The  Chairman.  When  I  framed  this  bill  I  recognized  that  diffi- 
culty and  felt  that  it  was  better  to  resort  to  persuasion  rather  than 
force  in  order  to  accomplish  national  incorporation,  and  my  assump- 
tion was  that  inasmuch  as  the  States  had  thus  far  assented  to  the 
incorporation  of  State  railways  in  great  national  systems,  through 
holding  companies  organized  in  other  States,  they  would  see  the 
economic  necessity  of  acquiescing  in  a  general  national  incorporation 
act  and  would  gradually  give  their  consent,  though  in  the  first  in- 
stance there  might  be  great  opposition.  I  also  observed  that  in  some 
of  the  Southern  States,  where  they  are  peculiarly  tenacious  of  State 
rights  and  functions,  they  had  by  legislation  given  consent  to  the 
merger  of  railroads  incorporated  under  their  laws  in  a  larger  cor- 
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poration  organized  under  the  laws  of  another  State,  and  they  had  ixi 
some  instances  given  tlieir  consent  to  such  merger  with  corporations 
organized  under  the  laws  of  the  United  States.  That  was  true  cer- 
tainly in  one  instance,  and  I  think  in  several,  from  my  examination 
of  the  matter  at  that  time,  with  reference  to  the  Southern  Railway 
system.  The  question  therefore  occurs  to  me  as  to  whether,  assum- 
ing that  national  incorporation  is  desirable  and  should  be  accom- 
plished as  quickly  as  possible,  it  is  wise  to  attempt  to  force  it,  which 
possibly  would  arouse  opposition  in  Congress  to  the  passage  of  the 
act,  or  whether  it  would  not  be  wiser  simplj^  to  frame  a  permissive 
act,  in  the  wisdom  of  which  the  States  would  gradually  acquiesce. 
What  is  your  view  about  that? 

Mr.  LovETT.  I  do  not  believe  any  State  will  voluntarily  give  up 
any  power  it  has,  any  more  than  any  tribunal,  whether  it  is  a  court 
or  a  commission  or  any  other  tribunal,  will  give  up  power.  I  have 
never  heard  yet  of  any  tribunal  or  any  public  body  voluntarily  sur- 
rendering any  power.  Now,  I  do  not  "believe  a  bill  such  as  you  sug- 
gest here,  making  such  a  system  dependent  upon  the  consent  of  the 
States,  would  get  anywhere.  I  think  the  State  commissions,  most 
of  them,  would  oppose  it. 

The  Chairman.  And  you  think  they  would  be  influential  with 
their  respective  States? 
Mr.  LovETT.  I  rather  think  they  would. 

The  Chairman.  If  they  are  influential  with  their  respective  States 
in  such  a  way  as  to  defeat  the  operation  of  a  permissive  act,  is  not 
that  opposition  likely  to  be  equally  effective  in  preventing  the  origi- 
nal passage  of  a  compelling  act  by  Congress? 

Mr.  LovETT.  That  may  be,  Senator.  I  say,  I  can  not  tell  whether 
that  proposition  would  appeal  to  Congress  or  not.  I  am  compelled 
to  assume,  and  do  assume,  that  Congress  is  here  to  legislate  for  the 
Nation  and  not  for  the  States,  or  any  particular  State,  and  that  in 
dealing  with  a  national  subject  whatever  the  national  interests  re- 
quire will  be  done. 

I  should  like  to  say  one  thing  in  answer  to  your  suggestion  if  I 
may,  about  the  attitude  of  the  Southern  States  with  reference  to 
this  matter.  I  believe  I  know  something  about  the  sentiment  of  the 
teouthern  States,  and  I  do  not  believe  they  are  any  more  contentious 
tor  State  rights  than  any  other  States  in  the  Union. 

The  Chairman.  I  supposed  they  were,  and  that  that  fact  arose 
iJ'om  the  peculiar  status  bearing  on  the  race  question. 

Mr.  Adamson.  No,  sir;  it  arises  over  any  commercial  considera- 
tion or  any  other,  and  whenever  the  shoe  pinches  every  State  in  the 
Union  will  kick  Sometimes  it  takes  financial  interest  at  home  to 
make  them  do  it. 

9n^^%?''^K?if^''i  Now,  Judge  Lovett,  you  will  observe  that  section 
i  A  tP  ^  \  ^®^erred  to  provides  for  an  accident  and  insurance 
rund.    It  reads: 

It  shall  be  a  condition  of  the  grant  and  continuance  of  any  franchise  to  do 
"sSelnnZllvl"?  ""'  ?'%*  l}"'  corporation  holding  such  f/anchise  shaU  set 
aside  annually  1  per  cent  of  the  gross  receipts  of  said  corporation,  to  be  held 
as  a  fund  m  the  Treasury  of  the  United  States  for  the  payment  of  pensions  to 
the  employees  of  such  corporation  who  shall  have  been  dsqualified  lor  artive    . 
service    either  by  in.iury  in  the  service  or  by  age.     The  amount  and  time  of 
payment,  the  investment  of  the  fund,  the  disbursing  of  the  same  and  the  Zire    " 
management  thereof  shall  be  Under  rules  and  regulations  toTenfade  "nd?r^    ' 
time  to  time  altered  by  the  Interstate  Commerce  Commission  ^ 
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One  per  cent  of  the  gross  revenue  of  the  railroads  at  present  would 
amount  to  between  three  millions  and  three  millions  and  a  half 
annually.  In  case  we  legislate  upon  this  subject  and  frame  an  incor- 
poration act,  what  would  you  say  about  the  wisdom  of  incorporating 
such  a  provision  in  it,  and  what  would  be  your  view  as  to  its  provi- 
sions ? 

Mr.  LovETT.  I  have  no  objection,  I  should  say,  to  some  scheme  of 
oenefits  for  disabled,  injured,  and  ill  employees  to  be  incorporated  in 
the  act.  I  think  it  could  be  dealt  with  better  as  a  separate  proposi- 
tion. I  think  progress  is  being  made  in  those  matters  now.  A  num- 
ber of  companies  are  making  much  more  liberal  provisions  than  are 
contemplated  here.    I  believe  the  development  is  going  to  be  rapid. 

The  Chairman.  And  they  are  doing  that  voluntarily? 

Mr.  LovETT.  Yes.  I  do  not  like  to  speak  so  much  of  our  own  com- 
pany, but  we  put  into  effect  on  the  1st  of  January  a  system  of  life, 
accident,  and  health  insurance  that  costs  a  good  deal  of  money. 
Other  companies  are  doing  the  same. 

The  Chadrman.  Do  you  think  it  will  cost  1  per  cent  of  the  gross 
receipts? 

Mr.  Hamilton.  In  that  connection  will  you  mention  the  other 
companies?    Can  you  do  so  easily? 

Mr.  LovETT.  I  can  not  give  a  complete  list  from  memory,  but  I 
can  have  a  list  prepared. 

Mr.  Hamilton.  If  you  will,  just  incorporate  that  in  your  remarks 
when  you  revise  them. 

Mr.  LovETT.  Yes.  I  know  that  a  number  of  companies  are  consid- 
ering measures  of  that  sort. 

Mr.  Adamson.  Mr.  Chairman,  may  I  make  a  suggestion  to  the 
witness  in  your  time? 

The  Chairman.  Certainly. 

Mr.  Adamson.  I  have  understood  heretofore  that  the  court  has 
held  that  insurance,  pure  and  simple,  was  not  a  matter  of  interstate 
commerce.  Now,  if  carriers  begin  to  carry  on  insurance  in  connec- 
tion with  their  business  as  carriers,  will  not  that  change  the  situation 
of  that  insurance  and  make  it  a  part  of  interstate  commerce? 

Mr.  LovETT.  I  am  not  able  to  answer  that.  Judge  Adamson.  I 
mention  our  system  as  a  concrete  case.  We  adopted,  on  the  1st  of 
January,  a  system  by  which  we  procured  life  insurance  for  each 
employee  receiving  a  salary  of  not  over  $4,000  equal  to  one  year's 
wages,  with  a  minimum  of  $500  and  a  maximum  of  $2,500;  also 
accident  insurance  to  the  amount  of  not  exceeding  $2,500,  and  with 
disability  benefits  running  as  far  as  two  years,  and  insurance  against 
illness. 

Mr.  Adamson.  Health  policies? 

Mr.  LovETT  (continuing).  To  the  extent  of  half  pay,  with  a  mini- 
mum of  $5  a  week,  and  a  miximum,  I  think,  of  $2,500.  We  do  not 
carry  the  insurance  ourselves.  We  got  a  life  insurance  company  to 
provide  the  life  insurance,  and  an  accident  insurance  company  to 
provide  the  health  and  accident  insurance. 

Mr.  Adamson.  And  you  pay  the  premium? 

Mr.  LovETT.  We  pay  all  the  premiums.  We  are  going  to  experi- 
ment with  it.  All  settlements  are  made  through  us,  and  if  we  find 
after  a  year  or  more  that  we  can  do  it  cheaper  ourselves,  we  will 
do  it  ourselves.     We  know,  of  course,  just  what  it  will  cost,  because 
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wa  know  what  the  premiums  amoimt  to,  and  we  will  know  from  the 
payments  to  employees  made  through  us  how  much  it  is  costing  the 
insurance  companies;  so  we  have  a  close  check. 

Mr.  Adamson.  Various  propositions  have  been  made  to  us  in  the 
last  20  years  to  legislate  about  insurance.  We  have  refrained  on 
the  idea  that  it  was  not  interstate  commerce,  and  it  was  suggested  to 
me  that  if  the  carriers  themselves  were  going  to  take  up  the  matter  of 
insuring  employees,  it  might  alter  the  situation,  but  if  you  merely 
patronize  the  old  companies  and  pay  the  premiums  I  do  not  know 
that  that  would  change  the  situation. 

Mr.  Low.TT.  I  should  say,  as  an  offhand  opinion,  that  it  is  not 
insurance,  it  is  a  matter  of  employment. 

Mr.  Adamson.  A  part  of  your  contract  ? 

Mr.  LovETT.  A  part  of  our  contract.  This  benefit  accrues  to  every 
man  who  has  been  one  year,  or  who  shall  have  been  one  year  jn  the 
service,  and  in  addition  to  this  we  have  the  pension  system ;  that  is 
also  supplied  by  the  company. 

Mr.  Adajison.  All  that  is  figured  as  compensation? 

Mr.  LovETT.  All  that  we  figure  as  part  of  our  expenses,  and  we 
are  charging  these  payments  as  part  of  our  operating  expenses. 

Mr.  Hamilton.  If  that  is  considered  as  part  of  the  contract  of 
hiring,  under  the  decision  of  the  Supreme  Court  of  yesterday  on  the 
Adamson  law,  it  might  possibly  become  a  matter  relating  to  inter- 
state commerce. 

Mr.  LovETT.  Well,  we  reserved  the  right  to  abolish  this  system 
any  time  we  wanted  to,  and  the  benefit  is  forfeited  when  a  man 
leaves  the  service.  We  can  not  and  would  not  undertake  to  abolish 
it  as  to  any  particular  individual;  we  would  abolish  it  as  a  whole. 
We  have  also,  as  most  roads  have,  a  hospital  system  that  is  supported 
by  the  employees  to  the  extent  of  monthly  contributions,  and  we 
supply  any  deficit  that  arises.  With  the  large  companies  emploj^ing 
a  great  many  men,  the  hospital  systems  are  usually  self-supporting. 
Small  companies  sometimes  have  a  deficit.  Sometimes  there  is  a 
dificit  with  us,  but  when  business  is  heavy  there  is  no  deficit. 

Mr.  Adamson.  Then,  if  in  a  general  strike  all  the  men  quit,  aU 
these  benefits  would  cease? 

Mr.  LovETT.  Yes.  There  are  a  good  many  motives  entering  into 
it.     We  want  to  make  the  service  attractive  to  the  men. 

Mr.  Adamson.  Mr.  Chairman,  I  am  much  obliged  to  you. 

Mr.  Sims.  All  of  which  is  paid  for  by  the  public  who  patronize  the 
road? 

Mr.  LovETT.  Yes.  "V\'^e  want  to  make  the  service  attractive  to  the 
men,  and  we  also  want  the  men  to  feel  that  some  provision  is  made 
for  them.  We  think  the  families  of  the  men  are  about  the  most 
important  part  of  the  men,  and  we  want  them  to  feel  that  some  pro- 
vision is  made  not  only  for  death,  but  for  illness  and  accidents. 

Mr.  Sims.  But  without  a  sufficient  freight  rate  you  could  not  keep 
this  up?     I  mean  revenues? 

Mr.  LovETT.  Oh,  it  is  going  to  run  to  a  large  sum  of  money  each 
year,  but  compared  with  our  toal  disbursements  it  is  not  large. 

Mr.  Hamilton.  Of  course  that  would  all  run  back  to  the  old 
proposition  that  the  consumer  pays  the  tax  ? 

Mr.  LovETT.  Yes,  sir.  We  can  not  get  away  from  that,  Mr. 
Hamilton.     Whatever  is  done  the  shipper  has  got  to  pay  for. 
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The  Chairman.  The  purpose  of  this  provision  was  mainly  to  pro- 
vide for  the  employees  who  were  subject  to  the  great  risks,  and  to 
frankly  impose  the  cost  of  it  as  an  operating  charge  upon  the  public? 

Mr.  LovETT.  I  beliave  the  situation  of  the  railroad  operatives  in 
every  way  has  been  very  rapidly  improving,  and  I  think  railroad 
companies  have  been  doing  a  great  deal  in  recent  years  to  improve 
the  situation  of  their  men.  I  know  we  have,  in  club  houses  and 
otherwise,  and  we  think  it  is  money  not  only  for  the  company  but 
that  it  has  done  a  very  great  deal  of  good  which  can  not  he  measured 
in  dollars  and  cents. 

The  Chairman.  In  the  case  of  your  company,  does  the  estimate 
you  have  made  of  the  cost  of  this  equal  1  per  cent  of  your  gross 
receipts  ? 

Mr.  LovETT.  What  is  1  per  cent  of  $104,000,000?  That  was  our 
gross  receipts  for  last  fiscal  year. 

The  Chairman.  One  per  cent  would  be  approximately  a  million 
dollars. 

Mr.  LovETT.  Approximately  a  million  dollars  a  year.  Our  gross 
earnings  in  the  fiscal  year  ending  June  30  were  unusually  large. 
The  estimated  cost  of  this  insurance  plan  would  be  a  little  less  than 
.that,  but  it  would  be  more  than  1  per  cent  on  our  gross  earnings  for 
some  years.  I  would  rather  not  give  the  exact  estimated  cost  of  this 
at  this  time,  because  I  do  not  know. 

The  Chairman.  The  next  section,  section  21,  provides  for  a  board 
of  conciliation.    It  reads : 

The  Interstate  Commerce  Commission  is  hereby  empowered  and  directed  to 
act  as  a  board  of  conciliation  between  corporations  organized  under  this  act 
and  their  employees  as  to  any  dispute  arising  between  said  corporation  and  its 
employees  in  the  matter  of  compensation,  hours  and  conditions  of  labor,  the 
protection  of  life  and  limb  of  said  employees;  and  such  power  shall  be  ex- 
ercised by  such  commission  in  accordance  with  rules  and  regulations  to  be  made 
and  from  time  to  time  altered  by  said  commission. 

What  is  your  view  as  to  the  wisdom  of  intrusting  the  power  of 
settling  disputes  between  railroads  and  their  employees? 

Mr.  LovETT.  I  do  not  care  much  for  a  board  of  conciliation;  but  I 
am  very  strongly  in  favor,  as  I  stated  yesterday,  of  some  tribunal 
that  will  decide  questions  between  railroads  and  their  train  em- 
ployees and  of  a  law  that  will  make  that  decision  effective.  Whether 
that  is  done  by  the  Interstate  Commerce  Commission  or  by  some 
other  commission  I  do  not  care,  provided  it  is  by  a  commission  of 
high  character  appointed  by  the  President. 

The  Chairman.  What  do  you  think  about  the  wisdom  of  intrust- 
ing this  power  of  settling  these  disputes — not  simply  by  a  board  of 
conciliation,  but  of  settling  these  disputes? 

Mr.  LovETT.  To  the  Interstate  Commerce  Commission  ? 

The  Chairman.  Yes, 

Mr.  LovETT.  I  should  favor  it.  Of  course  the  Interstate  Com- 
merce Commission  under  the  existing  law  could  not  give  much  time 
to  questions  of  that  sort  and  perform  its  other  duties. 

The  Chairman.  It  would  have  to  be  enlarged  and  divided  into 

divisions?  ,  i  ,  i  ^ 

■  Mr.  LovETT.  It  would  have  to  be  enlarged,  or  through  some  sub- 
sidiary commission- 


Mr.  AnAMSON.  Mr.  Chairman,  the  commission  might  do  that  just 
as  it  does  some  of  its  other  duties— appoint  some  one  else  to  do  it. 
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The  Chairman.  Yes. 

Mr.  LovETT.  But  I  am  distinctly  in  favor  of  giving  some  com- 
mission—the Interstate  Commerce  Commission,  if  it  is  given  suffi- 
cient time— that  power.  I  say  the  Interstate  Commerce  Commission 
because  we  kn.ow  who  the  commissioners  are,  and  regard  them  as 
fair  men,  and  they  would  probably  settle  the  dispute  fairly.  I  would 
,  also  favor  some  other  high-class  commission  to  decide  such  ques- 
tions.   I  am  distinctly  in  favor  of  it. 

Senator- Cummins.  I  did  not  quite  understand  your  answer.  Do 
you  mean  that  you  favor  giving  to  a  commission— the  Interstate 
Commerce  Commission  or  some  other — the  power  to  fix  all  compensa- 
tion to  be  paid  by  the  railwaj^  companies  originally,  or  do  you 
mean  to  give  it  power  to  adjust  disputes  when  they  arise? 

Mr.  LovETT.  To  adjust  disputes.  Where  the  parties  agree  I  do  not 
see  any  occasion  for  taking  the  matter  to  the  commission.  It  perhaps 
ought  to  have  a  veto  power,  as  it  has  with  reference  to  rates  of  trans- 
portation. 

Senator  Cummins.  You  are  familiar  with  what  is  known  here  as 
the  Underwood  proposal  or  amendment 

Mr.  LovETT.  Yes. 

Senator  Cummins  (continuing).  Which  gives  the  Interstate  Comr 
merce  Commission  power — makes  it  its  duty  to  fix  all  wages  and 
salaries,  as  well  as  hours  of  labor  and  conditions  of  labor,  from  the 
highest  officer  of  the  corporation  to  the  lowest  employee.  Do  you 
mean  thAt  you  favor  some  such  proposition  as  that? 

Mr.  LovETT.  I  shuld  have  no  objection  to  that.  Senator;  but  I 
believe  that  is  putting  more  work  on  the  commission  than  is  neces- 
sary. For  the  same  reason  I  believe  that  it  would  be  a  mistake  to 
make  it  the  duty  of  the  commission  to  fix  all  rates. 

Senator  Cummins.  Yes.  The  idea  in  your  mind  was  to  confine  the 
authority  to  the  adjustment  or  settlement  of  disputes  when  they  arise, 
with  regard  to  compensation? 

Mr.  LovETT.  Yes. 

Mr.  Hamilton.  Do  you  understand  that  to  be  the  gist  of  the  de- 
cision of  the  Supreme  Court  of  yesterday  ? 

Mr.  LovETT.  I  do  not  understand  that  decision,  Mr.  Hamilton.  -  I 
have  not  read  it.  I  have  only  seen  the  newspaper  reports,  which  are 
not  very  clear.  But  my  view  as  to  the  right  of  Congress  to  do  this 
is  wholly  independent  of  that  decisiop. 

Mr.  Hamilton.  Exactly. 

Mr.  Adamson.  In  other  words,  you  knew  it  before  the  Supreme 
Court  said  it  ?  . 

Mr.  LovETT.  No,  of  course  I  did  not  know  what  the  Supreme  Court  ' 
would  decide,  but  I  understood  the  controversy  in  that  case  was  as 
to  the  power  of  Congress  to  fix  wages,  not  to  require  arbitration. 

Mr.  Adamson.  Oh,  I  thought  he  was  talking  about  arbitration.  I 
beg  your  pardon. 

Mr.  LovETT.  Yes.  Now,  what  I  meant  by  my  statement  that  I 
favored  some  tribunal  to  decide  controversies 

Mr.  Adamson.  I  thought  that  was  what  he  was  talking  abou^.  I 
beg  Mr.  Hamilton's  pardon. 

Mr.  Hamilton.  The  distinction  was  drawn  between  the  fixing  of 
wages  originally  and  the  fixing  of  wages  in  case  of  disagreement,  and 
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I  asked  Judge  Lovett — I  meant  to  ask  him — whether  he  understood 
the  recent  decision  of  the  Supreme  Court  to  give  the  power  to  Con- 
gress to  fix  wages  in  case  of  disputes. 

Senator  Cummins.-  Do  you  recognize  any  difference  between  the 
power  that  Congress  has  to  fix  wages  and  the  power  it  has  to  delegate 
to  a  commission  the  same  authority? 

Mr.  Lovett.  I  do  not,  since  Monday,  when  the  Supreme  Court  de- 
cided that;  because  apparently  Congress  has  the  power  to  fix  wages 
and  to  delegate  it  to  the  commission. 

Senator  Cummins.  I  understand  the  Supreme  Court  has  decided 
that.  I  do  not  think  there  ever  ought  to  have  been  any  question 
about  it. 

Mr.  Lovett.  The  distinction  in  my  mind.  Senator,  without  taking 
the  time  of  the  committee  to  make  any  argument  on  the  subject,  was 
this :  Undoubtedly  Congress  has  power  to  fix  or  to  authorize  a  com- 
mission to  fix  rates,  because  the  rates  of  common  carriers  have  from 
time  immemorial  been  subject  to  be  fixed  by  law.  The  right  to  fix 
wages  never  has  been  regarded,  as  I  understand,  as  a  proper  legis- 
lative power.  That  difference  is  responsible  for  the  controversy  that 
was  decided  by  the  Supreme  Court. 

Senator  Cummins.  Yes. 

Mr.  Lovett.  And  the  Supreme  Court  has,  in  effect,  held  that  Con- 
gress has  the  same  power  to  fix  wages  as  to  fix  rates. 

Mr.  Hamilton.  The  power  to  fix  rates  was  established  by  common 
law  even  before  it  became  incorporated  in  our  Constitution. 

Mr.  Lovett.  Yes. 

Now,  applying  this  to  the  question  asked  by  Senator  Cummins, 
I  have  felt  all  along  that  whatever  might  be  the  power  of  Con- 
gress to  fix  wages,  Congress  would  have  power  to  establish  a  tri- 
bunal to  settle  a  wage  controversy,  just  as  a  court  settles  a  contro- 
versy between  two  individuals  with  respect  to  a  piece  of  land. 

Senator  Cummins.  I  have  no  doubt  about  that. 

Mr.  Lovett  (continuing).  And  say  that  this  land  belongs  to  A 
and  not  to  B ;  that  Congress  would  have  the  right  to  create  a  tribunal 
to  settle  a  dispute — ^not  necessarily  a  court,  but  it  would  be  due 
process  of  law  to  create  a  tribunal  appropriate  to  that  particular 
matter,  to  decide  disputes  between  interstate  carriers  and  their  em- 
ployes over  wages,  and  to  make  that  binding  as  a  decree  of  court  is 
binding,  except,  of  course,  it  could  not  compel  a  man  to  work  who 
did  not  want  to  work. 

Senator  Cummins.  The  point  I  had  in  my  mind  was  this.  When 
we  give  a  commission  authority  to  do  a  thing,  we  must  give  it  a  rule 
which  it  may  apply  to  the  facts,  and  all  the  rule  that  we  could  give  it 
would  in  this  instance  be  that  it  must  fix  wages  which  are  reason- 
able. Now,  is  that  a  sufficiently  definite  rule  to  enable  Congress  to 
work  through  a  commission  ? 

Mr.  Lovett.  You  are  dealing  now  with  a  commission  fixing  wages 
in  the  absence  of  a  dispute? 

Senator  Cummins.  Entirely. 

Mr.  Lovett.  I  should  not  like  to  venture  any  opinion  on  that  sub- 
ject. Senator,  until  I  have  seen  the  opinion  of  the  Supreme  Court, 
because  it  is  a  new  doctrine  to  me. 

The  Chairman.  As  I  understand,  the  decision  of  the  Supreme 
Court  is  based  upon  the  public  character  of  the  employment? 
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Mr.  LovETT.  I  have  not  seen  it ;  1  do  not  know. 

Mr.  Adamson.  Mr.  Chairman,  when  the  judge  was  expressing  the  . 
idea  that  he  had  never  until  lately  understood  that  Congress  had 
jurisdiction  over  wages,  I  interrupted  him  and  he  had  net  finished 
his  sentence.  I  want  to  call  attention  to  the  fact  that  in  section  20 
of  the  act  to  regulate  commerce  there  is  a  long  enumeration  of  things 
which  the  commission  shall  study  to  keep  itself  informed  upon, 
and  among  those  is  the  specific  mention  of  wages,  the  number  of 
people  employed,  who  they  are,  and  what  they  are  paid.  I  presume 
that  that  enumeration  is  to  aid  the  commission  in  discharging  its 
duty  in  adjusting  rates.  Now,  is  not  that,  itself  of  long  standing, 
a  recognition  that  Congress  did  have  fome  jurisdiction  over  wages? 

Mr.  LovETT.  Well,  Judge  Adamson,  that  was  rather  a  live  ques- 
tion among  the  group  of  railroad  men  of  which  I  was  a  member 
here  last  summer. 

We  recognize  that  the  commission,  upon  an  application,  for  in- 
stance, to  increase  rates,  would  have  a  right  to  say  whether  or  not 
the  increase  should  be  granted  and  to  inquire  into  everything  we 
spend  and  as  to  whether  we  spend  too  much;  and  when  we  were 
urged  to  voluntarily  agree  to  the  miscalled  eight-hour  proposition 
v,e  were  afraid  that  if  we  agreed  we  would  be  charged  with  ex- 
travagance on  an  application  for  an  increase  in  the  rates.  The  fact 
is  that  a  great  many  of  us  were  swamped  with  telegrams  giving  us 
fair  warning  that  if  we  acceded  to  this  demand  we  need  not  expect 
a  rate  increase  to  reimburse  us,  because  they  contended  it  was  an  , 
unreasonable  demand.  Under  the  provision  you  mention,  of  course, 
the  commission  keeps  itself  informed  as  to  wages  and  everything  the 
railroads  do  in  connection  with  these  applications  for  rate  increases, 
but  I  do  not  understand  it  was  intended  thereby  to  allow  the  com- 
mission to  fix  wages. 

Mr.  Adamson.  I  understand  the  commission,  while  it  will  con- 
sider wages,  they  will  not  make  an  allowance,  in  fixing  rates,  for 
wages  which  they  find  were  improperly  allowed.  That  might  have, 
been  a  miscalled  eight-hour  proposition  when  the  President  had  the 
matter  up  with  you  gentlemen,  butj  to  dispose  of  a  whole  lot  of  state- 
ments and  confusion  about  it,  I  will  say  that,  before  our  committee, 
where  the  law  originated,  it  was  an  eight-hour  law,  and  it  was  re- 
ported on  the  statements  of  the  brotherhoods  that  80  per  cent  of 
your  divisions  were  100  miles  long,  approximately,  and  if  you  let 
them  run  12^  miles  an  hour  they  could  run  them  in  eight  hours  as 
well  as  10  and  there  would  be  no  increase  in  expenses  for  you  except  | 
that  you  would  have,  probably,  to  run  lighter  trains.  * 

Mr.  Hamilton.  But  the  Supreme  Court  has  heretofore  said  that  , 
what  is  said  in  the  law  governs  and  not  what  is  said  about  the  law. 

Mr.  Adamson.  When  you  see  the  full  text  of  the  Supreme  Court's 
decision,  you  will  find  that  they  do  not  combat  the  idea  of  our  com-  ^ 
mittee.  The  basic  idea  was  an  eight-hour  law,  and  the  brotherhoods  | 
will  find,  if  the  matter  ever  arises,  that  we  did  not  intend,  by  collu-  :| 
sion  or  otherwise,  to  let  them  work  eight  hours  on  one  day  and  then  I 
work  eight  hours  in  the  same  day  and  get  paid  for  it.  The  proposi-  ' 
tion  was  purely  and  simply  an  eight-hour  day. 

Mr.  LovETT.  If  you  had  passed  a  straight  eight-hour  law,  I  am 
afraid  you  would  have  had  a  strike. 
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Mr.  Adamson.  "Well,  they  must  mean  what  they  say.  They  stated 
they  wanted  eight  hours'  work  a  day. 

The  Chairman.  Let  us  go  on. 

Mr.  Adamson.  Have  we  not  been  going  on? 

The  Chairman.  Section  22  refers  to  penalties,  etc. 

Mr.  Adamson.  Can  not  we  facilitate  going  on  by  adopting  the  full 
bill  in  gross? 

The  Chairman.  I  think  so,  but  I  think  it  would  require  a  great 
deal  of  persuasion,  and  I  should  want  to  amend  it  myself. 

Mr.  Adamson.  I  do  not  think  you  would  want  to  vote  for  it. 

The  Chairman.  Section  23  provides  for  dividends.    I  will  read  it : 

No  such  corporation  shall  pay  or  distribute  to  its  stockholders  in  any  form 
during  any  one  year  a  dividend  or  dividends  exceeding  in  total  amount  5  per 
cent  upon  the  entire  capital  stock.  If,  after  the  payment  by  such  corporation 
ojC  its  operating  expenses,  maintenance,  improvements,  and  betterments,  its 
taxes,  its  Interest  on  bonded  or  other  indebtedness,  and  its  contribution  to  the 
accident  and  insurance  fund,  there  shall  bo  a  surplus  over  and  above  the 
amount  necessary  to  pay  such  dividend  of  5  per  cent  per  annum,  the  surplus 
shall  be  apportioned  as  follows :  One-half,  thereof  shall  be  paid  into  a  guaranty 
fund  in  the.  Treasury  of  the  United  States  for  future  dividends  in  case  of  a 
slackening  of  business,  such  fund  to  be  controlled  and  invested  by  the  Inter- 
state Commerce  Commission,  and  one-half  thereof  shall  be  paid  into  the 
accident  and  insurance  fund  provided  for  by  this  act. 

No  reduction  of  rates  as  to  any  given  railroad  shall  be  made  or  ordered 
by  the  Interstate  Commerce  Commission,  or  by  any  other  governmental  agency, 
which  shall  make  it  reasonably  probable  that  such  5  per  cent  dividends  can  not 
be  earned  upon  the  total  capital  stock  of  the  corporation. 

I  will  say,  with  reference  to  that,  I  have  modified  my  views.  I 
would  increase  that  to  7  per  cent. 

Of  course,  the  interest  rates  have  increased  since  the  time  this  bill 
was  drawn,  and  my  view  would  be  to  increase  that  from  5  per  cent 
to  6  or  7  per  cent. 

What  is  your  view  regarding  the  effect  of  limiting  dividends,  with 
reference  to  the  public  interest?  Does  it,  in  your  judgment,  have  the 
effect  of,  or  will  it  have  the  effect  of,  encouraging  the  betterment  of 
the  road  if  the  profits  exceed  the  rate  of  dividend,  and  increase 
wages,  effect  a  diminution  in  hours,  and  general  providence  for  the 
employees  of  the  railroads? 

Mr.  LovBTT.  Senator,  that  is  a  very  large  subject,  and  I  believe 
I  could  point  out  many  objections  to  it,  but  I  will  not  undertake 
to  cover  the  whole  field.  I  think  it  would  be  a  very  great  mistake  to 
attempt  anything  of  the  sort,  because  I  am  absolutely  certain  that  it 
can  not  be  successful.  I  think  I  stated  yesterday  that  from  all  of  my 
connection  with  railroads  and  with  rate  making,  I  have  never  yet 
known  a  particular  rate  to  be  made  with  reference  to  dividend  re- 
quirements of  the  companies.  I  do  not  refer  to  the  general  level 
of  rates.  I  will  not  undertake  to  enumerate  all  of  the  objections, 
but  you  see  at  once  that  some  railroads  with  a  given  system  of 
rates  would  earn  a  great  deal  and  others  would  become  bankrupt. 
The  conditions  on  the  roads  vary  so  that  it  is  impossible  to  fix  rates 
'with  reference  to  dividends  of  a'  company.  You  have  to  fix  the 
rates  with  reference  to  the  traffic  and  the  needs  of  the  pubhc  and 
not  with   reference  alone  to  the  needs  of  the  railroad  company. 
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Eates,  I  belie^^e,  are  commercial  matters.  I  believe  the  development 
of  the  country  in  the  past  and,  I  feel  confident,  the  development  of 
the  future,  will  require  that  rates  continue  to  be  what  they  have 
always  been,  a  commercial  proposition.  The  rates  have  got  to  be 
made  with  reference  to  the  needs  of  commerce. 

"We  are  not  starting  out  with  a  new  system  where  the  rates  will 
be  made  all  over  again,  but  the  rates  are  already  made.  They  have 
grown  with  the  railroad  business.  The  relations  have  been  adjusted 
with  reference  to  the  development  of  th«  railroads  and  the  commerce. 
You  can  not  disturb  that  by  launching  upon  an  entirely  new  system. 
It  is  entirely  a  matter  of  expert  adjustment.  The  matter  of  rates 
is  largely  dictated  by  the  commercial  necessities  and  by  the  needs  of 
the  traffic  and  the  needs  of  the  different  communities,  by  competition 
of  ports  and  manufacturers  and  markets.  There  is  an  endless  multi- 
tude of  circumstances  that  enter  into  the  making  of  rates,  and  the 
probabilities  are  that  nobody  could  give  half  the  reasons  that  actually 
entered  into  the  making  of  any  given  rate  to-day — certainly  not  any 
made  several  years  ago.  Any  attempt  to  base  rates  on  the  value 
of  the  railroads  or  only  on  the  needs  of  the  railroads  for  revenue 
would  be  disastrous.  So,  one  witness  here,  I  believe,  suggested  a  sys- 
tem of  rates  that  would  pay  6  per  cent  on  the  value  of  the  roads  or 
the  investment  in  the  roads,  and  that  the  rates  be  put  up  or  down  as 
the  necessity  for  keeping  up  the  6  per  cent  developed.  Of  course,  I 
can  not  imagine  anything  that  would  be  more  distressing  to  the 
business  of  the  country  than  such  system  of  rates. 

Your  question  suggesting  that  a  fund  be  created  to  continue  divi- 
dends in  lean  years — that  would  mean,  I  suppose,  all  the  railroads 
of  the  United  States  would  be  pooled,  because  you  would  have  to 
take  care  of  the  weak  roads  as  well  as  the  strong.  I  suppose  it  con- 
templates that  all  the  railroads  of  the  United  States  be  put  into  one 
ownership. 

The  Chairman.  I  did  not  have  that  in  contemplation  at  all. 

Mr.  LovETT.  I  do  not  see  how  you  can  work  it  unless 

Mr.  Adamson.  Some  railroads  are  lean  all  the  time. 
Mr.  LovETT.  Yes;  some  railroads  are  lean  all  the  time.  I  believe 
more  people  are  served  by  the  lean  roads  than  by  the  fat.  You  can 
not  ignore  the  lean  roads  in  this  matter.  I  should  say  that  rates  must 
be  left  to  the  commercial  interests  of  the  country,  to  the  railroads, 
and  to  supervision  by  the  proper  Government  agencies.  It  is  sim- 
ply one_  of  those  things  that  can  not  be  settled.  The  Government 
and  society  are  in  a  constant  state  of  ferment  and  progress,  and  so 
it  is  with  rates.  It  would  be  very  convenient  to  have  a  rule  by  which 
to  measure  rates — to  have  a  commission  sit  down  and  say  this  is 
reasonable  and  this  is  not,  etc.,  but  it  can  not  be  done.  We  have 
tribunals  for  deciding— not  always  justly— but  deciding  these  mat- 
ters. There  is  absolutely  no  rule— and  I  say  it  with  all  the  con- 
fadence  any  man  can  feel  after  a  great  deal  of  experience  with 
rate  controversies— that  there  is  absolutely  no  rule  for  deciding 
rates.  We  know  what  a  confiscatory  rate  is,  and  we  laiow  what  a 
rate  is  that  will  not  permit  the  traffic  to  move.  It  is  necessary  to  leave 
the  matter  to  be  worked  out  under  commissions  as  they  have  been 
working  it. 
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I  think  the  plan  you  have  suggested  is  utterly  impracticable,  unless 
you  are  preparing  to  pool  all  of  the  railroads  all  over  the  United 
States  and  let  the  strong  railroads  carry  the  Aveak  railroads,  and  that 
I  do  not  believe  anybody  favors. 

The  Chairman.  I  understood  you  to  say  that  in  making  the  rates 
the  needs  of  the  roads  are  not  considered,  and,  yet,  was  not  that  the 
basis  for  the  application  for  an  increase  of  5  per  cent  ? 

Mr.  LovETT.  Yes;  but  the  rates  had  already  been  made— the  ad- 
justnients  had  already  been  made — and  they  put  a  certain  increase  on 
certain  commodities.  I  referred  particularly  to  original  rates  and  not 
to  a  general  advance  or  decrease  to  a  new  level  as  for  an  emergency. 

The  Chairman.  In  doing  that  they  considered  the  needs  of  the 
roads.  So,  as  a  matter  of  fact,  they  do  consider  the  needs  of  the 
roads  ? 

Mr.  LovETT.  Yes;  when  an  appeal  is  made  to  the  rate-making 
power  for  an  increase  in  rates  they  do  base  it  upon  the  needs  of  thb 
roads. 

The  Chairman.  Now,  the  thought  I  had  in  this  section  is  this: 
That  by  a  limitation  of  the  dividends  fixed  at  a  rate  that  would 
attract  capital  into  the  roads,  that  you  would  thereby  automatically 
have  one  of  three  things — if  there  was  any  surplus  above  those  divi- 
'  dends — namely,  the  betterment  of  the  roads,  reduction  in  rates,  or 
improvement  in  the  wages  and  conditions  of  the  men,  or  in  perhaps 
all  of  them.  All  of  those  are  beneficial  purposes.  Then  I  had  in 
view  the  history  of  the  New  York  &  New  Haven  road,  whose  charter 
limited  their  dividends  to  10  per  cent — a  charter  granted  a  long  time 
ago.  So  long  as  they  operated  under  that  charter  and  avoided  the 
scheme  of  expansion  subsequently  developed  the  limitation  of  divi- 
dends resulted  in  an  enormous  betterment  of  the  road,  so  much  so 
that  the  New  York  &  New  Haven  road,  I  believe,  was  regarded  as  the 
best  railroad  in  the  country.  It  resulted  in  the  improvement  of  the 
terminal  facilities,  the  multiplication  of  tracks  and  sidetracks,  and 
it  was  the  most  perfect  machine  in  the  country  for  transportation. 

Now,  they  broke  loose  from  that  charter  restriction.  I  do  not  know 
how  or  whether  it  was  sanctioned  by  law  or  not,  but  they  landed'  in 
difficulty  later  on.  You  will  observe  that  this  provision  does  not 
'  compel  rates  which  will  yield  6  per  cent  dividends — yield  these  divi- 
dends. It  simply  provides  that  no  reduction  in  rates  shall  be  made 
which  shall  make  it  reasonably  probable  that  the  dividends  can  not 
be  maintained,  leaving  it  harder  for  the  road  itself,  I  imagine,  to 
meet  such  conditions  as  might  necessitate  a  reduction  of  rates  in  order 
to  maintain  any  business  or  get  any  business.  I  agree  with  you  that 
you  can  not  by  a  mere  legislative  enactment  give  a  road  business.  It 
has  got  to  meet  the  market  in  some  way ;  but  the  purpose  of  this  was 
to  prevent  the  regulative  power  being  used  in  such  a  way  as  to  dimin- 
ish its  divid,ends  and  to  limit  the  dividends  in  some  way  as  to  make 
the  surplus  available  either  for  dividends  in  the  lean  years  or  for 
improvement  of  the  roads  or  the  reduction  in  rates  or  the  betterment 
of  the  wages  and  conditions  of  the  men. 

.     Now,  don't  you  think  that  such  a  provision  as  that  would,  over  a 
series  of  years,  work  out  automatically  a  reduction  in  rates,  better- 
ment of  the  roads,  increases  in  wages,  and  improvement  in  condi- 
tions of  the  workingmen? 
90590— PT  11—17 6 
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Mr.  LovETT.  On  the  very  rich  roads— the  strong  roads— it  wopld 
make  them  better  roads  and  improve  or,  perhaps,  increase  wages  and, 
perhaps  reduce  rates.  It  would  make  it  still  harder  for  the  weak 
roads  to' live  and  to  meet  their  competition.  I  should  say,  if  you  are 
to  limit  dividends,  you  had  better  pool  the  interests  of  all  the  rail- 
roads. If  the  rich  roads  can  get  only  so  much,  you  had  better  help 
the  weak  roads;  otherwise,  if  you  are  going  to  treat  each  road  sepa- 
rately, you  will  make  the  good  roads  better  and  the  poor  roads 

TJOOrGl* 

The  Chairman.  You  think  it  would  necessarily  have  that  effect  on 
the  weaker  roads? 

Mr.  LovETT.  I  should  think  it  would. 

The  Chairman.  Provided  they  have  the  same  traffic  area;  yes. 

Mr.  LovETT.  The  more  money  spent  extravagantly  on  a  railroad  in 
improving  it,  the  more  attractive  it  will  be  to  the  public,  and  that 
much  more  business  it  will  take  away  form  the  poorer  competitor. 

Mr.  Hamilton.  "Would  that  naturally  lead,  in  the  course  of  time,  to 
the  absorption  of  the  poor  competitor? 

Mr.  LovETT.  If  it  is  a  competitor,  then,  under  the  existing  law,  of 
course,  it  could  not  be  absorbed;  but  I  do  not  know  what  would 
become  of  it. 

Mr.  Hamilton.  There  seems  to  be  means  for  what  you  call  indirect 
absorption — selling  out,  perhaps,  to  those  who  want  to  buy. 

Mr.  Lovett.  I  have  not  discovered  any  in  recent  years,  Mr.  Hamil- 
ton. I  think  one  of  the  benefits  of  the  Sherman  law  is  to  diminish' 
the  nuisance  value  of  a  good  many  roads.  •      ; 

Senator  Townsend.  Do  I  understand,  Mr.  Chairman,  that  Sen- 
ators and  Eepresentatives  can  enter  into  your  questions  here  ?  There 
are  a  lot  of  things  that  I  should  like  to  ask  at  this  time,  but  I  hesi- 
tated to  interrupt  you. 

Mr.  Adamson.  The  rule  adopted  was  that  the  witness  should  make 
his  statement,  his  opening  statement,  without  interruption,  but  that 
on  cross-examination  we  can  mix  it  with  you. 

Mr.  Hamilton.  I  do  not  understand  it  as  Judge  Adamson  states, 
although  I  believe  it  would  be  an  excellent  innovation. 

Mr.  Adamson.  The  prohibition  was  only  with  reference  to  the 
direct  statement. 

Mr.  Hamilton.  By  way  of  apology,  I  wish  to  state  that  I  had  an 
illustrious  example. 

Mr.  Adamson.  And  your  illustrious  example  was  proceeding  by 
authority. 

The  Chairman.  I  will  only  say  that  I  understood  the  rule  to  be 
that  it  applied  both  to  the  direct  statement  and  to  cross-examination. 

Mr.  Adamson.  This  rule,  I  think,  would  apply  to  the  cross-exami- 
nation— that  we  should  ask  the  chairman's  permission  to  interrupt 
him.    That  I  have  done  in  each  instance. 

Mr.  Sims.  The  rule  was  that  each  conduct  his  own  examination,  and 
should  be  permitted  to  finish  before  interruption. 

Mr.  Adamson.  That  is  not  the  rule  at  all;  but  politeness  would 
require  that  we  ask  the  chairman  for  permission  to  interrupt  the 
examination. 

The  Chairman.  We  will  settle  that  in  executive  session.  As  I  have 
yielded  to  others,  Senator,  I  should  be  glad  to  yield  to  you. 
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Senator  Townsknd.  I  do  not  want  to  violate  the  rule,  but  if  we  all 
take  as  much  time  as  you  have  we  would  never  have  time  to  talk 
about  anything.  I  simply  have  a  few  questions  which  I  should  like 
to  put  at  this  time  to  develop  certain  features  of  this  matter.  Of 
course  we  are  never  going  to  get  through  with  the  examination  if 
we  each  take  as  long  as  the  chairman  has  and  proceed  in  this  way. 

Senator  Cumjiins.  Our  rule  is  in  writing. 

Mr.  Hamilton.  We  have  not  all  got  bills. 

The  Chairman.  I  will  proceed.    I  will  close  in  a  few  minutes. 

Mr.  Adamson.  The  rule  we  adopted  was  for  the  convenience  of  the 
witness  as  well  as  for  the  acceleration  of  business.  The  rule  was  that 
he  should  make  his  direct  statement  without  interruption,  and  when 
the  examination  begins  it  was  only  necessary  to  ask  permission  to 
interrupt,  as  both  Senator  Cummins  and  I  have  doiie. 

Mr.  Hamilton.  I  did  not  have  that  interpretation  of  the  rule. 

Mr.  Sims.  Judge  Lovett  will  stay  with  us  until  the  next  strike 
anyway. 

Mr.  LovETi\  I  am  in  no  hurry. 

The  Chairman.  I  will  close  my  examination  in  a  few  moments. 

Judge  Lovett,  we  have  already  spoken  of  the  police  powers  of  a. 
State.  I  realize,  of  course,  the  embarrassment  for  a  great  system  of 
railroads  to  be  under  the  direction  and  control  of  10  or  11  sovereign- 
ties, one  the  national  sovereignty  and  the  other  the  State  sovereign- 
ties. In  the  exercise  of  these  police  powers  by  the  various  States  do 
you  find  that  they  exercise  them  with  reference  to  crews  and  other 
conditions  of  service  in  such  a  way  as  to  embarrass  interstate 
operations  ? 

Judge  Lovett.  Speaking  for  the  Union  Pacific,  Senator,  I  should 
say  no,  except  that  one  State  on  our  line  has  passed  what  is  comftionly 
known  as  the  "  full-crew  law,"  which  has  subjected  us  to  an  abso- 
lutely useless  expense.  Beyond  that  we  have  no  trouble  with  the 
police  powers  as  exercised  by  the  various  States.  We  are  quite  as 
.  anxious  as  they  are  for  reasonable  measures  of  safety.  They  require 
some  things  of  us  sometimes  that  we  do  not  agree  with — building 
some  depots  which  we  think  are  not  necessary — but  generally  they 
are  not  large  items.  I  stated  at  the  outset  that  very  few  States  in 
our  territory  have  laws  regulating  the  issue  of  securities— only 
three — and  with  those  States  we  have  had  absolutely  no  trouble. 
They  have  assented  to  what  we  sought  to  do.  The  only  real  griev- 
ance in  our  territory  is  on  account  of  some  2-cent-f  are  laws.  But  so 
far  as  the  police  powers  are  concerned  we  have  had.no  difficulty  and 
have  no  complaint.  ,    _ 

The  Chairman.  In  your  experience,  when  the  State  commissions 
act  do  they  have  hearings  in  the  immediate  communities  that  are 
affected,  or  do  they  hold  hearings  at  some  central  place? 

Mr.  Lovett.  Generally  at  the  capital. 

The  Chairman.  Have  you  observed  both  systems? 

Mr.  Lovett.  Do  you  mean  where  they  are  held  in  the  immediate 
locality  ? 

The  Chairman.  Yes. 

Mr.'  Lovett.  Yes. 
•     The  Chairman.  How  does  it  work? 

Mr.  Lovett.  I  think  it  was  satisfactory  to  everybody— to  the  public 
and  to  the  roads. 
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The  Chairman.  Such  hearings  are  likely  to  become  common  meet- 
ings ? 

Mr.  LovETT.  Yes;  they  are. 

The  Chairman.  Public  sentiment  is  both  expressed  and  becomes 
formed  ? 

Mr.  LovETT.  Yes ;  generally  they  are  like  town  meetings,  and  they 
are  generally  held  at  the  capital ;  sometimes  in  some  other  locality.    . 

The  Chairman.  Do  not  those  meetings  serve  the  purpose  of  bring-, 
ing  about  a  better  understanding  between  the  railroads  and  the 
communities  ? 

Mr.  LovETT.  Yes.  I  think  they  are  very  good.  I  am  not  objecting 
at  all.  Any  system  of  regulation  that  is  devised  ought  to  be  brought 
close  to  the  people.  That  is  why  1  suggest  these  regional  commis- 
sions— call  them  regional  or  call  them  anything  you  like. 

The  Chairman.  But  if  we  should  have  a  region  comprised  of 
10  or  12  States,  it  would  be  rather  difficult,  would  it  not,  to  get  into 
immediate  relations  with  the  different  communities,  as  the  State 
commissions  do? 

Mr.  LovETT.  No ;  I  think  not.  I  see  no  reason  why  these  regional 
commissions  should  not  go  wherever  there  is  any  matter  to  hear. 
It  would  be  very  much  better  than  now.  People  are  brought  from  all 
over  the  country"  to  Washington  or  other  great  centers  to  appear 
before  the  Interstate  Commerce  Commission. 

The  Chairman.  It  would  be  an  improvement,  of  course,  upon 
the  present  system? 

Mr.  LovETT.  Yes;  a  very  great  improvement. 

The  Chairman.  But  could  you  bring  a  regional  commission  into 
'direct  touch  with  the  various  communities,  as  the  State  commissions 
are  brought? 

Mr.  LovETT.  Not  to  the  same  extent.  They  would  not  be  candi- 
dates for  office,  for  instance.  Candidates  travel  over  States  some- 
times for  campaigns. 

The  Chairman.  I  mean  in  the  discharge  of  their  duties. 

Mr.  LovETT.  It  depends  on  how  many  regional  commissions  there 
are. 

The  Chairman.  That  is  what  I  wanted  to  know.  I  want  your  own 
view  on' that  subject  as  to  whether  five  is  enough. 

Mr.  LovETT.  There  ought  not  to  be  less  than  five,  and  if  I  were 
framing  the  law  I  should  provide  that  there  should  be  not  less  than 
5  nor  more  than  20,  and  leave  the  Interstate  Commerce  Commis- 
sion to  define  the  territories  they  should  be  appointed  in,  and  I^ 
should  provide  some  method  by  which  more  could  be  created. 

The  Chairman.  Could  you  suggest  in  the  law  itself  any  field  of 
activity  for  the  State  commissions? 

Mr.  LovETT.  As  State  commissions? 

The  Chairman.  As  State  commissions,  I  mean,  in  presenting- the 
interests  of  their  States  before  the  commission. 

Mr.  LovETT.  In  my  conception  of  the  relations  of  the  States  and 
the  Federal  Government  I  would  not  mix  the  State  officers  aud 
Federal  officers  dealing  with  the  same  subject. 

The  Chairman.  Yes;  but  if  you  had  one  acting  as  the  counsel 
and  the  other  as  the  judge,  there  would  be  no  conflict,  would  there? 
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Mr.  LovETT.  I  think  you  must  leave  to  the  State  commissions 
the  functions  they  will  exercise.  That  is  a  matter  for  the  State 
law. 

-   The  Chairman.  We  could  in  a  law  facilitate  that  and  perhaps 
provide  for  part  of  the  expense. 

Mr.  LovETT.  I  see  no  objection  to  that. 

The  Chairman.  Another  thing.  The  law,  I  believe,  at  present 
requires  ,that  the  decisions  shall  be  in  writing,  does  it  not  ? 

Mr.  LovETT.  I  think  so. 

The  Chairman.  Do  you  think  it  would  facilitate  the  determination 
of  these  questions,  speed  the  business,  if  that  requirement  of  the  law 
were  left  out? 

Mr.  LovETT.  I  am  inclined  to  believe  it  would.    I  know  it  would. 

The  Chairman.  Would  it  work  as  satisfactorily,  do  you  think? 

Mr.  LovETT.  I  think  it  would. 

The  Chairman.  Both  to  the  public  and  to  the  carriers? 

Mr.  LovETT.  Yes;  I  believe  so.  Unlike  most  lawyers — perhaps 
because  I  am  not  so  active  as  a  lawyer  now — I  am  very  much  in 
favor  of  abolishing  most  of  this  opinion  writing  in  the  courts,  as 
well  as  by  commissions  and  officers. 

The  Chairman.  Judge  Lovett,  would  it  be  possible  for  you  to  give, 
in  a  tabulated  statement  of  some  kind,  an  idea  of  how  national  in- 
corporation would  work  with  reference  to  your  company,  so  that 
it  would  be  condensed  and  concise,  with,  perhaps,  a  diagram  show- 
ing how  the  organization  would  be  accomplished  ? 

Mr.  LovETT.  I  am  not  sure  that  I  could  put  it  in  tabulated  form, 
Mr.  Chairman,  but  I  could  put  it  in  a  few  words. 

The  Chairman.  If  you  could  prepare  carefully  some  such  state- 
ment, I  think  it  would  be  of  service  to  the  committee. 

Mr.  Lovett.  I  endeavored  to  do  that  generally  in  respect  to  cor- 
porations in  my  statement  on  yesterday. 

The  Chairman.  Judge  Adamson,  do  you  wish  to  examine  the 
witness  ? 

Mr.  Adamson.  In  the  outset  of  your  statement.  Judge,  I  under- 
stood you  to  indicate  that  on  your  system  of  roads  you  would  have 
had  very  little  difficulty. 

Mr.  Lovett.  Yes. 

Mr.  Adamson.  You  worked  smoothly  with  the  State  governments 
and  the  State  regulations? 

Mr.  Lovett.  Generally ;  yes. 

Mr.  Adamson.  The  only  specific  difficulty  I  remember  you  men- 
tioned was  where  one  State  had  passed  a  full-crew  law  possibly 
some  other  had  adopted  a  2-cent  rate.  The  Federal  regulation  up 
to  date — you  register  no  specific  objection  to  it,  do  you?  It  is 
the  State  regulation  you  desire  to  exempt  yourselves  from  ? 

Mr.  Lovett.  My  objection  to  the  Federal  regulation  up  to  date  is 
principally,  I  should  say,  because  of  the  delay  due  to  the  inability 

of  the  commission  to  promptly  dispose  of  cases 

Mr.  Admason.  I  understand  that. 

Mr.  LovETT'.  And  in  the  resultant  suspension  of  proposed  increases 
in'  rates. 

Mr.  Adamson.  I  understand  that  you  think  the  business  is  clogged, 
and  I  agree  with  you;  and  twice  our  committee  has  passed  a  bill  and 
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sent  it  to  the  Senate  to  relieve  that  necessity  by  increasing  that  com- 
mission, but  the  Senate  has  not  seen  proper  to  agree  with  us  as  to 
the  necessity.     But,  aside  from  that  piece  of  machmery,  what  J  - 
mean  is  the'  acts  of  Congress  up  to  this  date  to  regulate  interstate 
commerce,  you  make  no  particular  to  them? 

Mr.  LovETT.  I  object  further  to  the  combination  in  one  body  of 
these  various  inconsistent  functions. 

Mr.  Adamson;  That  is,  in  the  same  piece  of  machinery.  I  under- 
stand your  objection  to  that.  You  think  the  body  that  passes  on  tlie 
rates  and  practices  ought  not  to  perform  the  duties  purely  adminis- 
trative and  the  duties  of  prosecuting  for  violations? 

Mr.  Lo^■ETT.  Yes. 

Mr.  Adamson.  Aside  from  that,  the  acts  of  Congress  that  have 
been  made  from  time  to  time  you  think  are  generally  wise,  do  you 
not? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  You  mentioned  only  one,  I  believe,  and  that  was  the 
prohibition  of  rebates.  Of  course,  that  was  the  most  crying  evil  at 
that  time  and  hurt  the  railroads  as  much  as  it  hurt  anybody  else. 

Mr.  LovETi.  Yes;  as  between  the  acts  of  Congress  as  they  exist 
to-day  and  the  unrestricted  rule  of  the  railroad  men,  I  should  a 
thousand  times  prefer  the  acts  of  Congress. 

Mr.  Adamson.  You  stated  that  the  difficulties  about  which  you 
were  testifying  were  applicable  to  other  roads  and  not  to  your  own 
system  ? 

"  Mr.  LovETT.  Not  to  the  Union  Pacific  so  much,  because,  as  I  ex- 
plained, the  State  that  incorporated  the  Union  Pacific  and  which 
confers  its  corporate  powers  has  never  had  a  railroad  commission 
until  this  month.  Utah  created  one  this  month,  but  has  not  given 
it  any  supervision  over  securities.  Several  of  the  States  in  our  terri- 
tory have  no  commissions,  and  those  that  have  commissions  have 
always  been  fair  and  cooperative.  Therefore  we  have  no  complaint 
against  the  commissions  in  those  States,  except,  as  I  said,  some 
2-cent  rate  laws  and  "  full-crew  "  laws  and  some  minor  regulations. 
Some  had  required  us  to  run  trains  we  do  not  think  we  should  run. 

Mr.  Adamson.  I  take  it  that  the  fact  the  States  have  not  deemed 
it  necessary  to  enact  any  further  regulatory  legislation  is  that  the 
administration  of  your  system  is  giving  local  satisfaction. 

Mr.  LovETT.  Well,  that  is  claiming  a  good  deal  more  than  my 
modesty  will  permit. 

Mr.  Adamson.  Is  it  not  your  observation  that 

Mr.  LovETT.  There  are  other  railroads  in  our  territory,  and  I 
should  have  to  also  claim  it  for  them. 

Mr.  Adamson.  That  may  be  true  of  them.  But  you  are  talking 
about  yours.  Now,  it  is  your  observation,  is  it  not,  that  this  local 
legislation,  which  you  find  objectionable,  usually  results  from  some 
local  complaint  as  to  the  conduct  and  administration  of  the  road? 

Mr.  LovETT.  No,  sir;  that  is  not  my  observation.  My  observation 
of  State  regulation  of  railroads  in  many  instances  is  not  influenced? 
by  any  mismanagement  or  misconduct  of  the  roads  in  that  territory, 
as  far  as  I  can  observe  it. 

Mr.  Adamson.  Do  they  not  think  so,  and  is  that  not  the  reason, 
they  legislate? 
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Mr.  Adamson.  You  do  not  think  they  would  just  willfully  pro- 
ceed, to  legislate  against  you  because  you  were  easy  marks  when 
they  were  not  dissatisfied  and  saw  no  reason  for  legislation? 

Mr.  LovETT.  I  think  most  of  the  oppressive  legislation  against  rail- 
roads is  due  to  lack  of  information  upon  the  part  of  the  public,  due 
also  to  misconduct  of  some  railroads — some  of  it  very  ancient,  how- 
ever— and  some  conspicuous  cases  perhaps  of  unjust  practices 

Mr.  Adamson.  I  have  no  doubt  you  find  it  true  that  an  injury,  real 
or  imagined,  rankles  for  a  long  time  in  the  public  mind,  and  also 
that  one  injustice  is  oftentimes  remembered  and  visited  on  innocent 
railroads.    I  have  no  doubt  of  those  two  facts. 

Mr.  LovETT.  I  am  quite  sure  that  some  very  harmful  State  legis- 
lation existing  to-day — I  will  not  specify — is  due  entirely  to  a  case 
of  dishonesty  and  oppressive  acts  of  a  railroad  oificer  about  30  years 
ago;  and  there  has  not  been  another  case  like  it  in  that  State  in  3^0 
years. 

Mr.  Adamson.  Speaking  of  the  ratio  between  the  local  and  inter- 
state business,  you  stated  that  the  proportion  of  interstate  business  on 
your  road  was  very  large,  some  88  per  cent  of  the  whole.  That  is 
due  to  the  condition  of  your  road,  that  it  is  a  transcontinental  road 
and  so  much  of  your  business  is  long  hauls,  is  it  not  ? 

Mr.  LovETT.  I  do  not  believe  our  percentage  on  interstate  business 
is  much  larger  than  most  other  large  systems,  except  in  certain  States. 
I  mentioned  Texas  because  of  its  immense  area  and  that,  as  an  out- 
let, it  reaches  the  Gulf  ports.  I  mentioned  California  as  another 
example.  But  take  the  eastern  road.s.  I  apprehend,  without  know- 
ing, that  quite  as  large  a  percentage  of  the  business  of  the  Pennsyl- 
vania Railroad,  the  New  York  Central  Railroad,  the  Baltimore  & 
Ohio  Railroad,  and  the  Southern  Railroad  is  interstate  as  on  the 
Union  Pacific. 

Mr.  Adamson.  Well,  they  are  somewhat  similar  to  your  road.  The 
three  you  mention  in  the  East  go  through  the  populous  part  of  a  route 
that  serves  the  Union  Pacific  Road. 

Mr.  LovETT.  I  am  sorry  to  say  they  do  not  handle  much  Pacific 
business. 

Mr.  Adamson.  Yet,  from  Chicago  and  St.  Louis  to  the  East  they  do 
have  long  hauls  ? 

Mr.  LovETT.  Oh,  yes. 

Mr.  Adamson.  You  stated  that  in  all  probability  undertakings  for 
construction  and  extension  would  be  confined  to  the  activities  of 
existing  roads.  It  would  not  be  likely  that  independent  roads  would 
be  constructed  in  the  future.  Would  not  the  Federal  incorporation 
which  you  seek  insure  that  condition  ? 

Mr.  LovETT.  I  do  not  think  it  would  have  any  eflFect  on  it. 

Mr.  Adamson.  Of  course  you  must  be  aware  of  the  fact,  as  an 
observer  of  men  and  measures,  that  old  railroads,  firmly  established, 
having  prestige,  can,  whether  they  openly  assert  it  or  publicly  declare 
it  or  not,  deter  the  construction  of  other  lines  of  railroads  where  it 
would  interfere  with  their  existing  business ;  and  if  you  are  fortified 
by  this  act  compelling  all  railroads  which  engage  in  interstate  com- 
merce to  be  incorporated  by  the  Federal  Government,  and  the  fur- 
ther fact  that  a  road  could  not  live  on  a  12  or  15  per  cent  of  businesri 
allowed  by  your  estimate  of  local  business,  I  do  not  see  how  it  would 
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be  possible  to  ever  construct  another  road  unless  one  of  your  old 
corporations  gave  its  consent.  ^    .       ,  -,  i 

Mr  LovETT.  Dividing  that  question,  Judge  Adamson,  and  answer- 
ing first  as  to  the  ability  of  old  established  roads  to  prevent  the  con- 
struction of  new  roads,  that  is  not  my  experience.  I  know  that 
independent  roads  are  being  built  in  what  we  regard  as  our  territory, 
and  we  can  not  prevent  it.  .  .  .  •   ,  ^ 

Mr.  Adamson.  Possibly  you  have  been  fair  and  have  not  tried  to 

Mr.  LovETT.  No.  If  I  could  do  it,  I  would  do  it,  because  I  believe 
the  roads  are  unnecessary  and  that  they  are  not  going  to  do  the 
community  any  good. 

Mr.  Adamson.  Right  there  is  where  you  encounter  another  difler- 
ence  of  opinion,  is  it  not  ? 
'  Mr.  LovETT.  Yes. 

Mr.  Adamson.  Some  of  these  States  think  that  the  railroads  have 
done  wrong  and  pass  local  statutes,  and  you  think  you  have  not  done 
wrong  and  think  those  statutes  are  oppressive? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  I  may  loiow  of  a  large  section  of  the  country,  which 
I  do  know  of,  which  has  the  right  to  be  built  up.  It  is  not  a  finished 
territory  like  some  of  yours.  It  is  there  under  all  the  blessings  of 
Providence  and  surrounded  by  three  or  four  railroads  which  do  not 
think  a  new  railroad  is  necessary,  and  although  we  have  organized 
three  or  four  enterprises,  when  we  have  gone  into  the  money  markets 
to  get  money,  somehow  the  people  that  had  money  were  quietly  ad- 
vised by  somebody  that  that  road  was  not  necessary  and  ought  not 
to  be  built;  and  I  know  one  that  was  built  in  spite  of  all  that.  It 
relieved  the  monopoly  in  six  or  eight  different  places  where  it  was 
constructed, but  it  had  litigation  at  every  point;  was  opposed  at  every 
point  by  the  old  roads ;  its  finances  were  crippled ;  and  finally  it  went 
into  the  hands  of  a  receiver  before  it  was  finished.  It  has  triumphed 
through  the  desire  of  the  people  and  is  there  running,  although  not 
very  profitably.  Now,  if  you  succeed  in  passing  a  law  compelling  all 
corporations  to  take  Federal  charters,  I  wonder  if  it  would  be  insisted 
that  the  commission  could  compel  any  of  them  to  become  parts  of  a 
joint  through  route,  with  a  joint  rate  in  interstate  commerce. 

Mr.  LovETT.  To  continue,  if  I  may.  Judge  Adamson,  my  answer 
to  your  first  question.  _  I  do  not  understand  that  Federal  incorpora- 
tion would  discourage'  the  building  of  local  roads.  My  judgment  is 
it  would  promote  it.  The  provisions  of  the  act  of  Congress  for  incor- 
poration, I  take  it,  would  be  simple,  and  it  would  be  quite  as  easy  for  a 
man  or  group  of  men  to  prepare  their  articles  of  incorporation,  send 
them  to  the  Interstate  Commerce  Commission,  and  file  them  as  it 
would  be,  for  instance,  if  it  were  in  your  State,  to  get  a  charter  in 
Georgia. 

It  would  tend  to  promote  them  further  in  this  respect.  A  man 
in  Georgia  may  be  familiar  with  the  Georgia  laws  and  know  the 
processes  for  incorporation  of  companies  and  their  rights  and  powers 
as  Georgia  corporations,  but  a  nonresident  may  not — probably  does 
not.  So,  under  Federal  law  every  man  in  the  United  States  would 
be  controlled  by  the  same  law  in  incorporating  railroad  companies, 
and  outsiders  could  more  readily  go  to  your  State  and  incorporate 
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I  can  not  conceive  it  possible  that  there  would  be  less  building  ol 
local  lines  under  Federal  incorporation  than  under  State  law. 

Mr.  Adamson.  I  understood  you  to  state,  in  answer  to  the  chair- 
man, that  when  you  once  secured  the  act  compelling  all  to  go  into 
Federal  incorporation  that  then  you  could  amend  and  perfect  it  in 
detail  as  experience  and  study  indicated.  If  that  be  true,  why  you 
might,  after  you  once  passed  this  law,  then  do  something  in  a  pro- 
gressive way,  and  this  is  the  crux,  as  I  understand  it,  of  the  trouble 
I  am  putting  to  you  right  now.  If  in  that  original  law  you  provided 
or  omitted  to  provide  that  the  commission  may  compel  any  local  road 
to  hecome  a  part  of  a  through  route  or  a  joint  rate — — 

Mr.  LovETT.  I  never  meant  to  suggest  that  they  become  a  part  of 
any  system.  The  independent  road  would  be  where  it  is  now,  except 
that  it  would  be  subject  to  the  Interstate  Commerce  Commission  in 
respect  to  its  rates. 

Mr.  Adamson.'  Of  course,  at  this  time  we  all  want  them  to  go  into 
interstate  commerce  and  put  an  end  to  through  routes  and  joint  rates. 
If  one  of  them  builds  up  to  a  station  where  there  is  another  inter- 
state road  and  takes  a  passenger  or  a  package,  it  is  already  interstate 
business.  If  you  are  going  to  compel  everything  to  go  into  interstate 
commerce  and  the  existing  companies  are  going  to  do  all  the  extend- 
ing, and  there  is  only  10  or  12  per  cent  interstate  business,  if  a  local 
company  does  not  go  into  interstate  business  it  can  not  live  on  12  to 
15  per  cent. 

Mr.  LovETT.  That  is  going  to  be  true  whether  you  have.  Federal 
incorporation  or  not,  because  the  situation  is  such  that  there  are  very 
few  companies  under  the  restrictions  that  exist  in  the  various  States 
which  can  build  and  succeed,  and  that  is  wholly  without  reference 
to  whether  you  have  Federal  incorporation  or  not. 

You  mentioned  a  road  that  was  commenced,  or  that  attempted  to 
operate,  or  an  attempt  was  made  to  float  it,  and  they  could  not  get  the 
money;  and  you  assumed  that  was  upon  the  advice  of  somebody, 
probably  of  some  existing  railroad. 

Mr.  Adamson.  I  do  not  think  that  is  an  assumption  in  the  case  I 
mentioned. 

Mr.  LovETT.  Perhaps  not.  But  you  must  bear  in  mind  that  when 
a  man  goes  to  New  York,  where  most  people  go  to  raise  money  for 
railroad  enterprises,  he  is  going  into  a  community  where  there  are 
on  the  market  millions  and  millions  of  securities  Imown  to  be  of  value. 
The  business  man  who  wants  to  invest  his  money — an  investment,  not 
as  a  speculation— can  find  all  of  the  absolutely  good  railroad  securi- 
ties he  probably  wants  to  buy.  If  he  is  to  take  up  a  new  railroad 
project  that  may  or  may  not  succeed,  he  wants  something  more  than 
an  investment;  and  under  Government  regulation  that  speculative  ele- 
ment can  not  be  given  him  any  more.  That  is  why— or  one  of  the 
main  reasons  why — new  railroads  can  no  longer  be  floated  inde- 
pendently It  will  require  the  credit  and  backing  of  the  existing  sys- 
tems. Why  should  you,  being  in  New  York,  or  elsewhere  for  that 
matter,  take  5  per  cent  bonds  on  a  new  railroad  down  m  Georgia— 5 
per  cent  bonds  or  6  per  cent  bonds  at  par— on  a  railroad  that  may  be 
a  failure,  when  you  can  invest  all  the  money  you  have  m  first-class 
eilt-edge  established  railroad  securities  at  that  rate  ? 

Mr  Adamson.  I  understand  your  reasoning  m  that  case;  but  sup- 
pose you  take  a  certain  premise  and  say  three  or  four  other  corpora- 
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tions  in  that  community  who  have  their  bankers  in  New  York — and 
all  the  money  is  akin  all  over  this  country — and  those  three  or  four 
existing  corporations  having  bankers  that  understand  one  another 
simply  say,  "  That  is  not  necessary  because  we  can  do  the  business." 
That  is  the  trouble  I  speak  of,  and  that  is  liable  to  be  the  case. 

Mr.  LovBTT.  I  have  been  rather  intimate  with  certain  banking 
circles  in  New  York  now  for  about  15  years,  and  maybe  it  is  because 
they  do  not  care  for  it,  but  I  do  not  recall  that  they  ever  asked  my 
advice  about  taking  up  a  new  railroad  proposition.  They  need  no 
advice. 

Mr.  Adamson.  I  do  not  think  you  would  say  anything  against  us 
if  they  had.  Judge  Lovett. 

Mr.  Lovett.  I  am  no  sure  I  am  so  good  as  that.  But  they  know; 
those  men  do  not  need  to  be  told  by  railroad  men.  You  can  not  get 
bankers  in  New  York — at  least,  large  banking  houses — to  take  up  a 
new  and  unknown  and  unestablished  railroad  enterprise  when  they 
are  to  get  only  4  or  5  per  cent  on  their  money,  when  they  can  invest 
all  they  wish  in  securities  they  know  to  be  good.    ^Yhy  should  they? 

Mr.  Adamson.  I  have  such  a  good  opinion  of  you,  I  so  like  your 
statement,  that  I  honestly  believe,  without  asking,  that  you  run  good 
local  trains  so  as  to  accommodate  the  local  people  as  well  as  the 
through  passengers,  stopping  at  the  stations.    Is  that  not  true  ? 

Mr.  Lovett.  Well,  I  am  not  so  sure  of  that.  Chairman  Bristow,  of 
the  Kansas  commission,  is  present,  and  he  made  us  run  some  trains 
that  we  would  not  have  run  otherwise. 

Mr.  Adamson^  That  is  one  of  the  most  potent  influences  that  cause 
dissatisfaction  of  the  people  of  the  State  with  these  consolidated 
systems.  They  forget  about  the  local  communities  and  give  their 
attention  to  the  through  travel  and  let  the  local  people,  who  have  to 
make  the  verdicts  for  them,  who  give  them  a  local  patronage,  and 
on  whom  they  depend  a  great  deal,  let  them  have  second-class  cars 
and  let  them  go  in  town  before  day  and  return  after  night,  and  run 
all  their  good  trains  through  at  top  speed.  That  is  the  most  provok- 
ing thing  I  have  seen  operated  in  local  communities.  Through  that 
the  railroads  arouse  a  great  deal  of  what  they  call  unjust,  oppressive 
legislation. 

Mr.  Lovett.  Undoubtedly  that  is  true.  It  costs  a  lot  of  money  to 
run  trains,  especially  on  the  eight-hour  basis,  but  we  do  try.  to  take 
care  of  our  local  business.  Our  business  conies  from  them,  whether 
State  or  interstate.  The  business  arises  on  our  line,  and  we  try  hard 
to  take  care  of  it,  and  we  do  a  good  deal  of  it  that  does  not  pay  us. 
We  do  not  always  do  as  much  as  some  of  the  commissions  think  we 
should,  and  perhaps  not  as  much  as  we  should,  but  we  try. 

Mr.  Adamson.  If  you  have  a  couple  of  good  towns  within  100 
miles  of  each  other,  doing  a  tremendous  business  and  paying  you 
lots  of  money,  you  can  afford  to  accommodate  the  people  between, 
you  know,  because  the  doctrine  that  the  two  cities  ought  to  keep  up 
the  wagon  road  between. 

Mr.  Lovett.  We  are  very  keen  to  develop  our  local  business. 

Mr.  Adamson.  It  is  apparent  to  you  and  to  the  chairman,  who  is 
a  most  advanced  apostle  of  this  innovation,  who  admits  there  will 
be  some  difficulty  in  getting  the  people  and  Congi-ess  to  agree  to 
this  scheme  at  once — and  it  may  be  an  indefinite  length  of  time  before 
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study  about  what  we  certainly  can  do  and  try  to  do  the  things  that 
are  needed — regulation  of  commerce,  keeping  the  railroads  alive  and 
prosperous?  For  instance,  do  you  know  of  any  power,  any  regu- 
latory power,  that  Congress,  direct  or  through  a  commission,  could 
exercise  over  Federal  incorporations  that  it  can  not  noAv  exercise  in 
controlling  the  local  corporations,  in  regulating  them,  if  it  makes 
up  its  mind  to  do  it  ? 

Mr.  Ijovett.  Yes ;  I  am  afraid,  as  I  indicated  in  my  statement  yes- 
terday, that  a  State  might  be  able  to  repeal  the  chaiter  of  its  corpora- 
tions and  in  that  way  defeat  the  object  of  Congress. 

(Thereupon,  at  1  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Thursday,  March  22,  1917,  at  10  o'clock  a.  m.) 
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THUBSDAY,  MARCH  33,  1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D..  G. 

The  joint  committee  met  at  10  o'clock  a.  m.,  Hon.  William  C. 
Adamson  (vice  chairman)  presiding. 

Mr.  Adamson.  Judge  Lovett,  there  is  no  consideration  of  courtesy 
now  that  prevent  us  going  ahead.  I  secured  the  order  of  the  com- 
mittee yesterday  that  whoever  was  here  might  go  ahead  and  meet. 

When  we  suspended  yesterday  you  were  answering  a  question 
about  the  Texas  situation.  I  had  asked  you  if  it  were  not  possible 
at  present,  if  Congress  so  willed,  to  regulate  all  the  carriers  as 
effectually  as  if  they  were  under  Federal  charters;  and  you  said 
except  in  the  case  of  Texas,  where  they  threatened  to  forfeit  the 
charter  if  they  complied  with  Federal  regulation.         _ 

Mr.  LovETT.  I  do  not  recall  that  I  specially  mentioned  Texas  in 
that  connection,  but,  however  that  may  be 

Mr.  Adamson.  Here  is  the  way  you  stated  it :  That  a  State  might 
forfeit  a  charter  and  that  Texas  "had  already  threatened  to  do  it. 

Mr.  LovETT.  Yes;  but  I  had  not  finished  my  answer  to  your 
question. 

Mr.  Adamson.  Very  well;  proceed. 

Mr.  LovETT.  I  have  no  doubt  that  Congress  has  the  power  to 
accomplish  all  the  objects  I  have  indicated  as  being  necessary  by 
legislation  with  respect  to  State  corporations,  except  where  States 
have  reserved,  either  in  the  constitution  or  in  the  charter  of  the 
company  or  in  some  general  law  under  which  railroad  companies 
have  been  incorporated,  the  right  to  alter,  amend,  or  repeal  the  char- 
ter of  railroad  companies — and  most  of  them  have  reserved  that 
power.  In  those  cases,  as  I  indicated  in  my  direct  statement,  I 
believe  it  would  be  possible  for  a  State  to  repeal  the  charter  of  any 
railroad  company  which  issued  securities  or  obeyed  a  Federal  law 
with  respect  to  the  issue  or  sale  of  securities  rather  than  the  law 
of  the  State.  '  That,  to  my  mind,  is  the  only  substantial  difficulty. 
I  will  not  say  "  It  is  the  only  substantial  difficulty,"  but  it  is  the  most 
serious  difficulty  that  occurs  to  me  in  the  way  of  legislation  by  Con- 
gress designed  to  carry  out  these  reforms,  by  operating  upon  the 
existing  State  corporations.  There  are  a  great  many  inconveniences" 
and  handicaps  that  I  can  foresee  would  occur  but  which  would  not 
defeat  the  object  of  Congress.     For  instance,  I  believe  one  great; 
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advantage  of  Federal  incorporation  would  be  in  the  fact  that  every 
railroad  corporation  in  the  United  States  would  have  the  same  power 
and  be  governed  by  the  same  law  with  respect  to  the  issue  and  sale 
of  securities. 

Mr.  Adam  SON.  But  I  said  "  Congress  ";  I  did  not  say  "  the  present 
law,"  you  know.  I  said  the  present  instrumentalities  could  be  as 
effectually  regulated  through  the  power  of  Congress  as  if  they  were 
Federal  corporations.  For  instance,  the  charter  you  speak  of  is  a 
State  law ;  and  any  reservation  in  it  is  a  State  law.  Anything  that 
Congress  does  to  i-egulate  interstate  commerce  is  a  Federal  law,  to 
which  every  State  law  must  bow.  Now,  if  we  see  proper  to  legis- 
late just  as  fully  as  Congress  desires  to  do — it  may  be  to  the  extent 
you  wish,  that  they  shall  do  so  about  stocks  and  bonds — would  it 
make  any  difference  whether  a  State  railroad  charter  stood  in  the 
face  of  that? 

Mr.  LovETT.  In  other  words,  you  ask  whether,  with  such  a  law  by 
Congress  the  State  could  repeal  that  charter — which  would  kill  the 
corporation  ? 

Mr.  Adamson.  Could  anything  in  that  charter  stand  in  the  way 
of  regulation  by  Congress  if  Congress  attempted  to  regulate  that 
carrier  as  it  now  exists? 

Mr.  LovETT.  I  am  afraid  the  right  of  repeal  would  stand  in  the 
way. 

Mr.  Adamson.  The  power  to  regulate  commerce  applies  uni- 
versally in  a  plenary  manner  to  every  instrumentality  engaged  in 
interstate  commerce,  whether  it  is  a  corporation,  an  artificial  person, 
or  a  natural  person.  As  I  understand  it,  the  Federal  law  superadds, 
if  I  may  so  speak,  to  the  duties  and  requirements  of  the  State  law, 
whether  it  is  an  individual  or  a  corporation,  and  nullifies  every  local 
requirement  inconsistent  with  the  Federal  law.  For  instance,  you 
say  the  State  could  repeal  the  charter,  which  .would  kill  the  cor- 
poration. A  State  may  kill  a  man,  but  if  it  is  in  violation  of  a 
Federal  law  it  can  not  do  so ;  we  take  it  to  the  Federal  court  and 
save  him.  Now,  it  seems  to  me — and  I  just  ask  you  if  you  will  not 
agree  with  me — that  if  a  State,  in  resistance  of  a  regulation  by 
Congress,  should  pass  a  law  repealing  a  charter,  the  property  rights 
in  that  road  could  not  appeal  to  a  Federal  court  and  have  a  receiver 
appointed  and  an  order  entered  that  that  road  be  opemted  until 
the  matter  could  be  settled  and  thus  nullify  entirely  the  act  repealing 
the  charter  in  that  way? 

Mr.  LovETT.  If  the  State  should  repeal  the  charter,  undoubtedly 
a  receiver  would  be  appointed.  That  would  have  to  be  done  in  order 
to  administer  the  road.  But  that  would  not  accomplish  the  financing 
of  the  enterprise. 

Mr.  Adamson.  I  understand. 

Mr,  LovETT.  To  answer  your  question  further,  it  is  quite  possible 
that  if  an  act  of  Congress  should  go  so  far  as  to  declare  that  any 
State  law  or  any  action  of  any  State  designed  to  repeal  the  charter 
of  a  railroad  company  should  be  void  as  an  interference  with  inter- 
state commerce,  that  might  meet  the  difficulty.  But  that  would  be 
going  too  far.  .  . 

Mr.  Adamson.  "Well,  I  do  not  know.  Your  proposition  is  to  com- 
pel without  even  a  vote  of  the  directors  or  stockholders  or  the  con- 
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sent  of  the  State  or  anyone  else,  all  these  people  to  change  their 
clothes  and  make  them  a  Federal  corporation.  I  do  not  see  how 
anything  could  go  further  than  that. 

Mr.  LovETT.  That  is  not  going  as  far  as  your  proposition,  I  think. 

Mr.  Adamson.  If  that  does  not  nullify  a  State  charter,  I  do  not 
know  what  would. 

Mr.  LovETT.  Oh,  yes ;  it  would  nullify  State  charters.  But  what  I 
mean  is  that  may  be  there  are  some  State  charters  that  ought  to  be 
forfeited  by  the  State  some  time;  and,  in  order  to  prevent  a  State 
from  forfeiting  a  charter  for  obeying  a  Federal  law,  you  would  .have 
to  malie  your  prohibition  so  broad  that  it  would  prevent  the  forfeiture 
of  a  charter  for  any  purpose. 

Mr.  Adamson.  I  do  not  want  to  submit  any  drafts  of  proposed  law 
to  you  in  view  of  the  bad  luck  our  illustrious  chairman  had  in  sub- 
mitting his  bills  to  you  yesterday. 

Mr.  LovETT.  They  were  interesting. 

Mr.  Adamson.  But  suppose  Congress,  in  passing  a  general  provi- 
sion for  the  regulation  of  securities,  should  do  something  like  this — 
I  do  not  say  just  this:  If  the  charter  of  any  carrier  engaged  in 
interstate  commerce  shall  be  forfeited,  repealed,  impaired,  or  re- 
stricted in  any  way  by  State  action,  because  of  interstate  regulation  by 
the  Federal  Government,  a  receiver  shall  at  once  be  appointed  by 
the  United  States  court  and  the  receiver  shall,  under  the  direction 
of  the  court,  operate  the  property  under  the  terms  of  the  original 
charter  and  in  compliance  with  the  requirements  of  Federal  regula- 
tion until  the  railroad  company  shall  be  reorganized  under  either 
State  or  Federal  charter  ? 

Mr.  LovETT.  I  think,  Judge,  that  would  be  making  effective  the 
action  of  the  State  in  forfeiting  the.  charter  of  the  company.  In 
other  words,  take  'a  State  railroad  corporation  in  a  situation  pre- 
sented^ under  such  a  law  as  that.  The  State  authorities  would  inti- 
mate to  the  railroad  company  that  "  If  you  issue  these  securities  we 
will  take  steps  to  forfeit  your  charter."  The  railroad  company 
would  see  that  in  case  the  charter  was  forfeited  it  would  lose  control 
of  its  property,  and  a  receiver  would  take  charge  of  it  indefinitely, 
they  certainly  would  not  issue  the  securities  and  thereby  incur  the 
disaster  of  a  receiA'ership. 

Mr.  Adamson.  They  would  operate  under  Federal  regulation. 

Mr.  LovETT.  No.  The  receiver  would  operate  for  them.  They 
could  not  issue  stock  or  bonds ;  in  other  words,  the  receivership  would 
mean  bankruptc}'  for  the  road. 

Mr.  Adamson.  I  will  make  two  more  suggestions.'  The  alternative 
3'ou  stated  yourself,  and  therefore  I  do  not  propose  it  in  submitting 
this  to  you;  that  is,  that  it  would  prevent  the  forfeiture  of  any 
charter,  which  of  course  would  simply  mean  that  from  now  on  these 
corporations  are,  in  effect,  Federal  corporations.  Now,  your  proposi- 
tion is  to  have  a  general  incorporation  act  and  to  compel — I  did  not 
mean  to  say  "  your  proposition,"  but  I  will  say  "  your  suggestion  "-^ 
all  common  carriers  at  present  to  incorporate  under  Federal  law.  If 
that  can  be  done  at  all,  why  have  so  much  machinery  and  circumlocu- 
tion about  it?  Why  not  just  declare  them,  in  effect.  Federal  cor- 
porations and  be  done  with  it?  For  instance,  why  not  have  some- 
thing like  this — short  and  sweet :  "  All  carriers  subject  to  the  act  to 
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regulate  commerce  shall  immediately  register  with  the  Interstate 
Commerce  Commission  as  Federal  corporations  and  shall  immediately 
become  P'ederal  corporations,  with  all  the  powers  and  privileges  con- 
ferred by  their  charters  and  such  others  as  may  be  imposed,  directly 
or  indirectly,  by  Congress,  but  shall  be  exempt  from  all  duties  and 
requirements  of  their  charters  and  all  State  laws  inconsistent  with 
complete  Federal  regulation."  What  is  the  reason  that  would  not  do 
your  work  in  short  order  ? 

Mr.  LovETT.  That  would  be  satisfactory  to  me. 

Mr.  Adamson.  I  should  think  so.  I  will  favor  that  in  preference  to 
the  other  myself. 

Mr.  LovETT.  I  am  not  in  favor  of  any  circumlocution  about  it. 
My  idea  would  be  that  there  should  be  a  law  that  would  define  the 
powers  of  these  corporations 

Mr.  Adamson.  Do  you  not  believe,  Judge,  that  you  would  divest  the 
subject  of  more  difficulties  and  smooth  the  path  for  Federal  corpora- 
tion by  putting  it  this  way :  "  Any  existing  State  corporation  engaged 
in  transporting  interstate  commerce  may,  on  unanimous  vote  of  the 
directors  and  stockholders  and  with  the  consent  of  the  State  which 
chartered  it,  register  with  the  Interstate  Commerce  Commission  as  a 
Federal  corporation  and  shall  immediately  become  a  Federal,"  etc., 
just  reading  as  the  other  did?  One  would  be  optional  and  the  oth/e.T 
compulsory. 

Mr.  LovETT.  I  believe  the  State  in  many  cases  would  not  consent, 
and  therefore  I  do  not  believe  that  would  get  us  anywhere. 

Mr.  Adamson.  Then,  would  you  not  encounter  an  insurmountable 
constitutional  difficulty  if  you  attempted  to  compel  Federal  incor- 
poration when  the  State  which  chartered  it,  and  together  with  it 
grew  up  in  reciprocal  rights,  and  without  the  consent  of  the  stock- 
holders— do  you  not  think  that  would  be  depriving  the  people  of 
something  improperly  without  due  process  of  law  and  without  their 
consent  ? 

Mr.  LovETT.  No.  I  believe  it  is  perfectly  consistent  with  the  Con- 
stitution, and  I  can  not,  myself,  see  any  constitutional  objection.  I 
believe,  Judge  Adamson,  if  you  will  allow  me 

Mr.  Adamson.  I  understand  your  argument.  Judge,  that  when 
we  signed  the  Constitution,  we  agreed  to  be  regulated  by  Congress, 
but  that  means  reasonable  regulation;  and,  that  being  true,  do  you 
think  the  court  would  hold  so  revolutionary  a  course,  without  the 
consent  of  anybody,  to  be  valid?  That  would  amount  to  just  taking 
it  out  of  the  State  jurisdiction  and  putting  it  into  the  Federal  juris- 
diction. 

Mr.  LovETT.  I  am  about  as  confident  as  one  can  be  about  the  deci- 
sion of  a  court,  that  they  would  sustain  that.  I  believe,  Judge 
Adamson,  that  a  very  important  factor  in  any  system  of  Federal 
incorporation  of  railroad  companies  is  that  it  shall  be  uniform ;  that 
it  shall  apply  to  all  railroad  companies ;  that  everybody  who  deals  with 
the  corporation  shall  know  exactly  the  powers  that  it  has;  shall 
know  the  steps  by  which  it  must  proceed  to  issue  securities,  and  how 
it  is  regulated.  Instead  of  having  investors  considering  conflicting 
laws  and  questions  of  power  under  a  great  many  different  States  it 
is  simplified  if  all  is  embraced  in  one  act  of  Congress,  and  flows  from 
one  source,  with  all  corporations  on  precisely  the  same  footing,  so 
far  as  their  corporate  powers  with  respect  to  financial  operations  are 
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concerned.  I  believe  that  is  a  very  important  aspect  for  any  system 
of  Federal  incorporation.  Instead  of  merely  allowing  the  privilege 
of  becoming  a  Federal  corporation,  with  the  powers  conferred  aj 
the  State,  and  with  such  as  may  be  added  by  Congress,  compel  it 
and  give  all  the  same  rule. 

Mr.  Adamson.  Now,  you  insist,  as  I  understand  you — and  the  Su- 
preme Court  has  said  some  things  that  you  think  squint  in  that 
direction — that  if  you  have  a  Federal  charter  it  will  abolish  the  dis- 
tinction between  interstate  and  intrastate  transportation? 

Mr.  LovETT.  That  can  be  abolished  without  a  Federal  charter. 

Mr.  Adamson.  Do  you  mean  to  say  that  you  understand,  from  cases 
like  the  Shreveport  case  and  others,  that  it  is  necessary  to  the  regula- 
tion of  interstate  commerce  that  the  people  within  each  State  should 
have  just  the  same  rates,  under  similar  circumstances  and  conditions, 
that  other  States  have  on  intrastate  transportation  ? 

Mr.  LovETT.  Oh,  no ;  not  at  all. 

Mr.  Adamson.  Do  you  mean  to  say  that  in  a  haul  between  two 
points  a  hundred  miles  apart  in  Georgia,  the'  rates  and  practices 
should  be  equivalent,  if  the  circumstances  and  conditions  are  the 
same,  as  between  two  points  a  hundred  miles  apart  in  Alabama? 

Mr.  LovETT.  Not  at  all. 

Mr.  Adamson.  Then,  what  you  mean  is  that  the  intrastate  rates  in 
a  State  shall  be  practically  equivalent  to  the  interstate  rates  in  that 
State? 

Mr.  LovETT.  No ;  I  do  not  mean  that. 

Mr.  Adamson.  Then  why  do  you  insist  that  it  is  necessary  to  inter- 
fere with  orders  inside  of  a  State  in  order  to  regulate  interstate  com- 
merce ? 

Mr.  LovETT.  Under  the  existing  system  of  regulation  by  the  Inter- 
state Commerce  Commission  it  is  not  pretended,  and  never  has  been, 
that  the  same  rate  per  ton  per  mile,  or  the  same  rate  for  the  same 
distance,  shall  apply  everywhere. 

Mr.  Adamson.  Oh,  not  exactly  the  same. 

Mr.  LovETT.  Nor  substantially  the  same.  There  is  the  same  variety 
in  the  rates  now  as  there  was  under  the  private  management  of  the 
traffic  men.  In  various  sections  of  the  country  the  schedule  of  rates 
or  the  general  level  of  rates  is  much  higher  than  in  another  section. 
The  rates  are  adjusted  with  reference  to  trade  relations  and  competi- 
tion of  markets,  etc.  All  the  circumstances  that  enter  into  a  rate 
and  to  the  relations  of  rates  exist  under  the  present  system  of  regu- 
lation as  under  the  private  rate-making  system.  What  I  mean  is 
this — to  make  a  general  answer  to  your  question — that  railroads  en- 
gaged in  interstate  commerce  are  instrumentalities  of  interstate 
commerce.  Congress  has  the  right  to  regulate  them  as  such,  and  it 
has  the  right  if  it  deems  it  necessary  in  order  to  make  the  regulation 
effective  to  exclusively  regulate  them.  In  my  view.  Congress,  with- 
out creating  a  Federal  corporation,  can  take  absolutely  the  regulation ; 
of  existing  railroad  companies  away  from  the  States.  How  far  Con-  < 
gress  will  go  in  that  direction  is  a  matter  intrusted  to  the  discre- 
tion of  Congress,  which  is  almost  unlimited  with  respect  to  interstate 
commerce. 

Now,  if  Congress  concludes  or  authorizes  the  commission  to  decide 
whether  it  is  necessary  to  take  control  of  the  State  rates,  in  order  to 
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do  it — which  comes  from  the  fact,  as  I  indicated  in  my  direct  state- 
ment, that  Congress  is  vested  by  the  Constitution  with  the  power  to 
regulate  interstate  commerce,  with  the  right  to  establish  post  roads, 
with  the  duty  of  providing  for  the  national  defense,  with  the  power 
of  making  war;  and  all  of  these  powers  enter  into  this  question. 
Now,  if  Congress  should  conclude  that,  in  carrying  into  effect  these 
powers  that  are  expressly  granted,  it  is  necessary  to  take  over  the 
exclusive  regulation  of  railroads  as  instrumentalities  of  interstate 
commerce,  and  as  agencies  for  these  other  purposes,  why,  it  supersedes 
the  control  of  that  subject  by  the  States. 

Mr.  Adamson.  Then,  your  idea  is  that  the  control  applies  to  the 
instrumental  vehicle  through  its  whole  course  ? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  And  that  the  regulation  should  be  under  that  con- 
trol, for  the  same  reason? 

Mr.  LovETT.  It  ought  to  be,  in  order  to  be  effective. 

Mr.  Adamson.  Why  should  the  control  of,  a  rate  between  Atlanta 
and  Macon,  Ga.,  have  anything  to  do  with  a  rate  from  New  York  to 
either  one  of  those  points? 

Mr.  LovETT.  I  am  not  familiar  with  the  rate  situation  in  that 
particular  locality. 

Mr.  Adajison.  Well,  any  other  State;  just  point  to  any  State. 

Mr.  LovETT.  I  know  of  a  great  many  situations  where  the  interstate 
rate  adjustment  is  controlled  entirely  by  State  rates.  I  can  imagine, 
that  a  rate  between  Buffalo,  N.  Y.,  and  New  York  City  might  upset 
the  whole  rate  situation  in  trunk-line  territory. 

Mr.  Adamson.  If  New  York  State  is  so  prosperous,  and  the  busi- 
ness is  so  prosperous  that  the  railroad  can  operate  more  cheaply  be- 
tween two  points  in  that  State,  is  it  right  to  make  them  pay  for  the 
deficiencies  in  some  other  State  through  which  the  railroad  runs? 

Mr.  LovETT.  Allien  the  Constitution  was  adopted  certain  special 
and  peculiar  rights  that  a  particular  State  might  enjoy  with  respect 
to  interstate  commerce,  were  siirrendered  as  a  consideration  for  other 
rights,  resulting  from  the  Union. 

Mr.  Adamson.  Reasonable  regulation. 

Mr.  Lo^TETT.  So  I  should  answer  your  question  by  saying  that  if 
New  York  is  so  situated  that  it  can  make  a  rate  that  will  benefit  it, 
and  injure  all  the  rest  of  the  country,  it  ought  not  to  be  allowed  to 

make  it.  ^  .      ■         ,        , 

Mr.  Adamson.  I  am  speaking  of  local  traffic.    Is  it  right  that  she 
should  not  be  allowed  to  do  her  local  business  at  a  lower  rate  ? 
Mr.  LovETT.  Not  if  it  injures  the  rest  of  the  country. 
Mr  Adamson.  How  would  it  injure  the  rest  of  the  country? 

Mr.  LovETT.  I  can  imagine,  for  instance,  on  grain 

Mr.  Adamson.  Before  you  answer  that,  if  I  understand  correctly, 
in  the  Shreveport  case  there  was  a  point  in  one  State  which  made  a 
lower  rate  to  a  point  in  that  State  than  it  did  to  a  point  out  of  the 
State,  other  circumstances  and  conditions  being  similar,  and  that 
did  alfect  interstate  commerce,  but  not  the  New  York  case. 

Mr.  LovETT.  Let  me  say,  at  the  outset,  that  I  do  not  limit  my 
reason  for  Congress  to  regulate  this  subject  merely  to  its  right  to 
regulation  of  the  instrumentality.  It  has  the  right  to  regulate  the 
rate  and  the  interstate  commerce  included  in  it;  and  included  in  that 
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is  the  right  to  regulate  all  the  instrumentalities  of  interstate  com- 
merce. The  Shreveport  case,  as  I  understand  it,  arose  from  the  fact 
that  the  Texas  commission  made  certain  rates  from  Dallas  and 
Houston,  cities  and  jobbing  centers  in  that  State,  to.  certain  points, 
Avhereas  the  prevailing  interstate  rates  from  Shreveport  to  those 
points  were  very  much  higher,  and  the  Texas  commission  coerced  • 
the  railroads  into  maintaining  this  relative  rate  situation.  They 
intended  that  Houston  and  Dallas  should  do  the  business  of  that 
territory,  and  the  railroads  well  understood  that  if  they  reduced  the 
interstate  rates  so  as  to  permit  Shreveport  to  enter  that  territory,  the 
Texas  commission  would  further  cut  the  local  rates  so  as  to  preserve 
the  relative  difference  against  Shreveport.  That  is  the  situation,  as  I 
understand  it. 

Mr.  Adamson.  That  was  differentiating  between  two  points  in  the 
State,  and  one  point  in  the  State  and  one  point  out  of  the  State ;  in 
other  words,  interstate  commerce. 

Mr.  LovETT.  To  state  it  entirelj'  accurately,  it  was  shutting  Shreve-, 
port  out  of  the  jobbing  business  of  Texas. 

Mr.  Adamson.  That  was' the  effect  of  it. 

Mr.  LovETT.  And  the  object. 

Mr.  Adamson.  And  the  waj'  bj'  which  that  was  effected  was  to  put 
a  lower  rate  into  the  State  than  there  was  coming  from  the  other 
State? 

Mr.  LovETT.  That  is  the  way  it  was  made  effective,  yes. 

Mr.  Adamson.  Now,  Judge,  I  understand  that  the  way  States  un- 
settle or  interfere  with  interstate  rates  is  by  making  the  intrastate 
rates  too  low.    That  is  generalty  the  manifestation  of  it,  is  it  not  ? 

Mr.  LovETT.  I  have  known  of  instances  where  a  railroad  company 
joined  in  an  interstate  rate  or  accepted  as  its  share  of  an  interstate 
rate  certain  divisions  which  were  necessary  for  the  interstate  rate  to 
be  made,  whereupon  the  commission  reduced  that  road's  local  rates 
on  entirely  different  articles  as  punishment. 

Mr.  Adamson.  Are  you  ever  troubled  by  intrastate  rates  that  are 
made  too  high  ? 

Mr.  LovETT.  Intrastate  rates? 

Mr.  Adamson.  Yes.  You  never  encounter  intrastate  rates  that  are 
too  high  to  interfere  with  the  regulation  of  interstate  commerce,  do 
you? 

Mr.  LovETT.  I  do  not  recall  any  such  case. 

Mr.  Adamson.  I  do  not. 

Mr.  LovETT.  They  may  exist. 

Mr.  Adamson.  The  troublesome  rates  are  the  rates  that  they  make, 
too  low? 

Mr.  LovETT.  I  do  not  know  any  railroad  company  that  has  suffered 
from  rates  that  were  too  high. 

Mr.  Adamson.  I  understand. 

Mr.  LovETT.  There  may  be  such  cases,  but  if  a  rate  is  kept  up  on 
one  road  and  cut  on  another,  the  road  with  the  high  rate  Avould  suffer. 

Mr.  Adamson.  I  understand;  but  I  just  wanted  to  understand 
clearly  the  source  of  the  trouble  about  these  intrastate  rates  that 
dislocate  the  interstate  rates.  It  is  always  that  the  State  commis- 
sions or  authorities  make  them  too  low,  and  never  too  high  within 
the  State.  Now,  Judge,  you  stated  the  other  day  something  about 
whether  or  not  rates  were  ever  based  on  the  consideration  of  secur- 
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ities — stocks  and  bonds.  I  do  not  remember  accurately  whether  you 
said  the  commission  never  did,  or  whether  the  roads,  in  making  the 
initial  rate,  never  did  it.    Which  was  that? 

•  Mr.  LovETT.  What  I  meant,  Mr.  Chairman,  was  that  I  have  never 
known  a  case  where  railroads  themselves  made  rates  based  upon  the 
amount  of  stock  or  bonds,  or  paid  any  attention  to  the  amount  of 
stock  or  bonds,  in  making  rates.  Of  course.  I  have  known  of  cases 
where,  in  controversies  with  regulating  tribunals,  the  question  of 
revenue  was  in  litigation,  and  the  amount  of  stock  and  bonds  and 
fixed  charges  and  dividends  required,  etc.,  entered  into  the  discus- 
sion and  into  the  consideration.  But  I  have  never  known  where  any 
traffic  manager  or  rate-making  authority  of  a  railroad  company  paid 
any  attention  to  the  amount  of  securities.  I  believe  it  is  safe  to  say, 
from  my  knowledge  of  the  men  and  from  m,y  connection  with  rate 
making,  that  probably  up  to  15  years  ago  the  majority  of  traffic  men 
who  made  the  rates  really  did  not  know  how  much  stock  and  bonds 
the  company  had  or  what  the  dividend  or  interest  requirements  were. 
They  did  not  deal  with  that  subject.  Within  the  last  15  or  20  years 
under  Government  regulation  they  have  had  to  pav  more  attention! 
to  stock  and  bonds,  etc. 

Mr.  Adamson.  When  you  initiate  a  rate — of  eonise,  some  people 
sarcastically  say  that  you  take  "  all  the  traffic  will  bear  " — I  presume- 
it  is  true  that  you  consider  the  traffic  situation  and  fix  a  rate  accord- 
ing to  the  circumstances  which  you  think  will  be  remunerative  and! 
excite  the  least  opposition  and  objection? 

Mr.  LovETT.  J.  C.  Stubbs,  who  is,  I  believe,  generally  held  re- 
sponsible for  that  phrase  "all  the  traffic  will  benr" — thounh  he 
denies  that  and  makes  some  modification  of  it  by  saying,  ''  what: 
the  traffic  ought  to  bear '' — relates  an  incident  which  I  think  illus- 
trates rate  growth  very  well,  if  I  may  take  the  time  to  recite  it. 

He  said  that  many  years  ago  a  gardener  or  ranchman,  as  they  are' 
called  in  California,  came  into  his  office  when  he  ^vab  the  head  of  the 
traffic  department  of  the  Southern  Pacific  and  told  him  that  he  had 
grown  some  raisins  and  he  would  like  to  try  a  shipment  to  the  East,. 
and  wanted  to  loiow  what  the  rate  would  be.  At  that  time  the  charge 
for  foreign  raisins  from  the  East  to  California  Avas  $3  per  hundred. 
Stubbs  asked  the  man  what  rate  he  thought  he  ought  to  ])ay  for 
raisins  per  carload  eastbound.  The  man  told  him  he  could  afford  to 
pay  $1.50  per  hundred,  and  the  rate  was  at  once  fixed  at  $1.50  per 
Imndred ;  and  the  rate  ever  since  for  raisins  from  California  to  the 
East  has  not  been  over  $1.50,  whereas  the  westbound  rate  was  $&• 
per  hundred. 

I  fancy  that  if  you  could  go  back  into  the  history  of  every  rate- 
made  it  would  be  found  that  it  was  largely  prescribed  by  the  shipper. 

Mr.  Adamson.  Judge,  if  this  transition  is  made  from  State  to  Fed- 
eral incorporation.  I  suppose  it  would  be  expected  that  provision 
Avould  be  made  for  acquiring  other  roads,  extending  the  road,  making 
mergers  with  extension  lines,  just  as  they  may  do  at  present? 

Mr.  EovETT.  I  assume,  of  course,  that  such  a  law  would  pro- 
vide, first,  for  the  incorporation  of  new  companies.  Then  it 
would  provide  for  the  reincorporation  of  existing  companies.  It 
would  then  prescribe,  I  assume,  what  the  powers  of  these  cor- 
porations should  be,  specify  them  in  the  terms  with  which  w^e  am 
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:fa.miliar  in  various  State  laws,  and  specify  the  powers  that  the  cor- 
porations should  have,  wiiether  new  companies  or  reincorporated! 
companies.  I  assume  it  would  also  provide  for  the  merging  or  con- 
solidation either  of  new  companies  or  of  existing  companies  or  of 
new  companies  with  existing  companies;  and  I  take  it  that  in  that 
connection  it  would  not  permit  any  merger  or  consolidation  or  the 
acquisition  of  one  railroad  by  another  except  upon  approval  of  the 
Interstate  Commerce  Conunission. 

Mr.  Adamson.  I  understand.    It  would  provide  a  method? 

Mr.  LovETT.  Yes ;  and  it  would  also,  specify  to  what,  if  any,  ex- 
tent the  acquisition  or  consolidation  of  lines  that  were  competitive 
should  be  allowed.  I  assume  it  would  not  allow  the  consolidation 
of  lines  that  are  substantially  competitive.  My  own  judgment,  as  I 
indicated  the  other  day.  would  be  against  the  consolidation  of  com- 
peting lines. 

Mr.  Adamson.  You  would  not  want  to  repeal  the  antitrust  law 
while  you  Avere  getting  rid  of  .the  State  regulations  ? 

Mr.LovETT.  I  would  not,  I  do  not  believe,  though,  that  it  ought 
to  apply  to  railroads  to  the  same  extent  it  does  to  a  good  many  other 
interests.  I  suppose  some  other  interests  think  the  very  reverse. 
But  I  believe  the  Interstate  Commerce  Commission  should  be  au- 
thorized, when  an  application  is  made  for  consolidation  of  lines  that 
are  in  a  remote  degree  cojnpetitive,  to  consider  whether  the  public 
interest  will  be  promoted  by  the  advantages  of  the  consolidatioa 
more  than  it  would  be  by  the  competition  that  exists. 

Mr.  Adamson.  The  reason  I  asked  you  in  regard  to  the  consoli- 
dation and  acquirement  of  other  roads  was  not  to  go  into  the  details 
of  organization  but  as  a  foundation  for  a  further  question.  As  I 
understand,  your  idea  of  transferring  a  company  from  one  authority 
to  another  is  that  you  would  not  affect  the  relative  position  of 
creditors  and  debtors  and  stockholders,  but  simply  change  the  name 
and  the  control,  and  let  the  status  quo  be  maintained.  Now,  that 
being  true,  that  company's  credit  would  be  just  like  it  was  before; 
but  if  you  acquire  another  company,  the  first  one  being  like  this  south- 
western company  reported  by  the  Commerce  Commission — I  believe 
they  said  it  was  worth  $12,000,000;  it  had  cost  $30,000,000,  and  it 
was  bonded  for  $42,000,000 — if  you  take  that  in  as  a  Federal  corpo- 
ration, as  it  is,  its  credit  or  discredit  would  remain  the  same.  But 
then,  suppose  it  proceeds  to  merge  or  acquire  another  road  that  is 
solvent.  Would  you  bring  it  in  on  the  same  basis  or  would  you 
average  up  the  two,  or  how  would  you  do  that  to  improve  the  credit 
of  either? 

Mr.  'LovEiT.  I  would  not,  as  I  indicated  yesterdaj^,  undertake  to 
provide  for  any  consolidation  in  the  process  of  federalizing  the 
companies.  I  would  first  have  them  become  Federal  corporations. 
I  should  be  careful  in  the  act  to  have  a  provision  that  would  leave 
all  questions  as  to  the  validity  of  their  stock  or  the  bonds  and  all 
questions  as  to  liability  precisely  as  they  are. 

Ml'.  Adamson.  Judge,  I  understood  you  on  that,  and  I  want  to  ask 
you 

Mr.  Hamilton.  I  beg  your  pardon,  but  I  understood  Judge  Lpvett 
was  going  a  little  further  in  answering  your  question. 

Mr.  LovETT.  I  was. 
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Mr.  Hamilton.  I  should  like  to  hear  that,  if  you  have  no  objection. 

Mr.  Adamson.  I  beg  your  pardon;  I  understood  that  he  was  merely 
■referring  to  Avhat  he  said  yesterday.     Go  ahead. 

Mr.  Lo\t!;tt.  I  was  stating  that  as  a  basis  for  a  further  answer  I 
was  going  to  make  to  your  question.  . 

After  these  corporations  are  federalized,  and  they  come  to  a  point 
where  it  is  proposed  to  merge  the  corporations  you  have  described, 
by  consolidation  or  otherwise,  that  subject  should  be  dealt  with 
specially.  Whether  the  merger  or  consolidation  of  an  insolvent 
corporation  with  a  solvent  corporation  is  to  be  allowed  is  a  question 
for  the  Interstate  Commerce  Commission;  and  it  ought  to  be  left  to 
the  Interstate  Commerce  Commission  to  determine  whether  such  con- 
solidation ought  to  be  allowed  under  such  circumstances.  You  can 
'  not  foresee — nobody  can  foresee — the  various  questions  that  will  arise 
in  working  out  any  system  of  consolidation.  It  must  be  dealt  with 
at  the  time  by  a  tribunal  that  you  would  intrust  it  to. 

Mr.  Adamson.  Of  course,  you  can  not  foresee  all  of  those  things. 
But  this  committee  is  not  legislating ;  it  is  only  going  to  advise  Con- 
gress. Congress  will  ask  us  a  lot  of  questions  when  we  report  about 
what  is  going  to  happen,  and  some  are  going  to  say,  "  Yes ;  the 
very  thing  Judge  Lovett  states  is  what  we  are  afraid  of,  that  they 
will  blindfold  us  and  slip  this  thing  through  into  Federal  authority, 
and  afterwards  you  will  amend  the  law  and  do  all  the  rest  to  us." 
That  is  exactly  what  they  will  say.  ■  But  this  is  what  I  mean :  You 
have  a  right,  and  we  have,  although  we  can  not  prescribe  the  legis- 
lation, to  foresee  what  the  subsequent  steps  might  be;  and  you  say 
that  the  main  purpose  of  this  is  to  help  the  finances  of  the  railroads ; 
that  is  the  great  desideratum.  Now,  if  you  take  in  that  insolvent 
corporation  that  I  have  mentioned — and  there  are  others  similar  to 
it  in  the  country — its  credit  certainly  is  not  helped  by  the  transition 
from  State  to  Federal  incorporation.  Then,  if  it  is  going  to  be 
allowed  by  subsequent  legislation  to  merge  with  other  companies, 
these  questions  will  arise  about  how  you  are  going  to  arrange  them, 
and  how  that  is  going  to  help  the  credit  of  either,  and  bearing  in 
mind  the  necessity  for  financing  these  railroads,  I  think  it  proper 
for  us  to  anticipate  and  consider  all  of  these  things. 

Mr.  LovETT.  The  only  ansAver  to  that,  Judge  Adamson,  is  that  as 
it  is  now.  Congress  has  no  control  over  them ;  no  agency  to  pass  upon 
consolidations  at  all.  The  matter  is  left  entirely  to  the  States.  AH 
the  things  done  in  the  past  have  been  done,  of  course,  under  authority 
of  the  States.  These  dangers  you  apprehend  are  dangers  that  exist 
now.  Perhaps  there  are  more  restrictions  upon  some  of  them  now 
than  formerlj'. 

Mr.  Adamson.  That  is  exactly  what  I  say.  Judge.  I  say  we  will 
avoid  the  apprehension  by  just  doing  it  directly,  under  present  con- 
ditions. ^  ^  ox    i  -11 

Mr.  LovEiT.  The  laws  of  the  States  vary.  Some  States  will  permit 
almost  any  kind  of  consolidation. 

Mr.  Adamson.  I  am  talking  about  a  law  of  Congress. 

Mr  LovETT.  I  do  not  Imow  any  State  that  in  authorizing  consolida- 
tions undertakes  to  review  the  validity  of  the  securities  or  to  determine 
whether  there  is  wind  and  water  in  the  stocks  and  bonds,  but  they 
<^enerallv  content  themselves  Avith  providing,  I  believe,  that  m  the 
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process  of  consolidation  the  aggregate  amount  par  value  of  securities 
shall  not  be  increased.  ^ 

Mr.  Adamson.  But,  Judge,  we  are  not  comparing  the  present  action'! 
of  the  States  with  what  may  be  done  on  either  line  by  Congress.  ■ 
What  we  are  comparing  is  your  proposition  for  Federal  incorpora- 
tion and  my  proposition  to  exercise  the  existing  power  of  Congress 
under  the  Constitution  to  regulate  them  as  they  are. 

Mr.  Lo\ETT.  As  1  have  answered  earlier  to-day,  I  believe,  Congress 
has  power  to  deal  with  the  subject, just  as  fully  with  existing  corpo- 
rations as  it  can  by  Federal  incorporation,  but  not  as  well,  not  as 
effectively,  not  as  orderly ;  not  without  a  great  many  more  difficulties  • 
and  complications  than  would  be  encountered  under  Federal  incorpo- 
ration. But  so  far  as  dealing  with  consolidations  under  the  act  of 
Congress,  my  judgment  would  be  to  intrust  that  to  the  Interstate  n 
Commerce  Commission  when  it  is  called  upon  to  approve  the  con- 
solidation. 

Mr.  Adamson.  Under  either  plan? 

Mr.  Lo^ETT.  Under  either  plan.    You  have  got  to  do  it.    Congress  i 
•can  not  itself.  I  take  it,  deal  with  such  a  complex  sulaject  to  meet  every  ^ 
possible  case.     I  think  this.  Judge  Adamson.  if  I  may  be  permitted -^ 
one  further  observation :  The  great  trouble  the  railroads  are  suffering 
from  is  that  in  most  of  this  regulating  legislation  the  eye  of  the  law- 
making power  is  centered  upon  some  apprehended  evil,  such  as  you 
apprehend  Avith  respect  to  these  mergers,  and  the  legislation  built 
with  that  central  idea.     In  that  way,  perhaps,  you  reach  and  stop 
one,  two,  or  half  a  dozen  crooked  transactions.     '\'\Tiile  you  are  doing 
that  j'ou  are  hampering  99  per  cent  of  the  transportation  interests' 
of  the  country. 

Mr.  Adamson..  Your  legislation  in  that  instance  follows  the  un- 
fortunate example  of  the  one-eyed  doe  grazing  with  her  blind  side 
next  to  the  ocean,  not  knowing  that  people  can  slip  around  in  a  boat 
and  shoot  her  in  the  water. 

Mr.  LovETT.  I  reniember,  if  I  may  refer  to  Texas  again,  that  Rev. 
Mr.  Parker  was  elected  to  the  legislature  some  years  ago  from  Pales-  S 
tine,  which  is  a  point  on  the  International  &  Great  Northern.    The'  J 
tains  that  run  from  Galveston  to  St.  Louis  leaving  Galveston  in  *; 
the  early  evening  would  pass  Palestine  at  a  very  inconvenient  hour 
in  the  night  or  morning.    The  first  bill  he  introduced  when  he  got  to 
Austin  was  to  prohibit  any  railroad  company  from  starting  a  train  , 
from  any  station  between  10  o'clock  at  night  and  6  o'clock  in  the  '-' 
morning.    He  was  thinking  of  Palestine  only.    Much  of  our  legisla- 1 
tion  is  framed  with  an  eye  to  a  single  situation.  /^ 

Mr.  Adamson.  I  know  several  towns  in  that  State,  and  I  amin  ,j 
syn^pathy  with  that  perfectly.  ' 

Judge,  I  interrupted  the  chairman,  by  his  permission,  when  he  was 
cross-examining  you  yesterday,  to  ask  you  about  what  remnants  of 
conduct  your  proposition  would  leave  to  the  State  commissions,  and. 
as  I  understand  joi\,  you  decided  a  great  many  benevolent  acts  of  a 
public  nature  that  they  might  perform,  but  I  do  not  remember  any 
of  them  that  related  to  railroads.  Is  it  your  idea  that  you  are  willing 
for  the  State  commissions,  to  regulate  everything  but  railroads? 

Mr.  LovETT.  No.  I  stated  yesterday — and  I  could  add  a  great 
many  items  to  the  list,  and  I  will  add  some  now — I  stated  vesterday 
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that  they  Avould  have  the  right  to  regulate  the  matter  of  grade  cross- 
ings.    They  should  have  the  right  to  regulate  the  matter  of  stations. 

Mr.  Adamson.  Is  it  necessary  for  Congress  to  leave  that  to  them? 

Mr.  LovETT.  Why,  I  take  it  that  it  depends  entirely  upon  the  act 
■of  Congress. 

Mr.  Adamson.  Of  course;  we  are  talking  about  making  an  act  of 
•Congress. 

Mr.  LovETT.  Yes.  Noav,  it  is  for  Congress  to  say  what  shall  be 
left. 

Mr.  Adajmson.  That  is  the  purpose  for  which  we  are  sitting  here. 

Mr.  LovETT.  I  think  Congress  should  leave  those.  If  Congress  in- 
corporates a  railroad  company  it  ought  to  say  what  tlie  powers  of 
that  railroad  company  shall  be  and  to  what  extent  it  shall  be  subject 
to  regulation  by  the  States.  I  believe  that  all  of  these  local  matters — 
and  it  is  impossible  to  forecast  all  of  them — ought  to  be  left  to  the 
States.  I  will  run  over  some  of  them  for  a  moment :  The  matter  of 
grade  crossings,  the  matter  of  stations,  the  matter  of  sidings  and 
facilities  for  shippers,  the  matter  of  trains  blocking  crossings.  I 
may  mention  another  matter  about  which  I  am  sure  you  and  I  are 
in  accord,  the  "  Jim  Crow  "  law.  Personally  I  should  be  very  much 
opposed  to  any  law  of  Congress  incorporating  railroads  that  did  not 
leave  in  the  States  full  power  over  the  classification  of  passengers 
on  trains.  I  would  not  disturb  the  "  Jim  Crow  "  law.  There  are  a 
great  many  other  purely  local  matters  that  I  think  ought  to  be  left 
to  the  States. 

Mr.  EscH.  Sanitation  of  depots? 

Mr.  LovETT.  Yes.     It  is  impossible  to 

Mr.  Hamilton.  You  mentioned  taxation,  did  you  not? 

Mr.  LovETT.  Taxation ;  I  should  leave  taxation  to  the  States. 

Mr.  Adamson.  I  am  talking  about  the  powers  of  the  State  com- 
missions now.     They  do  not  regulate  taxation. 

Mr.  LovETT.  Well,  I  am  leaving  it  to  the  States ;  the  States  are  en- 
titled to  adopt  any  agency  they  choose.  They  can  leave  it  to  the  com- 
mission if  they  wish.  Many  of  the  State  commissions  do  deal  with 
the  question  of  taxation  by  fixing  the  value  of  the  railroads. 

Mr.  Adamson.  Do  you  think  you  would  adhere,  on  reflection,  to  the 
response  you  made  to  Mr.  Esch  that  the  sanitation  of  depots,  the 
matter  oi  public  health  accompanying  interstate  transportation, 
should  be  left  to  the  States?  . 

Mr.  LovBTT.  I  see  no  reason  why  the  States  should  not  be  permitted 
to  regulate  that. 

Mr.  Adamson.  We  have  a  Public  Health  Service  here,  built  up  on 
the  idea  that  our  control  over  interstate  commerce  carried  with  it  the 
obligation  to  protect  the  health  along  that  commerce. 

Mr.  LovETT.  If  Congress  prefers  it  that  way,  of  course  it  is  for 

Congress  to  say.  ^   ,  .  ,    ,     -r,  ,  t    ^^    ^^,   c 

Mr.  EsTH.  If  you  will  pardon  me,  I  think  the  Public  Health  Serv- 
ice now  looks  after  the  water  supply  on  passenger  trains,  and  I  think 
it  has  some  supervision  with  reference  to  cleaning  up  Pullman  sleep- 
ing cars,  and  so  on.  ,^      ,r     11  1  1       J. 
Mr.  LovETT.  I  do  not  think  so.     Mr.  Markham.  you  know  about 

Mr  Ad\mson.  The  House  passed  a  bill  twice.  I  believe,  which 
failed  to  meet  with  a  response  in  the  Senate,  to  authorize  the  Public 
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Health  Service  to  clean  Tip  all  the-:e  depots  on  interstate  transporta- 
tion lines. 

Mr.  Lovett;  I  do  not  understand  that  there  is  any  national  regu- 
lation of  sanitation  of  trains  or  stations.    That  is  left  to  the  States.    , 

Mr.  Adamson.  Judge,  it  might  be  that  some  local  conduct,  either 
under  State  statute  or  without  it,  would  interfere  with  interstate; 
transportation  at  the  grade  crossings.    It  is  necessary,  to  be  compe- 
tent, for  Congress  to  take  charge  of  that,  is  it  not  'i 

Mr.  LovETT.  That  depends,  Judge  Adamson.  As  it  is  now,  the 
States  require  a  good  many  things — the  matter  of  stations,  and  vari- 
ous local  measures-^that  some  railroad  men  think  are  a  little  unjust.' 
But  they  are  not  vital,  and  I  believe  the  States  should  be  left  the 
regulation  of  all  local  matters  that  are  not  vital  to  the  system  of 
national  regulation.  It  is  possible  that  some  State  might  become  so 
discriminating  and  so  unjust  in  its  taxation — might  seek  to  make 
other  States  contribute  through  the  railroads  to  its  revenues — that 
Congress  would  finally  conclude  to  take  over  the  subject  of  fixijig 
taxation:  not  take  it  away  from  the  States,  but  prevent  discrimina- 
tion. I  think  that  is  extremely  remote.  They  might  become  so  op- 
pressive in  their  local  requirements  that  it  would  be  unjust  to  other 
States  interested  in  the  transportation  line,  but  that  is  very  remote. 

Mr.  Adamson.  What  is  your  idea  as  to  provision  for  litigatiQn? 
Would  all  those  corporations  have  to  be  sued  in  Federal  courts? 

Mr.  LovETT.  No;  not  one.  I  would  distinctly  provide — I  stated 
that  in  my  direct  statement  to  the  committee — that  removal  of  suits 
to  Federal  courts  by  these  corporations  by  reason  of  the  fact  that 
they  are  Federal  corporations  should  not  be  permitted.  As  a  matter 
of  fact,  under  my  idea  of  Federal  incorporation,  there  would  be  very 
much  less  litigation  carriedto  the  Federal  courts  tlian  is  now  carried 
there.  As  it  is  now.  the  corporation  created  in  one  State  and  operat- 
ing in  several  other  States  can  remove  to  the  Federal  courts  its  litiga- 
tion in  the  other  States.  If  it  were  a  Federal  corporation,  then  under 
my  idea  of  what  the  I'ederal  law  should  provide  it  could  not  remove 
any  of  those  suits  to  the  Federal  courts.  I  would  not  permit  it  to 
]-emove  an}^  suit  to  the  Federal  court  that  >any  individual  would  not 
be  allowecl  to  remove.  In  other  words,  I  would  confine  it  to  con- 
stitutional questions,  question  under  the  Federal  law. 

Mr.  Adamson.  Judge,  so  far  as  constitutional  questions  are  con- 
cerned, a  Federal  charter  enacted  b3?  Congress  Avould  merely  be  a 
law  of  Congress. 

Mr.  Lovett.  Yes. 

Mr.  AoAaisoN.  Whether  under  that  changed  system  or  this  system, 
would  any  constitutional  question  be  changed  as  between  a  State  and 
Federal  authority?  Would  not  the  Federal  corporation  be  subject 
to  the  same  constitutional  questions  that  the  State  corporation  would 
be  subject  to? 

Mr.  LovETT.  I  should  think  so.  Of  course,  that  is  a  far-reaching 
question. 

Mr.  Adamson.  If  there  is  any  reason  in  the  Constitution  now  wliy 
the  Federal  Government  could  not  do  something  because  a  State  has 
exclusive  authority,  Avould  not  it  remain  so  %  Has  the  paternity  of 
the  corporation  anything  to  do  with  its  powers  under  the  Constitu- 
tion? 
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Mr.  LovETT.  I  should  think  not.  I  would  like  to  state  there,  Mr. 
.  Chairman,  if  I  maj^,  that  the  central  idea,  the  controlling  thought 
with  me,  and  with  the  other  railroad  executives,  so  far  as  I  knoAv, 
is  to  unify  the  system  of  regulation.  So  far  as  I  am  concerned,  I  am 
perfectly  willing  that  instead  of  Congress  exercising  the  power  you 
may  give  the  whole  j)ovver  to  some  particular  State ;  I  do  not  care. 

Mr.  Adamson.  So  it  is  one  authority  ? 

'Mr.  LovETT.  So  it  is  one  authority.     I  do  not  care  who  exeicises 
{the  authority.    But  it  ought  to  be  a  single  authority.    It  is  a  subject 
that  can  not  properly  be  regulated  by  a  dozen  or  half  a  dozen  differ- 
ent governments.    It  ought  to  be  regulated  by  one  only,  and  so  far 
■  as  I  am  concerned  I  do  not  care  which  one. 

Mr.  Adamsojst.  A  good  deal  has  been  said  during  your  testimony 
about  taxation,  and  some  gentleman  suggested  that  there  be  a  gen- 
eral arrangement  under  the  law  of  Congress  so  as  to  apportion  the 
line  among  the  States,  and  some  other  gentleman  suggested  that 
|they  collect  and  pay  back  to  the  States  a  portion. 

Mr.  LovETT.  That  was  Senator  Newlands's  suggestion,  I  think. 

Mr.  Adamson.  You  think  it  would  be  better  just  to  leave  the  ques- 
tion of  taxation  alone,  do  you  not  ? 

■  Mr.  LovETT.  I  do.  This  is  A,  difficult  enough  problem  as  it  is.  I 
would  not,  at  this  stage,  imdertake  to  change  the  system  of  taxation. 
I  do  not  believe  anybody  has  ever  dreamed  that  the  taxes  of  a  State 
would  be  lessened  in  any  way  by  Federal  incorporation.  Cex'tainly 
we  expect  nothing  of  that  sort.  I  would  leave  the  question  of  taxa- 
tion precisely  where  it  is.  I  am  not  sure  but  what  it  would  be  fairer 
an^  more  just  to  everybody  if  every  railroad  was  valued  as  a  unit — 
because  we  all  know  that  that  is  what  it  is — and  that  aggregate  value 
apportioned  for  the  purpose  of  taxation,  or  assigned  for  the  purpose 
of  taxation,  to  the  various  States  in  which  it  was  situated,  on  a  track 
mileage  basis.  But  that  is  a  theory  that  perhaps  was  not  worth  while 
to  mention. 

Mr.  Adamson.  But  jou  would  not  think  it  necessary  or  wise  for 
Congress  to  assume  to  become  the  administrator  for  the  States  to 
collect  and  pay  back  the  taxes? 

Mr.  LovETT.  I  certainly  would  not. 

Mr.  Adamson.  Judge,  are  you,  in  advocating  this  Federal  incor- 
poration, acting  for  yourself,  or  did  your  stockholders  or  directors 
delegate  you  to  do  it? 

Mr.  LoraTT.  I  am  acting  for  myself. 

Mr.  Adamson.  Has  the  matter  of  appro\al  of  an  attempt  to  ob- 
tain a  law  for  Federal  incorporation  of'  railroads  been  submitted  to 
your  board  of  directors? 

Mr.  LovETT.  It  has  not. 

Mr.  Adamson.  Has  your  board  adopted  a  resolution? 

Mr.  LovETT.  Xo. 

Mr.  Adamson.  Have  the  stockholders? 

Mr.  LovETT.  Xo.  I  do  not  know  whether  the  stockholders  like  it, 
and  I  do  not  know  whether  the  directors  like  it.  I  might  go  further, 
but  I  will  not. 

Mr.  Adamson.  You  have  taken  no  steps  looking  to  that? 

Mr.  LovETT.  No  steps. 

Mr.  Adamson.  You  simply  give  that  as  you-  opinion? 
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Mv.  LovETT.  Simply  as  my  opinion  as  a  citizen,  based  upon  my 
experience  in  railroad  administration,  as  to  what  I  think  is  best  for 
the  interest  of  the  railroads  and  for  the  whole  country. 

Mr.  Sims.  Simply  as  a  private  citizen? 

Sir.  LovETT.  Simply  as  a  private  citizen. 

Mr.  Adamson.  Do  you  not  think  the  change  proposed  is  a  very 
fundamental  change? 

jMr.  LovETT.  It  is.  It  may  be  that  my  board  of  directors  and  my 
stockholders  object  to  it  very  strenuously;  I  do  not  knovr,  and  I  can- 
not help  it.  I  can  not  control  them,  and  I  am  not  binding  them.  I 
am  speaking  my  own  opinion. 

Mr.  Adamsok.  Do  you  believe  that  a  general  sweeping  law  such 
as  some  of  you  advocate  here,  compulsory  on  all  companies,  to  go  into 
the  Federal  incorporation,  ought  to  be  enacted  without  the  action 
and  consent  of  the  people  interested? 

Mr.  LovETT.  I  do  not  say  that,  because  I  think  the  people  inter- 
ested are  the  public,  as  well  as  the  railroads.  But  I  think  it  ought 
to  lie  enacted  without  the  approval  or  consent  of  the  stockholders  or 
directors. 

Mr.  Ada^ison.  Do  you  not  think  the  stockholders  and  directors  in 
that  railroad  have  a  sufficient  interest  to  give  them  a  right  to  be  con- 
sulted before  clumging  the  organic  form  of  their  control? 

'Mr.  T>()VET'r.  ThW  have  a  sufficient  interest,  or  a  very  large  inter- 
i>-.t :  but  they  ought  not  to  be  allowed  to  decide  the  question.  I  think 
Congress  should  rlecide  it. 

Vr.  AnA:^Iso^^  Probably  they  would  not  have  subscribed  to  the 
stock  if  it  had  been  in  one  corporation  instead  of  the  one  it  is  in. 

Mr.  Lo\ETT.  Pos.sibly  not:  but  they  did  subscribe,  and  they  did  it 
with  the  knoM-ledge  that  Congress  had  the  power  to  do  this,  or, 
rather,  they  are  iDresumed  to  have  had  the  knowledge. 

Mr.  Adajison.  They  were  presumed  to  have  the  knowledge  with 
regard  to  reasonable  regulation  by  Congress;  but  what  I  am  asking 
you  is:  Is  such  a  fundamental  change  as  this  Avithout  their  consent 
iTiisonable? 

]\[r.  LovETT.  I  believe  it  is. 

Mr.  .\i)AJis()>,.  Yon  do  ufit  pro]iosc  to  secure  the  consent  of  any 
State  that  chartered  them? 

Sfr.  Lo\ETT.  Xo:  I  think  tlie  States  have  already  consented. 

]\Ir.   ^\daiisox.  Touching  the  (juestion  of  litigation,  do  you  not 
think  that  an  effort  of  this  soi't,  without  the  consent  of  anybody,  ? 
w'uld  produce  more  litigation,  and  longer  and  more  bitter,  than 
almost  any  otb.er  i^ropcsition  you  could  submit? 

Sir.  LovETT.  I  tliink  not.  I  believe  there  Avould  be  very  little  liti- 
gation about  it.  I 

jMr.  Adamsox.  And  is  there  not  danger  that  pending  these  changes| 
in  the  possible  litigation  the  financial  status  of  some  of  these  com-  Ii 
panics  might  suffer  instead  of  being  improved  ? 

JVIr.  LovETT.  I  think  not.     I  believe  that  the  consolidation  of  the 
New  York  Central  and  the  Lake  Shore  a  year  or  two  ago  consed^ 
more  litigation  than  this  measure  would  cause. 

Mr.  Adamson.  Judge,  the  committee  of  executives,  of  which  you 
are  a  member — how  many  does  that  committee  consist  of?  *% 

Mr.  LovETT.  I  beg  your  pardon.  •%  ^ 
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Mr.  Adamson.  The  committee  of  executives  that  prepared  this 
statement? 

Mr.  LovETT.  How  many- 


Mr.  Adamson.  How  many  are  on  that  committee? 
Mr.  LovETT.  Fifteen. 

Mr.  Adamson.  How  many  railroads' are  interested  in  it? 
Mr.  LovETT.  Have  you  got  the  list,  Mr.  Trumbull  ? 
Mr.  Trumbull.  I  think  it  has  been  printed  in  the  record. 
Mr.  LovETT.  May  I  refer  to  the  list  that  was  submitted  by  Mr. 
Thorn  on  the  first  day  of  the  hearings  ? 

Mr.  Adamson.  Yes;  if  any  man  remembers,  all  right.  I  just 
wanted  to  get  it  in  my  head. 

Mr.  Sims.  Mr.  Chairman,  Judge  Lovett  just  appears  here  as  a 
private  citizen,  and  what  difference  does  it  make  how  many  men 
constitute  this  committee? 

^Nfr.  Tjiom.  Over  90  per  cent,  Mr.  Chairman,  of  the  gross  earnings 
of  the  railroads  which  earn  as  much  or  more  than  a  million  dollars 
a  year. 

Mr.  Adamson.  How  many  railroads  are  represented  on  the  com- 
mittee ? 

Mr.  Thom.  I  have  undertaken  to  file  in  the  record  a  list  of  them. 
Mr.  Adamson.  I  can  not  undertake  to  know  that  now.     I  am  ex- 
amining the  witness  right  now. 

Mr.  Thom.  About  60  systems,  Mr.  Trumbull  says.  He  is  chairman 
of  the  committee. 

Mr.  Adamson.  Fifteen  men  represent  all  of  them  ? 
Mr.  Thom.  Yes. 

Mr.  Adamson.  Some  are  just  representatives  and  not  officers  of 
the  roads? 

Mr.  Thom.  I  have  been 

Mr.  Adamson.  I  am  trying  to  find  out  how  many  individual  rail- 
r'oads  have  representatives  on  this  committee. 
Mr.  Thom.  Fifteen ;  and  each  man  is  a  railroad  executive. 
Mr.  Adamson.  He  must,  then,  represent  some  other  railroads  than 
the  one  with  which  he  is  connected. 

Mr.  Thom.  Yes;  but  this  committee  representing  60,  say 

Mr.  Adamson.  Well,  I  understand  there  are  15  men  who  represent 
personally  15  railroads,  and,  by  selection,  they  represent  some  other 
railroads. 

Mr.  Thom.  But  some  of  those  men  may  be  connected  with  more 
than  one  system — have  an  office  with  them. 

Mr.  LovETT.  I  think  I  can  clear  \ip,  if  I  may  be  permitted  to  do  so, 
the  matter  which  you  have  in  mind.  Several  years  ago  the  situation 
with  respect  to  the  railroads,  as  affected  by  legislation,  seemed  to  be 
so  bad  that  a  number  of  us  thought  we  ought  to  consider  it  in  con- 
ference and  try  to  work  out  some  system  of  constructive  legislation 
to  suggest.  There  were  a  number  of  conferences,  and  a  nimiber  of 
railroad  officers  joined  in  them.  At  first.  I  believe,  Mr.  Walker  D. 
Mines  was  chairman  of  the  committee,  or  perhaps  he  Avas  counsel  for 
the  committee.  Certain  railroad  officers  were  on  the  committee  Avith 
him,  including  Mr.  Trumbull,  from  the  first:  and  the  various  rail- 
roads were  invited  into  the  organization,  if  v,e  may  call  it  such,  to 
deal  with  these  questions.  We  had  meetings  occasionally,  and  there 
was  some  expense.     We  had  to  employ  clerks  and  counsel  and  inciii' 
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other  expenses,  which  are  all  open,  and  all  subject  to  anybody's  in 
spection.  Finally,  we  considered  that  we  should  deal  with  it  in  i 
more  thorough  manner  than  had  been  done  up  to  that  time;  am 
there  was  a  committee  selected,  composed  of  Mr.  Loree,  of  the  Dela 
ware  &  Hudson,  Mr.  Johnson,  of  the  Norfolk  &  Western,  and  myself 
to  consider  the  kind  of  organization  or  association  we  should  have 
We  considered  the  matter  and  agreed  that  there  should  be  an  advisorj 
committee  of  railroad  executives,  and  consider  and  advise  from  th( 
'standpoint  of  the  railroads;  and  also  that  there  should  be  a  law  com' 
mittee  to  consider  legal  questions.  Thus  this,  advisory  committee 
was  foi'med,  composed  of  15  members,  whose  names  have  been  given. 
I  am  a  member  and  Mr.  Trumbull  is  chairman.  The  law  committee 
was  formed,  with  Mr.  Thom  as  chairman.  The  various  officers  of 
the  railroads  were  invited  to  attend  the  conferences  and  to  join  this 
association.  We  did  not  have  any  articles  of  association.  I  think 
nearly  90  per  cent,  as  represented  by  the  gross  earnings  of  the  rail- 
roads of  the  United  States,  joined. 
Mr.  Adamson.  How  about  the  number  of  railroads? 
Mr.  LovET-j'.  I  can  not  answer  as  to  that. 

Mr.  Adamsox.  I  think  a  gentleman  said  85  per  cent  of  the  number. 
Mr.  LovETT.  How  many,  Mr.  Trumbull? 

Mr.  Teumbull.  There  are  about  60  systems.  I  do  not  know  how 
many  corporations  there  are.  There  are  a  number  of  corporations.' 
Mr.  LovETT.  We  apportion  such  expenses  as,  are  incurred,  on  the 
basis  of  gross  earnings,  each  company  contributing  to  the  expenses 
m  proportion  to  its  gross  earnings.  A  full  account  is  kept  of  thr 
expenses  for  counsel  fees,  and  all  other  purposes,  and  generally,  about 
once  a  year,  there  is  a  report  made  of  tlie  expenses,  and  the  accounts. 
,    are  audited.  ,; 

Mv.  Adaiison.  I  do  not  doubt  the  regularity  of  all  of  that.  ;• 

Mr.  LovETT.  As  I  said  a  moment  ago,  anybody  can  see  the  accountsi 
covermg  the  expenses.  ]\ 

Mr.  Adamson.  I  do  not  care  about  that.  " 

Mr.  LovETT.  Then  this  committee  considered  how  to  solve  the  rail- 
road problem. 

Mr.  Adamson.  Are  they  unanimous— that  committee  of  15— on  the 
proposition  which  you  have  enunciated?  -  » 

Mr.  LovETT.  No;  we  had  various  conferences,  not  only  with  the  i 
lo,  but  the  various  officials  representing  the  railroads  were  called  in,/; 
and  a  general  program  was  submitted.     What  we  finally  agreed  tJ 
recommend  was  the  result  of  discussion  of  the  subject  by  various 
men,  and  involved  concessions  of  particular  views.    There  are  manyl 
railroad  companies  that  really  would  prefer  to  continue  as  they  are 

Mr.  Adasison.  How  many  of  the  board  of  15  failed  to  agree  with 
you  on  the  Federal  incorporation  idea  ? 

^^I'-^IV''''^- }  ^l^'^"?  ""/^  '''^'^  "^  agreement  as  to  what  should  be 
tZ.l  ?•  "^^^""^f^  ff  the  country.    I  do  not  want  to  claim  any 

undue  patriotism  for  the  railroads 

Mr.  Adamson.  I  know. 

th^n;frfJf-"'-  ^"^  *^''  "^^tte^.b"tl  am  very  greatly  impressed  with 

M^  Inf .?=™'"^','  '"  '''^}?^'  'i  ^^  ^^'''  ^««1*  ^'itl^  by  the  railroads,  i 
1^  1;^  T;  J''^  question  I  have  asked,  however,  is  whether  the  ' 
15jembers  of  this  committee  agreed  to  this  Federal  incorporation  j 

IVfi.    T  .^,™,™,     T   __    1         .         T  ,i 
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Mr.  Adamson.  How  manj'  of  them  were  backed  by  the  action  of 
their  boards  of  directors  and  stockholders — any  of  them  ? 

,  Mr-  LovETT.  I  do  not  know  whether  any  of  them  submitted  it  to 
their  boards  of  directors.  Some  of  them  may  have  done  so.  But, 
as  I  remember,  some  said,  "  If  I  agree  to  this  plan,  I  do  not  know 
whether  my  board  of  directors  will  support  it  or  not.  My  directors 
may  object  to  it."  My  own  opinion  was — and  I  think  it  was  the 
generally  accepted  view — that  every  man  was  acting  for  himself, 
and  that  when  he  should  appear  here  as  a  witness  he  Avould  be 
stating  his  own  views. 

Mr.  Adamson.  I  am  examining  you  as  a  witness  now.  I  asked 
if  you  know  whether  any  of  the  other  representatives  were  supported 
or  backed  by  their  boards  of  directors  and  stockholders  ? 

Mr.  LovETT.  I  do  not  know. 

Mr.  Adamson.  I  want  to  know  if  you  know  whether  any  of  these 
railroad  companies — if  their  boards  of  directors  and  stockholders 
have  been  consulted  about  it  or  not? 

Mr.  LovETT.  I  do  not  know  about  that. ' 

Mr.  Adamson.  Do  you  know  why  these  other  railroad  companies 
which  are  left  out  did  not  participate  with  you  in  that  movement? 

Mr.  LovETT.  No ;  I  do  not  know  what  their  reason  was. 

Mr.  Adamson.  Judge,  are  you  a  large  stockholder  in  your  com- 
pany ? 

Mr.  LovETT.  No;  I  am  not.     I  own  some  stock. 

Mr.  Adamson.  Are  the  15  members  of  this  committee  large  stock- 
holders of  their  companies  ? 

Mr.  LovETT.  I  do  not  know. 

Mr.  Adamson.  Is  it  not  true  that  most  of  these  officials  are  simply 
elected  for  their  merit  as  executive  officials  and  do  not  own  much 
interest  in  their  companies? 

Mr.  LovETT.  I  believe  that  is  true  of  practically  all  of  them,  east 
and  west. 

Mr.  Adamson.  At  least  for  their  merits,  whether  they  own  much 
or  not  ? 

Mr.  LovETT.  I  do  not  know  the  extent  of  their  investments. 

Mr.  Adamson.  I  believe  you  said  that  this  committee  of  executives 
was  composed  of  presidents  and  managers — high  officers  of  the  rail- 
roads ? 

Mr.  LovETT.  Yes. 

Mr.  Thom.  Entirely  of  presidents  and  chairmen  of  boards  of  di- 
rectors. 

Mr.  Adamson.  Well,  high  officials. 

Mr.  LovETT.  Executive  officers,  whatever  their  title  may  be. 

Mr.  Adamson.  Your  plan,  so  far  as  your  ideas  are  concerned,  does 
not  contemplate  progress  toward  Government  ownership  ? 

Mr.  LovETT.  No. 

Mr.  Adamson.  You  would  not  advocate  that? 

Mr.  LovETT.  No. 

Mr.  Adamson.  But  Federal  incorporation  would  greatly  facilitate 
it,  if  the  Government  should  conclude  to  do  it,  would  it  not? 

Mr.  LovETT.  I  do  not  see  that  it  would. 

Mr.  Adamson.  I  suppose  it  is  unnecessary  to  discuss  with  you  in 
detail  as  to  what  you  would  put  in  your  charter,  your  idea  being 
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that  if  we  once  get  the  transition  we  can  do  what  Congress  wants 

to  do  ^ 

Mr.  LovETT.  Yes;  I  should  think  that  the  details  were  a  matter 
for  Congress  to  determine.  I  am  interested  only  in  the  subject  of 
unified  regulation.  .  .  .        _ 

Mr.  Adamson.  You  «ould  want  to  retain  the  provision,  Isuppose, 
Judge,  that  matters  passed  on  by  the  railroad  commissions  could  be 
challenged  in  the  courts,  as  now  ?  i      tj.  ■ 

Mr.  LovETT.  I  think  that  right  ought  to  be  preserved,  it  is  not  ' 
worth  a  great  deal  practically,  but  still  it  ought  to  be  preserved. 

Mr.   Adamson.  Judge,  if   the  commission   is  not  materially  in-      ; 
creased  and  relieved,  it  would  put  the  entire  burden  of  financing  the     '• 
roads  on  them,  and  under  either  of  our  plans  it  would  delay  financ- 
ing them,  would  it  not  ?  .    . 

Mr.  LovETT.  Yes:  it  would  be  impossible  for  the  commission,  as 
at  present  constituted,  to  take  on  any  additional  amount  of  work     ^^ 
without  detriment.     The  matter  of.  securities  is  provided  for  in  the     J 

present  bill -r    -,        ^  -^ 

Mr.  Adamson.  I  am  very  much  obliged  to  you,  Judge,  for  your  J 
courteous  answers  to  my  interrogatories.     I  will  pass  you  on  now.     " 

Mr.  Sims.  I  want  to  ask  a  question  or  two  right  along  that  line.  1 
It  is  Senator  Cummins's  turn,  but  I  would  like  to  have  permission  to  • 
ask  the  questions  now. 

Mr.  Adamson.  You  may  do  so. 

Mr.  Sims.  But  it  is  Senatoor  Cummins's  turn. 

Mr.  Adamson.  I  will  yield  to  you  in  my  time. 

Mr.  Sims.  You  stated  you  appear  here  as  a  private  citizen,  and 
as  such  giving  your  views  without  any  authorization  of  your  stock- 
holders or  those  whom  you  represent.  Now,  are  we  to  understand 
that  this  executive  committee  of  which  you  ^re  a  member  is  not 
being  represented  by  you  here  at  this  time? 

Mr.  LovETT.  Is  the  executive  committee 

Mr.  Sims.  The  committee  of  executives,  of  which  you  say  you  are 
a  member?  '  i 

Mr.  LovETT.  I  am  here  as  an  individual  and  as  a  member  of  that  *;| 
committee  and  am  expressing  my  own  views,  which  I  understand  . 
to  be  the  views  of  the  committee  also.  '  m 

Mr.  Sims.  That  is  what  I  want  to  know.  Are  you  not  speaking*^ 
in  harmony  with  the  views  of  the  committee  of  executives  or  repre-"  1 
sentatives  of  the  60  systems,  according  to  Mr.  Thom?  -'^ 

Mr.  LovETT.  I  understand  that  we  are  in  accord.  I  do  not  recall 
that  I  have  presented  any  view  here  that  generally  is  not  shared  by 
the  members  of  that  committee. 

Mr.  Sims.  Are  you  not  acting  as  an  agent  or  representative  or  a 
member  of  that  committee,  in  addition  to  what  interest  you  may  feel 
in  the  matter  as  a  private  citizen. 

Mr.  LovETT.  That  may  be  a  little  more  of  a  refinement  than  I  can , 
appreciate.  Judge.     "While  I  am  a  member  of  the  advisory  commit- 
tee of  executives,  I  am  expressing  my  own  individualviews.     I  wo\ild  ' 
not  express  any  view  here  or  offer  any  suggestion  here  that  I  do  not ' 
personally  approve. 

Mr.  Sims.  I  did  not  mean  that  for  a  moment,  but  I  do  certainly 
think  we  should  know  the  capacity  in  which  you  appear. 

Mr.  Adamson.  He  is  a  witness,  of  course. 
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Mr.  Sims.  I  know,  but  he  also  appears  as  a  member  of  a  commit- 
tee which  is  represented  by  an  attorney,  Mr.  Thom,  before  this  body, 
and  who  has  represented  them,  I  think,  very  ably  and  very  capably. 

Mr.  LovETT.  I  am  sure  of  that. 

Mr.  Sims.  And  I  believe  I  ought  to  attach  more  weight  to  you,  as 
being  a  railroad  executive,  than  would  be  attached  to  a  mere  citizen, 
who  has  had  country-wide  experience. 

Mr.  LovETT.  I  am  a  member  of  the  advisory  comuiittee  of  which 
Mr.  Trumbull  is  chairman,  and  I  am  expressing  my  individual  views, 
which  I  understand  to  be  in  accord  with  the  views  of  that  committee. 
Now,  as  I  said  a  moment  ago,  all  the  railroad  executives  will,  when 
they  come  here  as  witnesses,  come  as  individuals,  as  witnesses  must 
come  and  only  as  they  can  come,  expressing  their  individual  views. 

Mr.  Hamilton.  You  are  not  authorized  by  any  action  of  the  com- 
mittee to  appear  as  representing  the  views  of  that  committee? 

Mr.  LovETT.  No;  I  am  simply  expressing  my  views,  which  are  in 
accord  with  the  views  of  the  committee.  I  am  not  authorized  by 
anybody  to  appear. 

Mr.  Sims.  I  do  not  want  you  to  misunderstand  me.  I  do  not  want 
anyone  to  misunderstand  it  and  let  it  go  to  the  country  that  way. 

Mr.  LovETT.  I  have  no  doubt  that  a  great  manj'  railroad  executives 
have  talked  with  their  boards  about  this  matter. 

Mr.  Sims.  I  think  we  might  as  well  be  candid.  It  is  collective  in 
substance  and  fact,  is  it  not? 

Mr.  LovETT.  Undoubtedly.  We  feel.  Judge  Sims,  that  probably 
for  the  first  time  most  of  the  railroads  of  the  bountry  are  entirely 
in  accord  in  proposing  or  presenting  and  suggesting  some  method 
of  dealing  with  the  railroad  question.  In  the  past,  the  railroads  were 
too  much  given  to  contenting  themselves  witli  denouncing  the  legisla- 
tors and  Congressmen  and  criticising  and  condemning  legislation 
without  proposing  anything.  We  felt  that  not  mereh'  as  a  commit- 
tee, but  as  men  experienced  in  the  railroad  business,  it  was  our  duty 
to  submit  what  we  thought  ought  to  be  done  toward  the  settlement 
of  the  railroad  problem.  Whether  it  is  politically  practical  or  not,. 
or  however  much  it  may  prejudice  the  cause  to  have  suggestions 
emanate  from  that  source,  we  resolved  to  give  our  deliberate  judg- 
ment as  to  what  is  best  for  the  country  and  the  railroads. 

Mr.  Sims.  I  do  not  see  why  concerted  action  on  your  part  should 
prejudice  the  matter. 

Mr.  LovETT.  Mr.  Thom  stated  fully  to  the  committee  at  the  outset 
the  sentiment  of  this  advisory  committee  and  was  expressing  the 
composite  views  of  this  committee,  and  the  remedies  he  suggested 
were  the  suggestions  of  this  advisory  committee,  and  in  my  state- 
ment, if  you  have  observed  it,  I  have  generally  said  "  we  "  in  speaking 
of  what  we  thought  ought  to  be  done.  But  I  am  expressing  my  in- 
dividual views. 

.  Mr.  Adamson.  If  Judge  Sims  is  through,  before  I  turn  the  mat- 
ter over  to  Senator  Cummins  I  wish  to  state  that  while  I  appreciate 
the  wisdom  of  your  suggestion  for  unification  in  regulation  it  ap- 
peals to  me  that  this  is  a  matter  which  affects  the  railroads  and  the 
public  more  than  would  a  purely  executive  or  administrative  matter, 
an^  my  views  are  that  when  you  come  here  suggesting  legislation  of 
this  character,  legislation  of  such  a  fundamental  character,  that  the 
executives  are  going  rather  far  without  consulting  their  boards  of 
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directors  and  stockholders.  This  strilses  me  as  being  really  a  propo- 
sition that  goes  beyond  the  administration  of  your  railroads. 

Mr.  LovETT.  That  may  be,  but  I  do  not  think  a  man  loses  his  right 
to  express  his  views 

Mr.  Adamson.  I  am  talking  to  you  now,  Judge  Lovett,  as  a  wit- 
ness. 

Mr.  Lovett.  And  I  am  answering  you  as  a  witness. 

Mr.  Hamilton.  In  that  connection  you  appear  here,  then,  with  the 
knowledge  and  consent  of  the  committee  and  with  the  full  under- 
standing of  the  committee  that  you  are  expressing  the  general  views 
and  understanding  on  your  part  that  you  are  expressing  the  general 
views  of  the  committee.    Is  that  true? 

Mr.  Lovett.  I  was  invited  by  the  joint  committee  to  appear  here. 

Mr.  Hamilton.  I  think  that  ought  to  go  into  the  record. 

Mr.  Thom.  And  you  were  invited  also  by  the  advisory  committee? 

Mr.  Hamilton,  t  think  that  is  an  important  element. 

Mr.  Lovett.  I  should  not  say  I  was  invited  by  the  advisory  com- 
mittee.   I  am  a  member  of  the  advisory  committee.  ' 

Mr.  Hadmilton.  The  importance  of  your  testimony  is  increased 
somewhat  by  the  fact  that  you  represent  and  express  the  opinion  of, 
these  experts? 

Mr.  EsCH.  Mr.  Thom,  in  opening  these  hearings,  used  this  lan- 
guage : 

We  shall  be  ready  to  appear  at  the  order  of  the  joint  committee  and  to  meet 
its  convenience,  but  would  like  to  have  the  opportunity  of  presenting  our  views 
in  the  light  of  what  may  be  developed  by  those  gentlemen  who  appear,  as  I 
understand  it,  in  the  public  interest,  and  not  as  the  representatives  of  any 
particular  body. 

Mr.  Adamson.  Judge  Lovett  is  here  as  a  witness,  subpoenaed  by 
the  committee,  and  we  are  glad  to  have  him  here,  and  we  are  glad 
to  have  heard  him.  My  object  was  for  the  purpose  of  discovering 
whether  he  had  obtained  any  vote  giving  him  any  authority  to 
speak — from  the  board  of  directors  or  his  stockholders. 

Mr.  Lovett.  I  am  willing  to  give  the  committee  my  full  pedigree 
if  desired,  but  I  shall  have  to  ask  the  committee  to  set  its  own  value 
on  what  I  have  said. 

Mr.  Thom.  I  think  it  may  be  stated  here — I  think  Mr.  Lovett  has 
overlooked  it — that  Mr.  Lovett  and  several  others  were  invited  not 
only  by  this  committee,  but  by  the  advisory  committee  of  railway 
executives,  to  appear  to  discuss  the  railroads'  views. 
_  Mr.  Sims.  And  you  do  not  think  he  is  misrepresenting  them, 
either,  do  you? 

Mr.  Thom.  No. 

Mr.  Adamson.  I  do  not  think  there  has  been  any  attempt  to  im- 
peach the  regularity  of  the  committee  of  executives  by  this  commit- 
tee, but  my  purpose  was  to  show  that  he  had  no  authority  from  the 
boards  of  directors  or  stockholders  to  ask  for  this  revolutionary 
change  in  railroad  matters. 

Mr.  Lovett.  I  have  such  decided  views  that  if  I  had  not  been 
afforded  an  opportimity  to  appear  here  I  should  have  asked  for  it. 

Mr.  Adamson.  Senator  Cummins,  it  is  your  turn. 

Senator  Cummins.  Judge  Lovett,  I  did  not  hear  your  direct  state- 
ment, unfortunately,  and  I  do  not  intend  to  interrogate  you  about 
either  the  Federal  incorporation  of  railroads  or  the  reorganization 
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of  the  commission.  There  is  one  phase  of  the  subject  of  regulation 
that  has  always  perplexed  me  above  all  others,  and  I  think  it  is  fun- 
damental ;  and  I  think,  with  your  permission,  I  shall  ask  your  view 
on  that  subject,  if  you  are  willing  to  give  it. 

Mr.  LovETT.  I  shall  be  very  glad.  Senator,  to  answer  any  questions 
I  can. 

Senator  Cummins.  I  assume  that  the  most  important  thing,  after 
all,  to  be  accomplished  in  regulation  of  common  carriers  is  that 
the  charge  for  the  service  rendered  to  the  people  shall  be  reasonable. 

Mr.  LovETT.  And  the  facilities  adequate. 

Senator  Cummins.  I  was  about  to  come  to  that. 

Mr.  LovETT.  I  beg  your  pardon. 

Mr.  Adamson.  Senator  Cummins,  consider  yourself  in  the  chair, 
please. 

Senator  Cummins.  Disregarding  all  the  technicalities  of  defini- 
tions— I  do  not  want  to  get  lost  in  any  maze  of  niceties — the  charge, 
to  be  reasonable,  must  be  sufficient  to  bear  all  the  cost  of  operation 
and  maintenance  and  make  such  return  on  the  value  of  the  prop- 
erty rendering  the  service,  or  the  capital  invested,  as  will  be  adequate, 
and  that  will  attract  further  investment  as  additional  facilities  are 
required  ?    Have  I  stated  that  proposition  with  reasonable  accuracy  ? 

Mr.  LovETT.  I  think  so. 

Senator  Cummins.  You  recognize,  I  assume,  that  there  are  strong 
roads  and  weak  roads? 

[Mr.  LovETT.  Undoubtedly. 

Senator  Cummins.  It  is  also  a  matter  of  common  knowledge  that 
these  roads  must  all  render  their  service  substantially  at  the  same 
rates — ■ — 

Mr.  Lo\'ETT.  They  do. 

Senator  Cummins.  For  they  are  nearly  all  competitive  in  some 
form  or  in  some  way  with  each  other. 

Mr.  LovETT.  That  is  true. 

Senator  Cummins.  Now,  I  will  not  ask  you  to  affirm  my  hypothesis 
or  basis — and  I  use  it  largely  for  illustration — but  suppose  at  any 
given  time  the  roads  carrying  80  per  cent  of  the  traffic  have  sufficient 
revenue  under  existing  rates  to  accomplish  all  these  purposes — that  is, 
pay  the  cost  of  maintenance  and  operation,  accumulate  whatever 
surplus  may  be  required,  return  to  the  owners  of  the  property  ade- 
quate rewards— and  that  the  roads  carrying  20  per  cent  of  the  traffic 
need,  we  will  say,  $50,000,000  more  than  they  are  receiving.  The 
question  that  is  uppermost  always  in  my  mind  is  how  to  give  to  these 
weak  roads  that  need  $50,000,000  more  without  giving  to  the  roads 
that  do  not  need  any  more  $200,000,000.    I  would  like  your  answer  to 

that  question.     •  ,        ^       ,  t   i         x  i  £ 

Mr.  LovETT.  I  can  not  answer  that,  Senator.     I  do  not  know  ot 

anv  way  in  which  it  can  be  done.  .    xi,  x  ^u  ^   ■     ^u 

Senator  Cummins.  You  recognize,  do  you  not,  that  that  is  the 
real,  fundamental,  unsolved  problem  in  the  regulation  of  railroads  m 

private  ownership?  .  . 

Mr    LovETT.  It  can  not  be  done  m  the  way  m  which  you  pro- 
pose in  any  way  that  I  know  of;  but  if  you  remove  one  restriction 
you  put  on  it  can  be  done. 
90590— PT 11—17 8 
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Senator  Cummins.  Under  the  present  system  it  is  utterly  impos- 
sible to  do  it,  is  it  not  ? 

Mr.  LovETT.  Under  the  present  system  ? 

Senator  Cummins.  Yes. 

Mr.  LovETT.  No;  it  is  not. 

Senator  Cummins.  I  am  not  now  speaking  of  comparing  the  sys- 
tem of  private  ownership  with  the  system  of  Government  ownersmp, 
but  I  am  speaking  of  the  present  distribution  of  private  ownership 
and  the  present  grouping  of  railroads. 

Mr.  LovETT.  I  can  not  answer  your  question,  Senator,  without 
making  rather  a  full  statement. 

Senator  Cummins.  There  is  nothing  that  would  help  me  more  in 
reaching  a  conclusion  as  to  what  should  be  done  than  to  have  some 
one  with  your  experience  and  study  devote  a  few  minutes  to  that 
subject.  -J 

Mr.  LovETT.  Well,  the  impossible  factor  in  the  problem  which  you^ 
present  is  the  statement  that  the  proposition  is,  or  what  is  desired  isj ;; 
to  give  these  roads  that  constitute  20  per  cent  of  the  mileage  the' 
revenue m 

Senator  Cummins.  I  am  not  speaking  of  20  per  cent  of  the  mileage,! 
mark  you,  but  20  per  cent  of  the  business — the  roads  that  do  20  per 
cent  of  the  business.  ,i 

Mr.  LovETT.  The  revenue  they  need  without  giving  the  other  roadsj 
that  do  not  need  the  revenue.    That  can  not  be  done  in  any  way  I  _ 
know  of.     I  think  you  -are  assuming  a  status  with  respect  to  thel 
returns  on  railroad  capital  that  has  never  been  adopted  by  this| 
country  as  a  whole  or  sustained  by  the  Supreme  Court.     You  are  ' 
assuming  that-  the  earnings  from  a  railroad  companj'  must  abso- 
lutely be  limited  to  a  certain  basis  or  a  certain  per  cent.    I  do  not  j 
understand  that  that  is  an  accepted  theory  in  our  railroad  regulation. 
I  understand  the  doctrine  of  the  Supreme  Court  to  be  that  the  rail- 
roads are  entitled  to  a  return  upon  the  value  of  their  property,  and  | 
in  determining  that  value  you  are  not  to  consider  the  cost  of  repro-  . 
duction,  merely,  but  all  the  elements  that  enter  into  the  value  of  the 
railroad. 

For  that  reason  I  do  not  understand  that  we  have  come  to  the  point 
of  limiting  a  return  to  any  certain  per  cent  on  the  stock  or  bonds  or 
on  the  cost,  or  on  the  cost  of  reproducing,  and  that  there  is  abso-| 
lutely  no  fixed  return  upon,  a  railroad.  I  think  the  only  basis  is  the  '. 
return  on  its  value,  and  that  all  these  elements  which  have  beenj 
enumerated  by  the  Supreme  Court  and  many  others  must  be  taken! 
into  account  in  determining  their  value.  ■  ,' 

Now,  applying  my  view  to  your  problem :    If  the  railroad  com-  ■ 
panics  that  are  carrying  80  per  cent  of  the  traffic  of  the  country  are 
so  situated,  even  though  they  are  earning  a  large  return  upon  their, 
property,  that  without  unreasonable  charges,  without  extortion,  not 
with  reference  merely  to  their  return,  but  without  unreasonable 
charges  and  at  reasonable  rates,  the  rates  are  so  adjusted  that,  evm:\ 
though  they  earn  more  than  these  other  roads  can  earn,  I  see  no 
reason  why  they  should  not  be  allowed  the  earnings  if  the  traffic  can 
stand  it  without  prejudice  or  injury.     But  there  are  some  roads,  and 
always  wiJl  be  roads,  that  carry  a  portion  of  the  traffic  that  can  not;,: 
under  any  system  of  rates  devised  earn  enough  money  to  provide  the"; 
facilities  they  ought  to  furnish.     Those  roads  are  simply  insolvent. 
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It  was  a  mistake  to  build  them,  and  the  owners  will  have  to  lose 
their  money. 

If  the  policy  of  the  Government  is  to  go  further  and  say  that  every 
railroad  must,  without  reference  to  its  earning  capacity,  provide 
certain  facilities  for  communities  that  are  not  provided  with  rail- 
road facilities,  and  the  opportunity  to  make  money  is  not  sufficient 
to  justify  the  investment  of  capital,  then  Congress  will  have  to  make 
some  special  provision  or  the  Government  Avill  have  to  provide  the 
facilities  itself. 

Senator  Cummins.  You  have  observed,  of  course,  that  in  my  ques- 
tion I  used  the  words,  "  the  value  of  the  property."  I  am  not  at- 
tempting to  settle  here  the  rule  which  shall  be  applied  to  railway 
property  in  determining  its  value,  nor  am  I  attempting  to  determine 
what  return  on  the  value  of  the  property  would  be  fair  and  reason- 
able. I  am  assuming  that  80  per  cent  of  the  roads  are  earning 
enough  now  and  that  20  per  cent  are  not,  and  that  they  will  have  to 
have  $50,000,000  more  each  year  in  order  to  keep  them  alive;  and 
they  must  be  kept  alive,  because  the  territory  which  they  serve  can 
not  be  abandoned,  and  we  shall  have  to  find  some  way  in  which  these 
weak  roads  can  be  not  only  preserved  but  improved. 

Mr.  Lovr.TT.  I  do  not  know  any  way,  in  that  case,  except  Govern- 
ment aid. 

Senator  C^ummins.  That  is,  it  is  apparent  that  it  would  be  vastly 
more  economical,  if  you  please  to  make  an  appropriation  of  $50,- 
000,000  and  distribute  it  among  these  railroads,  than  it  would  be  to- 
give  the  ve]-y  large  proportion  of  the  railroads  $200,000,000,  which  I 
aiti  assuming  they  do  not  need. 

Mr.  Adamson.  Does  not  the  commission  now  permit  certain  rail- 
roads to  I'-harge  different  passenger  fares,  oAving  to  circumstances  and 
conditions  'i 

Senator  Cummins  Oh,  certainly;  there  is  nothing  that  prevents 
different  rates  being  put  in  on  different  roads.  The  Baltimore  & 
Ohio  could  be  authorized  to  charge  more  than  the  Pennsylvania  Cen- 
tral, but  it  could  not  do  it  and  get  the  business. 

Mr.  LovEiT.  The  field  in  which  such  a  privilege  can  be  availed  of 
is  very  narrow. 

Mr.  Adamson.  Yes;  and  I  take  it,  as  applied  to  the  great  bulk  of 
the  carrying  business,  the  rates  must  be  the  same  as  between  com- 
peting roads? 

Mr.  LovnTT.  Yes ;  that  is  perfectly  true. 

Senator  Cummins.  Now,  I  have  a  suggestion,  for  I  do  not  believe 
that  the  Grvernment  would  be  willing  to  make  an  annual  appropri- 
ation to  the  railroads  which  can  not  under  natural  conditions  sustain 
•  themselves.  But  is  there  not  a  way  by  which  the  railroads  of  this 
country  could  be  grouped  and  consolidated  that  would  distribute 
this  burden  so  that  the  public  would  not  be  compelled  to  pay  more 
than  the  required  amount  and  the  investors  in  railroads  would  not 
suffer?  In  other  words,  could  you  not  take  the  railroad  system  of 
this  country,  considering  it  as  a  whole,  and  so  group  it  that  the 
strong  railroad  would  be  coupled  up  with  the  weaker  ones,  and  what- 
ever advance  in  rates  were  required,  if  any  are  required,  would  be 
sufficient  only  to  make  good  the  shortage  which  I  am  assuming  now 
exists  ? 
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Mr.  LovETT.  Personally  I  do  not  see,  Senator,  how  that  could,  bt 
done  short  of  Government  ownership.  A  road  that  is  so  situated  thai 
it  can  make  25  per  cent  profit  under  rates  that  would  cause  a  com- 
peting line  to  starve  ought  not  to  be  required  to  give  up  its  position 
a  ad  bear  tlie  burden  of  the  unwisely  constructed  line.  The  stock- 
holders in  the  successful  line  ought  not  to  be  required  to  take  the 
burden  of  tlieir  unfortunate  competitor.  So  I  do  not  know  any  way 
that  could  bo  accomplished  except  by  the  Government. 

Senator  Cummims.  Let  us  see  about  that.  You  have  stated  a  great 
many  times,  and  it  is  absolutely  true,  that  there  is  no  limit  to  the 
power  which  the  Government  has  over  the  railroads  in  regulating 
them  and  in  furnishing  the  service.  Now,  what  prevents  the  Gov- 
ernment from  requiring  a  consolidation  that  would,  even  if  it  did, 
reduce  the  return  upon  some  of  the  railroads  that  are  now  earning; 
more  than  a  fair,  reasonable  rate  upon  the  value  of  their  property^ 

Mr.  LovETT.  Because  that  would  be  confiscation.  Let  me  state 
again,  Senator,  coming  back  to  the  problem  involved  in  my  general 
statement  in  answer  to  j'our  first  question.  If  a  railroad  extending 
from  ^A'^ashington  to  New  York  were  so  situated  that  under  reason^ 
iible  rates,  rates  that  will  permit  the  traffic  to  move  freely,  it  can 
•earn  25  per  cent  while  its  competitor  can  not  earn  enough  to  live  on, 
that  road  is  worth  the  25  per  cent,  it  should  be  capitalized  at  25  per 
cent  in  determining  its  value.  That  I  understand  to  be  the  doctrine 
of  the  Supreme  Court  in  Smythe  v.  Ames.  We  must  not,  I  take  it, 
at  least  until  the  Supreme  Court  changes  its  decisions,  get  fixed  in 
our  minds  the  idea  that  because  a  railroad  did  not  cost  a  certain- 
amount  or  could  be  reproduced  for  a  certain  amount  theoretically, 
you  are  entitled  to  take  that  as  its  value — those  are  only  circum- 
stances. In  determining  the  value  of  that  road  you  must  consider: 
its  location  and  its  earnings.  If  you  deprive  it  of  the  advantage  of 
its  position  and  of  its  good  will  and  put  it  on  a  parity  with  a'  poor 
road  by  the  side  of  it,  you  will  be  confiscating  the  property. 

Senator  Cummins.  I  realize  that  we  are  possibly  getting  into  a 
doubtful  zone  in  the  law,  but  I  submit  that  you  are  arguing  in  a 
circle.  You  can  not  fix  the  value  of  a  property  by  capitalizing  its 
net  earnings  when  the  public  has  the  right  to  regulate  the  earnings. 
You  must  ascertain  the  value  of  the  property  in  some  other  way 
than  by  merely  capitalizing  what  it  is  then  earning,  otherwise  the 
authority  to  regulate  the  charges  would  be  of  no  consequence.  The, 
very  thing  you  are  trying  to  do,  as  I  understand  it,  is  to  fix  the 
earnings  at  a  reasonable  point. 

Mr.  Hamilton.  May  I  ask  a  question  of  you.  Senator,  so  as  to  get 
the  scope  of  your  inquiry  ? 

Senator  Cummins.  Yes.  \ 

Mr.  Hamilton.  Is  it  your  idea  that  by  consolidation  the  stronger* 
railroads  should  be  directed  to  purchase  the  weaker  railroad?  "' 

Senator  Cummins.  That  is  the  general  idea,  although  I  do  not 
give  it — I  am  simply  groping  around  to  see  if  there  is  not  some  way 
by  which  we  can  reach  this  point,  because  I  say  frankly  if  we  can  not 
reach  that  point  and  protect  it  in  some  form  of  regulation.  Govern- 
ment ownership  is  just  as  certain  as  the  time  is  to  go  on. 

Mr.  Adamson.  Senator,  I  wish  you  or  the  witness,  either  one, 
would  tell  me  whether  or  not  the  authority  of  the  commission  to  ap' 

noT'fimi   tnrrino'Vi    ininf  rnfoa   twa-p  +Tivnnfyli    -n^n+oo   Vine   ^^m™  'Unn^   iif.a/4 ; 
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to  accomplish  the  very  thing  you  suggest,  to  make  the  strong  road 
help  the  weak  one? 

Senator  Cummins.  I  have  no  doubt  it  has,  although  I  have  not 
examined  it. 

Mr.  Adamson.  Is  that  not  one  way  to  do  it  ? 

Senator  Cummins.  Yes ;  I  think  that  is  just  what  must  be  done.  It 
must  be  true.  Judge  Lovett.  that  if  the  Government  finds  a  railroad 
so  situated,  we  will  assume  that  it  is  earning  25  per  cent  a  year  upon 
any  value  of  property  that  might  be  accepted,  that  the  Government 
can  reduce  the  rates  on  that  railroad  withoiit  confiscation  ? 

Mr.  Lovett.  Yes ;  I  agree  with  that. 

Senator  Cummins.  Well,  if  it  can  do  that  directly,  why  can  it  not 
do  it  indirectly  by  compelling  such  consolidations  or  organizations 
as  will  have  that  effect? 

Mr.  Lovett.  I  do  not  think  the  Government  can  indirectly  con^- 
fiscate  property.  Take  the  road  earning  25  per  cent ;  it  is  doing  it  in; 
competition  with  other  lines.  Now,  the  power  of  the  Government  is^ 
to  fix  "  reasonable "  rates,  and  a  reasonable  rate  has  a  very  wide 
range,  as  I  indicated  yesterday.  Certainly  in  case  of  a  road  earning 
25  per  cent  the  Government  could  reduce  its  rates.  But  if  it  reduces 
that  road's  rates  in  competitive  territory  and  keeps  them  up  on  the 
other  lines  it  will  increase  the  roads  revenue.  The  Government, 
by  the  exercise  of  that  power,  can  not  accomplish  its  object.  Its 
power  is  to  reduce  the  rate,  not  to  confiscate. 

Senator  Cummins.  Of  course  it  goes  without  saying  that,  employ- 
ing those  terms,  the  Government  can  not  confiscate  anything. 

Mr.  Lovett.  No., 

Senator  Cummins.  But  that  is  possibly  begging  the  question,  be- 
cause the  inquiry  is.  Does  it  confiscate  the  property  of  the  railway 
company  to  bring  about  this  result  I  do  not  intend  to  piirsue  it,  but 
to  me — I  simply  suggest  it  to  those  who  represent  the  railroads  here — 
it  is  infinitely  of  more  consequence  than  the  question  of  Federal  in- 
corporation, because  that  is  a  detail  in  a  sense,  although  a  very  impor- 
tant detail,  and  the  work  of  the  commission  likewise.  I  hope  that 
those  who  have  gone  into  the  question  Avith  care  and  given  it  great 
reflection  will  before  we  have  finished  try  to  find  some  solution  of 
that  problem,  which  I  regard  as  the  vital  thing  in  Government 
regulation  as  distinguished  from  Government  ownership. 

Mr.  Lovett.  In  case  a  railroad  is  so  unfortunately  situated  that  it 
can  not  pay  its  way  under  rates  that  are  reasonable  for  other  lines 
with  which  it  is  competing  the  great  question  of  public  policy  arises 
whether  Congress,  in  order  to  let  it  live,  will  allow  other  roads  to 
earn  more  than  absolutely  necessary  to  give  them  a  fair  return.  If 
Congress  does  not  want  to  do  that,  then  the  road  is  a  failure,  and  we 
shall  have  to  bear  the  consequences. 

Senator  Cummins.  Of  course  that  is  the  very  question.  One  could 
easily  mention  a  dozen  of  the  roads,  or  more,  which  supply  the  needs 
of  a  great  body  of  people  and  of  a  large  territory.  Now,  those  roads 
must  live,  and  they  must  be  reasonably  efficient. 

Mr.  Adamson.  If  the  Scriptures  applied  to  railroads,  your  prob- 
lem would  be  solved,  because  the   Scriptures  say,  "Bear  ye   one 
■  another's  burdens."  j.  •     ,, 

Senator  Cummins.  We  have  got  to  do  something  to  sustain  them. 
If  we  have  to  sustain  them  by  giving  them  rates  which  will  make  the 
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capital  invested  in  them  reasonably  remunerative,  which  at  the  same 
time  will  allow  80  per  cent  of  the  business  of  t\i&  country  rates  which 
are  excessive,  as  determined  by  the  returns,  we  are  confronted  with  a 
pretty  serious  proposition,  and  I  believe  that  is  the  exact  situation. 
Of  course  many  of  you  will  not  agree  with  me,  but  I  think  that  the 
proof  before  this  committee  will  show  before  we  have  finished  that 
80  per  cent  of  the  carrying  business  of  this  country  is  now  being  done 
with  fair  remuneration. 

Mr.  LovETT.  But  there  is  no  hope 

Senator  Cttmmins.  And  that  20  per  cent  of  the  business  is  being 
done  for  a  compensation  that  is  driving  the  roads  into  bankruptcy 
and  will  keep  them  there. 

Senator  Townsend.  I  should  like  to  make  just  one  other  sugges- 
tion. You  have  appealed  to  the  witnesses  to  come  on  to  discuss  that 
question.  There  is  a  corollary  of  that  which  occurs  to  me.  If  it  is 
proposed  that  these  bankrupt  roads  shall  be  carried  by  the  successful^ 
ones,  what  are  we  going  to  do  about  permitting  the  organization  of 
any  more  roads  that  may  be  in  that  same  situation  ? 

Senator  Cummins.  That  is  a  very  important  inquiry.     I  am  not , 
prepared  to  assert  it  as  a  well-settled  opinion,  but  I  have  a  hope  that 
the  railroads  of  this  country  can  be  grouped  and,  considering  each 
system  as  a  unit,  can  be  given  rates  that  will  make  the  entire  prop- 
erty remunerative,  but  will  not  require  an  addition  to  the  rates  , 
greater  than  we  will  be  compelled  to  contribute  from  the  National  i 
Treasury  if  we  are  trying  to  sustain  the  weak  roads  individually; 
and  if  that  were  done,  then  all  the  unoccupied  territory  that  fairly 
requires  railway  service  would  be  filled,  because  capital  would' be 
,  attracted  suiBciently  to  warrant  the  operation  of  the  roads. 

Mr.  Hamilton.  In  other  words,  if  you  treat  the  systems  as  a  unit, 
there  would  be  certain  parts  of  that  system  actually  running  at  a 
loss,  but  you  would  make  the  rates  applying  to  the  system  so  that 
on  the  whole  the  system  would  be  receiving  sufficient  compensation. 

Senator- Cummins.  Just  as  it  is  now.     I  have  no  doubt  that,  prop- ' 
■erly  considered,  there  are  a  great  many  branches  of  the  large  systems 
that  are  utterly  unremunerative. 

Mr.  LovETT.  There  is  no  doubt  of  that. 

Senator  Cummins.  If  they  were  looked  at  independently,  but  as 
part  of  the  system,  they  receive  the  benefit  of  the  larger  earnings  of 
the  main  trunk  lines. 

Mr.  LovETT.  There  is  a  way,  Senator,  but  I  have  not  mentioned  it 
because  I  might  be  suspected  of  spealdng  in  a  facetious  manner,  j 
which  1  do  not  mean.    Of  course,  if  the  antitrust  law  were  repealed 
and  all  restrictions  upon  making  of  rates  was  removed,  roads  such  ; 
as  you  have  described  would  develop  a  "  nuisance  value  "  that  would 
tompt  the  strong  roads  to  buy  them.    But  so  far  as,  by  any  lawful  • 
manner,  requiring  the  other  roads  to  take  over  the  unprofitable 
lines,  forcing  the  other  roads  to  take  them  over,  I  do  not  see  how  it " 
can  constitutionally  be  done. 

Senator  Cummins.  Of  course,  whatever  was  done  would  have  to 
be  done  under  the  direction  of  some  tribunal — the  Interstate  Com- 
merce Commission  or  some  other  function  of  the  Government. 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  Would  not  somebody  call  that  pooling? 
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Senator  Cummins.  To  me  it  does  not  make  any  difference  whether 
they  call  it  a  pool  or  what  they  call  it.  I  know  there  is  a  great  deal 
ct  prejudice  against  consolidation,  but  that  does  not  terrify  me  in 
the  least. 

Mr.  LovETT.  I  do  not  see  any  escape  from  the  fact  that  if  a  rail- 
road IS  so  situated  it  can  not  live  at  rates  that  its  rivals  make,  it  is 
a  bad  investment,  and  the  people  who  put  their  money  into  it  will 
lose.  The  poorer  it  is  the  poorer  the  facilities  and  the  poorer  the 
transportation  provided.  Now,  if  public  policy  requires  that  road 
to  be  kept  up  to  a  standard  with  the  others,  the  Government  should 
bear  the  burden.  I  do  not  see  how  you  can  require  the  stockholders 
of  the  fortunate  road  rather  than  the  Government  or  the  people  at 
large  to  assume  the  burden  any  more  than  you  can  require  any  other 
group  of  citizens  to  bear  it. 

Mr.  Sims.  That  would  destroy  private  ownership  completely? 

Mr.  LovETT.  Yes. 

Senator  Cummins.  It  does  not  seem  to  me  it  would  go  that  far. 

Mr.  Sims.  I  mean  inducement  to  private  ownership. 

Senator  Cummins.  I  can  not  easily  imagine,  assuming  we  have 
Federal  incorporation,  to  which  I  have  not  given  my  assent  entirely — 
supposing  we  have  Federal  incorporation.  Here  are  certain  gentle- 
men who  incorporate  themselves  under  the  Federal  law  and  they 
proceed  to  condemn  certain  railroads  pointed  out  by  the  Interstate 
Commerce  Commission,  and  they  condemn  those  railroads  and  com- 
bine their  ownership  into  one  corporation,  and  I  do  not  think  there 
could  be  any  question  of  confiscation  arise. 

Mr.  LovETT.  But  they  would  have  to  pay  the  value. 

Senator  Cummins.  Oh,  the  value;  but  the  value  would  not  be 
determined  by  what  the  roads  happened  to  be  earning  at  that  moment, 
in  my  judgment. 

Mr.  LovETT.  If  I  may  be  permitted  to  answer  your  suggestion 
that  I  am  reasoning  in  a  circle  about  this  question,  I  should  like  to 
u&j  that  I  understand  the  Supreme  Court  has  said  that  in  deter- 
mining the  value  of  a  railroad  you  take  the  supposed  cost — ^that  is, 
the  original  cost,  betterments,  and  additions  since;  the  supposed 
cost  of  reproduction,  the  amount  of  the  stock  and  bonds,  the  market 
value  of  such  stock  and  bonds,  the  supposed  earning  capacity  of 
the  road  under  Government  rates,  and  every  other  circumstance  and 
condition  that  bears  on  value.  I  realize  that  when  the  Government 
has  the  power  to  fix  the  rates  you  can  go  round  the  circle  and  reduce 
rates,  but  those  are  the  elements  the  Supreme  Court  said  must  be 
taken  into  account. 

Senator  Cummins.  Judge  Lovett,  you  will  remember  the  decision 
in  which  those  agreements  were  stated  was  rendered  a  great  many 

years  ago.  .  .       .  .  •  ,  •     • 

Mr.  Lovett.  I  do  not  know  of  any  decisions  inconsistent  with  it  since. 
Senator  Cummins.  And  the  subject  is  still  in  its  formative  stage 

probably  ? 

Mr.  Lovett.  Undoubtedly  it  is. 

Senator  Cummins.  I  beg  pardon  for  this  dissertation  rather  than 
examination,  but  I  wanted  Judge  Lovett's  mind  directed  to  that  sub- 
ject, and  I  wanted  his  opinion  upon  the  thing  which  seems  to  me  more 
important  than  all  others  in  trying  to  ascertain  whether  our  present 
system  of  regulation  is  a  success  or  a  failure. 
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Mr.  Adamson.  The  Chair  will  rule  Senator  Cummins's  apology  is 
unnecessary ;  that  information  from  members  of  the  committee  may 
be  just  as  valuable  to  the  committee  as  information  from  a  witness. 

Mr.  Thom.  In  connection  with  the  further  consideration  of  your 
suggestion,  Senator  Cummins,  I  should  like  to  ask  you  at  your  leisure 
to  read  the  case  of  the  Monongahela  in  140  U.  S. 

Senator  Cummins.  The  case  on  which  the  locks  and  dams  on  the 
Monongahela  River  were  condemned? 

Mr.  Thom.  Yes;  do  that. 

Senator  Cummins.  I  am  quite  familiar  with  that  decision. 

Mr.  Adamson.  Before  you  dismiss  the  subject  of  your  interrogation 
I  want  to  call  your  attention  to  the  existing  law  of  recent  enactment 
authorizing  the  commission  to  fix  the  rates  at  which  mails  shall  be 
carried,  and  ask  you  if  that  would  be  considerable  enough  to  con- 
tribute to  the  solution  of  the  question  you  ask  ? 

Senator  Cummins.  I  think  that  legislation  is  founded  on  a  fault,  in 
my  mind. 

Mr.  Ajdamson.  If  the  Post  Office  Department  pay  to  those  weak 
railroads  the  prices  for  carrying  the  mails  they  originally  paid  to  the 
star  routes  in  those  communities  they  would  all  be  solvent? 

Senator  Cummins.  I  think  so.     That  is  all,  Mr.  Chairman. 

Mr.  Ada3ison.  Before  passing  to  Judge  Sims,  I  forgot  to  refer  to 
a  subject  which  I  think  is  of  some  importance,  and  I  hope  Mr.  Esch, 
when  he  reaches  you  on  examination,  Avill  take  it  up,  as  he  is  interested 
in  it — that  is  the  question  of  shortage  of  freight  cars.  No  matter 
how  far  the  legislation  recommended  by  this  committee  may  go,  we 
certainly  shall  have  to  legislate  about  that  unless  the  situation  changes 
very  materially.  I  wish  you  would  tell  us  what  the  trouble  is,  the 
fundamental  trouble,  about  the  shortage  of  freight  cars  at  different 
points. 

Mr.  LovETT.  I  will  give  you  my  idea  about  it,  Mr.  Chairman.  I 
am  not  an  expert  operating  man,  but  I  will  give  you  my  opinion 
merely  as  a  supervising  executive. 

I  believe  the  trouble  with  the  freight-car  situation  is,  first,  the 
European  war.  That  has  dislocated  all  business,  and  certainly  all 
transportation  problems.  The  destruction  of  shipping  as  a  result 
of  the  war  and  diversion  to  unusual  lines  of  traffic  is,  I  should  say, 
primarily  responsible  for  the  freight-car  situation.  The  enormous 
increase  in  our  export  business  as  the  result  of  the  European  war, 
and  this  occurring  simultaneously  with  an  extraordinary  reduction 
in  ocean  transportation  from  our  ports,  has  resulted  in  a  great  con- 
gestion of  cars  at  ports  loaded  with  export  business. 

Mr.  Adamson.  Because  thej  have  to  stand  on  the  tracks  unloaded, 
owing  to  the  lack  of  ocean  transportation? 

Mr.  LovETT.  They  have  to  stand  on  the  tracks  unloaded.  I  put 
down  first,  and  generally  the  European  war,  and  the  destruction  and 
diversion  of  shipping  to  other  than  the  ordinary  lines  of  transpor- 
tation. In  connection  with  the  increase  in  our  export  business  the 
unparalleled  increase  in  our  manufacturing  business  calls  for  greatly 
increased  quantities  of  raw  material,  and  especially  coal,  for  fuel, 
which  employs  a  great  many  cars.  Then  the  movement  of  the  manu- 
factured products  to  ports.  Next  the  system  by  which  long  free  time 
is  allowed  for  loaded  cars  without  demurrage.  The  free  time  allowed  ' 
at  the  ports  before  charges  accrue  is  very  great.     I  do  not  remember 
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what  it  is — some  of  these  gentlemen  who  are  closer  to  the  subject 
than  I  am  can  tell  yon  better,  but  probably  20  to  25  days  in  some 
places.  Then  the  free  time  at  other  places  allowed  consignees  for 
unloading  cars,  and  the  abuse  of  that  privilege  by  shippers.  '\^'Tiat 
does  a  man  who  orders  a  carload  of  automobiles,  for  example,  care 
for  a  dollar  a  day  or  a  $5  a  day  demurrage  on  a  car  of  automobiles? 
He  can  use  the  car  for  storage.    '     , 

Another  matter  abused  is  the  right  of  diversion  in  transit  accorded 
to  shippers  of  a  great  many  products.  There  ought  to  be  a  change 
in  the  car  service  rules,  and  the  penalties.  Reasonable  time  should  be 
allowed  for  unloading  to  the  man  who  wants  to  unload,  but  there 
should  be  some  way  of  reaching  with  charges  that  would  stop  the 
practice  of  men  who  use  cars  not  merely  for  the  purpose  of  transpor- 
tation, but  for  storage  purposes.  Next,  especially  in  the  West,  is  the 
change  of  lines  of  usual  routes  of  traffic.  Formerly  the  traffic  be- 
tween the  Pacific  and  Atlantic  coasts  passed,  in  a  constantly  increas- 
ing degree,  south  and  across  the  Tehuantepec  line  and  the  Panama 
Railroad.  More  particularly  was  the  increase  over  the  Tehuantepec 
route  by  the  American-Hawaiian  line  of  steamers.  Then  on  the 
opening  of  the  canal  it  started  through  the  canal  in  a  greatly  in- 
creased volume.  The  canal  was  closed  by  slides  in  the  early  days  of 
the  war  and  the  ships  engaged  in  transporting  this  coastwise  traffic 
between  the  Pacific  coast  and  the  Atlantic  coast,  as  well  as  the  ships 
that  were  before  the  war  engaged  in  carrying  European  traffic  from 
the  Pacific  coast  through  the  canal  or  around  Cape  Horn,  retired 
from  that  business.  Even  since  the  reopening  of  the  canal  there  are 
very  few  ships  carrying  tiie  business.  The  American-Hawaiian  line, 
and  many  other  ships  that  were  engaged  in  that  traffic,  have  been 
leased  and  have  engaged  in  the  traffic  connected  with  the  war. 

Most  all  of  the  grain  on  the  Pacific  coast  that  was  formerly  ex- 
ported went  out  through  the  Pacific  ports.  I  am  told  there  is  no 
record  of  a  carload  of  grain  moving  from  Oregon  or  Washington 
over  the  Union  Pacific  to  the  Atlantic  seaboard  prior  to  the  autumn 
of  1915.  All  that  grain  was  exported  formerly  through  the  ports  of 
Puget  Sound  or  through  Portland  or  the  California  ports.  I  do  not 
know  just  how  many  thousands  of  carloads  of  grain  were  turned 
eastward  late  in  1915  because  there  were  no  ships  to  carry  it  out 
through  the  Pacific  ports.  It  was  carried  overland.  We  have  hauled 
many  thousands  of  cars  of  grain  since  the  summer  of  1915  eastward ; 
and  other  lines  have  done  the  same. 

These  cars  would  get  in  the  East  and  be  caught  in  the  jam;  and 
the  activity  in  the  East  was  so  great  that  they  were  needed  there  and 
were  kept  there  even  when  they  were  unloaded.  The  penalty  for 
using  a  car  was  45  cents  a  day,  I  believe. 

Mr.  EscH.  That  has  been  increased.  It  was  first  25,  then  45,  and 
now  it  is  75  cents. 

Mr.  LovETT.  Now,  what  do  railroads  care  for  25  cents,  or  4o  cents 
or  76  cents  or  $5  a  day  for  a  good  box  car,  when  shippers  are  frantic 
for  cars,  and  when  the  car  can  be  loaded  and  handled  in  most  profit- 
able business?  The  result  is  that  all  the  car  service  rules  as  between 
railroad  companies  broke  down.    They  were  practically  ignored. 

Take  our  own  situation :  Our  cars  have  been  m  the  East  and  we 
have  never  gotten  them  back.  I  guess  we  held  onto  all  we  could,  but 
our  situation  was  that  a  great  deal  of  the  business,  56  per  cent  of  our 
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freight  traffic  revenue,  is  from  traffic  that  originates  on  our  lines, 
grain,  potatoes,  and  various  foodstuffs,  and  much  of  it  goes  off  our 
tines.  When  cars  left  our  lines  loaded  with  these  products  we  practi- 
cally bade  them  farewell,  at  least  as  long  as  the  congestion  lasts.       , 

"Jlie  car  movement  on  our  line — and  most  of  the  Western  lines — 
is  eastAvard.  The  westbound  movement  is  very  much  smaller  than 
the  castbound  movement. 

;\fr.  Adamsox.  That  is  more  so  during  the  period  jon  have  de- 
scribed';' 

Judge  LovETT.  Yes;  and  in  consequence  more  cars  were  moving 
off  the  line  than  coming  on.  Now,  as  to  the  responsibility  that  rests  : 
on  the  railroads  for  any  part  of  this  condition,  I  do  not  Imow  the 
opinion  of  railroad  men  generally,  but  I  do  not  "believe  myself  that 
there  is  a  material  car  shortage  in  this  country,  aside  from  the  extra- 
ordinary conditions  of  the  P^uropean  war.  I  believe  if  there  had  been 
the  usual  amount,  relatively,  of  ocean  shipping,  and  if  there  had  not 
been  such  a  frightful  detention  of  cars  for  storage  purposes,  the  rail-- 
roads  with  the  equipment  they  have  could  handle  the  enormous  in- 
crease in  products  and  manufactures  of  this  country  without  any  vei'y 
serious  inconvenience. 

Mr.  Adamson.  If  properly  distributed  and  promptly  unloaded, 
there  would  have  been  enough  cars? 

Mr.  LoA'ETT.  Not  with  the  ocean  facilities 

Mr.  Adamson.  If  they  could  have  been  promptly  unloaded  I 
mean. 

Mv.  LovETT.  There  would  have  been  some  shortage,  but  I  do  not 
believe  it  would  have  been  serious.  _    . 

Mr.  Adamson.  Is  there  anything  in  the  charge  that  some  railroads  - 
which  own  lots  of  cars  use  the  facilities  with  which  they  can  offer . 
them  to  compete  for  business  and  refuse  them  except  under  condi- 
tions favorable  to  themselves? 

Ml.  LovETT.  I  do  not  believe  I  caught  that  question.  Read  the 
question. 

(The  stenographer  repeated  the  question.) 

Mr.  LovETT.  I  do  not  know.     I  do  not  believe  there  is.     On  the 
Union  Pacific,  we  weie  very  short  of  cars,  and  we  also  had  a  very  ; 
great  increase  of  business  from  the  movement  of  this  unusual  traffic  ] 
and  we  liad  the  worst  winter  in  our  history.    Our  cars  were  held  in 
the  East  where  they  went  loaded  with  food  products.    We  have  been 
unable  to  get  them  back,  and  have  been  very  short.    There  was  con-  ^ 
gestion  on  our  line,  and  we  had  to  put  on  an  embargo  for  a  few  days.  J 
In  times  of  extreme  shortage  Ave  asked  our  customers  at  competitive  'I 
points,  where  there  were  other  lines,  some  of  them  more  fortunate  I 
than  we  were  in  cars,  to  give  their  business  to  rival  lines  so  that  we 
would  handle  the  business  at  local  stations  where  the  shippers  had  , 
no  (ither  line  to  serve  them. 

Our  competitors  in  the  Northwest  had  rather  a  short  wheat  crop  ' 
last  year  in  Minnesota  and  the  Dakotas,  and  they  did  not  have  the,;: 
same  difficulties  in  that  locality  in  respect  to  cars  that  they  ordi- " 
narily  have.  Consequently  they  had  more  cars  for  Oregon  and'j 
Washington  than  we  had.  I  have  described  our  practice,  and  I  , 
have  understood  that  to  be  also  the  practice  of  other'  companie^l 
when  unable  to  furnish  cars.  I  do  not  believe  any  railroad  company| 
was  struggling  for  business  Avhen  it  did  not  have  the  facilities  for 
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handling  it;  and  I  should  >a.y.  generally,  without  knowing  what 
every  railroad  company  has  done,  that  the  charge  to  which  you  have 
referred  is  not  true.  Railroads  have  not  preferred  competitive 
rather  than  local  business. 

Mr.  Adamson.  You  mention  the  fact  that  the  movement  on  your 
road  is  eastward  more  than  westward.  Is  it  not  generally  true  that 
on  the  other  systems  it  moves  one  way  rather  tlian  in  both  direc- 
tions? 

Mr.  LovETT.  I  think  so.    I  have  not  studied  that,  however. 

Mr.  Adamson.  That  would  result  in  hauling  empty  cars  one  way  I 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  And  that  very  greatly  emliarrasses  the  efficiency 
of  freight  cars? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  Have  you  considered  any  system  or  method  Ijy 
which  that  could  be  in  any  large  measure  avoided  ? 

Mr.  LovETT.  No;  I  have  not.    I  do  not  know  how  it  co.uld  be. 

Mr.  Adamson.  Have  you  ever  considered  the  subject  as  analogous 
to  the  Pullman  Co.,  in  mobilizing  the  car^  in  some  way  and  letting 
the  railroads  have  them  as  they  needed  them  ^ 

Mr.  LovETT.  I  have  heard  various  suggestions  about  pooling  the 
cars,  etc.,  but  I  should  say  the  Pullman  Co.  has  to  deadhead  some 
cars  sometimes — not  as  manj^  as  we  do.  But  if  the  freight  from  a 
certain  territory  moves  in  one  direction  to  the  market,  and  witli  a 
much  greater  export  than  import  business,  I  do  not  Imow  of  any 
way  to  balance  that  trade,  except  in  the  manner  they  do  with  the 
international  trade — that  is,  ship  back  gold  and  securities 

Mr.  Adamson.  We  had  a  subcommittee  to  consider  the  question 
of  private  cars  some  three  vears  ago,  and  it  got  on  my  nerves  some- 
what, generally,  because  I  think  I  was  a  wagoner  in  tlie  early  days 
and  learned  what  it  meant  to  have  to  move  empty  one  way,  and 
learned  how  unprosperous  it  was. 

Judge  Sims,  you  may  have  the  witness. 

Mr.  Sims.  Judge  Lovett,  I  hope  you  will  bear  with  me  in  the 
quest-ions  I  am  going  to  ask.  although  they  may  appear  crude  and 
elemental. 

Mr.  LovETT.  I  hope  the  answers  will  be  a'?  intelligent  as  the  ques- 
tions. 

Mr.  Sims.  Of  course,  I  know  from  your  reputation  throughout  this 
country  that  what  you  say  on  this  subject  Mall  receive  great  weight — ■ 
and  it  ought  to — and  that  what  you  will  say  will  be  studied.  There- 
fore I  feel  it  important  to  ask  you,  perhaps,  many  questions  that  I 
would  not  ask  some  man  who  does  not  enjoy  that  prestige,  and  I  hope 
you  will  not  consider  me  unnecessarily  tedious. 

Mr.  LovETT.  Judge,  you  embarrass  me  to  such  an  extent  that  I  am 
afraid  my  answers  will  not  be 

Mr.  Sims.  Oh,  not  at  all.  I  think  not.  My  first  question  is,  If  this 
movement  to  bring  about  this  legislation  which  you  favor  and  which 
Mr.  Thom  favors  and  which  the  Committee  of  Eailroad  Executives 
favor  is  not,  in  fact  and  effect,  a  political  movement  ? 

Mr.  LovETT.  A  political  movement  ? 

Mr.  Sims.  I  do  not  mean  a  party  movement,  but  a  political  move- 
ment. 

Mr.  Lovett.  I  wonder  what  you  mean  by  "  political "  ? 
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Mr.  Sims.  An  effort  to  secui'e  legislation  through  public  sentiment 
or  by  affecting  public  sentiment,  as  well  as  by  directly  appearing  be- 
fore the  committees  of  Congress?  ,    ,. 

Mr.  LovETT.  I  think  this  is  a  fair  answer  to  that  question,  Judge 
Sims :  I  believe  that  if  the  public  were  fully  informed  and  understood 
the  exact  railroad  conditions  public  opinion  would  force  legislation 
along  the  lines  that  we  have  advocated.  I  believe  the  greatest  bless- 
ing that  could  come  to  the  railroads  of  this  country  would  be  for  the 
people — all  the  people — to  know  the  exact  railroad  conditions. 

Mr.  Sims.  To  know  the  exact  facts? 

Mr.  LovETT.  Yes.  '«*» 

Mr.  Sims.  And  this  movement,  at  least  in  part",  is  caused  by  a  desire 
by  those  interested  in  railroads — ownership  and  operation — ^that  the 
people  should  know  the  reasons  they  have  for  the  positions  they 
maintain  and  the  legislation  they  seek. 

Mr.  LovETT.  I  do  not  know  just  what  you  mean  by  "movement" 
there. 

Mr.  Sims.  I  mean  that  the  movement  is  by  concerted  action  to  ob- 
tain legislation  by  the  railroads — by  these  60  systems? 

Mr.  LovETT.  As  I  understand  the  object — and  certainly  my  object 
is  to  do  everything  I  can  legitimately  to  secure  legislation  along  the' 
lines  I  have  indicated.  I  believe  that  it  Avill  come.  It  may  not  come 
now,  but  I  believe  it  is  so  necessary  that  it  will  come  in  time.  I  rec- 
ognize that  Congressmen  are  representatives  of  the  people  and  that 
they  can  not  be  and  are  not  indifferent  to  the  views  of  the  people  on 
any  fairly  debatable  question — and  my  object  now  is  to  secure  this 
legislation.  I  believe,  as  I  said  a  moment  ago,  that  if  the  people 
knew  the  conditions  that  this  legislation  would  come.  If  as  a  result 
of  this  examination  the  people  are  better  informed  as  to  the  real  con- 
ditions, I  think  that  will  help  the  cause  of  legislation.         ,     ' 

Mr.  Sims.  My  question  was  not  simply  intended  to  cover  the  serv- 
ices of  the  joint  committee  of  the  two  Houses,  but  the  general  move- 
ment that  preceded  the  organization  of  the  committee  that  helped 
to  bring  it  about. 

Mr.  LovETT.  "General  movement";  let  me  see  just  what  that  can 
refer  to. 

Mr.  Sims.  Just  what  you  mentioned,  to  effect  public  sentiment  and 
to  get  the  benefit  of  public  sentiment  that  may  be  developed  by  giving 
the  information  ■which  you  have  to  the  public. 

Mr.  LovETT.  To  go  back  a  moment  to  the  beginning  of  what  you 
term  "  this  movement."  We  all  felt  the  necessity  of  legislation  deal- 
ing with  this  question  in  a  broad  way.  Most  of  use  had  believed  tliat 
a  good  way  to  defeat  a  measure  was  for  the  railroads  to  advocate  it, 
because  there  are  a  great  many  people  who,  justly  or  not,  suspect  any 
legislation  that  the  railroad  executives  advocate.  AVe  felt,  Avhile  we 
realized  the  importance  of  this  legislation,  that  probably  we  would 
hurt  the  cause  more  by  advocating  it  than  otherwise;  but  we  con- 
cluded, after  a  discussion  of  the  subject,  that  it  was  our  plain  duty 
to  present  Avhat  we  believed  was  a  constructive  plan  of  legislation,  ' 
regardless  of  the  consequences.  Because  we  are  convinced  that  the  ' 
responsibility  for  the  future  development  of  the  railroads  of  this 
country  will  fall  on  Congress  rather  than  on  us,  we  felt  it  was  our 
duty_  to  present  to  Congress  honestly  Avhat  we  think  the  situation 
requires. 
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Mr.  Sims.  But  to  present  it  also  to  the  country  in  connection  with 
presenting  it  to  Congress? 

Mr.  LovETT.  Well,  I  would  like  to  see  it  presented  in  every  news- 
paper and  every  household  in  the  United  States. 

Mr.  Sims.  And  with  that  wish  in  view  vou  are  doing  all  von  can 
to  bring  that  about?" 

Mr.  LovETT.  We  are  not  doing  very  much  about  that.  The  sum- 
maries of  the  proceedings  or  the  statements  here  are  prepared  and 
sent  out,  as  I  understand,  to  the  newspapers — to  those  newspapers 
that  want  them — ^but  they  are  exceedingly  brief. 

Mr.  Sims.  But  there  are  a  number  of  oi'ganizations  seeking  to  ad- 
vance these  same  views,  are  there  not  ? 

Mr.  LovETT.  I  do  not  know  of  any  organization  except  this  ad- 
visory committee,  and  I  am  sure  that  the  gentlemen  who  are  han- 
dling this  matter  would  be  very  glad  to  file  with  the  committee,  if 
the  committee  so  desires,  whatever  summaries  they  send  out. 

Mr.  Sims.  Let  me  read  a  statement.  Mr.  Lovett.  I  am  holding  here 
in  my  hand  a  speech  or  address  delivered  by  Mv.  John  Muir,  chair- 
man of  the  Railway  Investors'  League.  This  address  was  de- 
livered on  December  14,  1916,  at  Evansville,  Ind. 

yir.  Hamilton.  Delivered  where? 

i\Ir.  Sims.  At  Evansville,  Ind.  This  pamphlet,  which  is  being 
■sent  out,  contains,  a  copy  of  that  speech.  It  says  this  in  the  begin- 
ning, and  I  suppose — well,  I  will  read  it : 

For  the  first  time  in  the  history  of  railroudiii,:;'  a  iirogram  bringing  together 
all  the  complex  elements  ^\•hic•h  go  to  make  up  the  railroad  situation  was 
iirranged  under  the  auspices  of  the  Evansville  (Ind.)  Chamber  of  Commerce, 
to  take  place  in  that  city  on  December  14  and  15.  Railroad  presidents, 
leaders  of  railway  labor  unions,  members  of  commissions  which  regulate  the 
railroads,  counsels  for  railroads,  shippers,  and  representatives  of  the  great 
army  of  investors  in  railroad  stocks  axid  bonds  ^xel•e  present. 

Among  those  on  the  program  to  make  formal  addresses  were  Alfred  P.  Thorn, 
counsel  of  the  railway  executives  advisory  committee  on  Federal  legisla- 
tion ;  Mr.  Frank  Trumbull^  chairman  of  the  railroad  executives  advisory 
committee ;  Frank  P.  Walsh,  chairman  of  the  Federal  Commission  on  In- 
ilustrial  Relations ;  Clifford  Thorne.  chairman  of  the  Board  of  Railway  Com- 
missioners of  Iowa ;  W.  G.  Lee,  president  of  the  Brotherhood  of  Railway 
Trainmen. 

Those  were  some  of  the  gentlemen  present. 

Mr.  Muir  in  his  address  says,  on  page  3.  referring  to — well,  I  will 
read  a  little  ahead,  so  that  you  will  know  what  he  referred  to : 

The  investors,  600.000  strong,  the  real  owners  of  the  properties,  scattered 
all  over  this  coimtry.  having  an  immense  po\\'er  vested  in  them,  unorganized,'. 
are  unable  to  come  forward  with  the  combined  voice  of  even  a  paltry  dozen. 
They  are  unea.sy.  They  chafe.  They  hesitate.  They  ask  the  question.  How 
about  future  investments  in  railroads  torn  by  dissention  between  executives 
and  employees? 

They  finally  evolve  this  thought :  The  executives  of  the  road  represent  us, 
and.  in  the  main,  do  it  satisfactorily  ;  liut  owing  to  the  fact  that  there  is  a 
prejudice  against  them  in  Congress,  in  the  conuaissions,  and  in  the  mind 
of  the  public,  they  can't  in  their  official  capacity  exert  as  much  Influence  in 
certain  fields  as  we  could  if  we  should  act  for  ourselves  independently.  Let 
us  get  together,  and  let  us,  the  ownei's  of  the  roads,  show  to  Congress  and 
the  commissions  that  political  influence  and  voting  power  are  not  wholly  con- 
fined to  shippers  and  the  four  brotherhoods. 

That  is  Mr.  Muir,  who  is  the  chairman  of  this  Railway  Investors" 
Lea^e.     He  is  speaking  as  the  chairman  of  an  organization  to  let 
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the  country  know  that  the  railroads  and  their  owners  have  political 
influence  and  voting  power. 

Now.  I  am  not  criticizinij-  that.  1  think  that  an}^  person  who 
has  any  propertv  that  may  lie  affected  adversely  by  legislation., 
either  national  or  State  or  "county  or  city,  has  a  right  to  present 
the  facts  in  relation  to  the  property  in  which  he  is  interested.  But. 
as  a  matter  of  course,  we  Eepresentatives  here  must  represent  what 
our  constituents  favor.  If  we  do  not,  we  will  cease  to  lepresent  them. 
So  this  political  movement  is  started  out  for  the  purpose,  not  to 
affect  this  committee — this  committee  was  already  selected  and  was 
at  work  when  this  addi'ess  was  presented  and  when  this  organization 
was  formed— but.  to  use  a  plain,  common,  everyday  expression,  to 
bring  a  back-fire  upon  the  Eepresentatives,  so  that  if  there  are 
those  here  now  who  do  not  voice  the  same  sentiment  and  are  not 
willing  to  legislate  in  that  direction — in  the  direction  which  the 
members  of  this  organization  desire— they  will  be  sure  to  replace 
them  with  those  who  will.  They  have  a  right  to  do  that;  but  I  think' 
we  ought  to  look  at  this  movement  as  it  really  is,  and  which  appears 
to  be  an  attempt  to  educate  the  entire  people  of  this  country,  with 
the  advantage  altogether  on  the  side  of  the  railroads,  because^' 
they  have  the  means  and  the  opportunity  and  the  experts  with 
which  to  do  it. 

Now,  being  a  nonexpert,  and  about  as  "  non  "  as  you  can  find,  and 
representing  a  constituency  which,  no  doubt,  is  reading  a  great  deal. 
of  this  back-fire  literature,  I  am  going  to  try  to  get  all  the  informa- 
tion I  can  from  you.  because  I  believe  you  are  a  broad-minded  and 
capable  man,  as  Mr.  Thorn  has  shown  himself  to  be  in  answering 
questions.  But,  as  a  fundamental  basis  to  start  with,  there  are  two 
extreme  positions  which  may  be  taken  with  reference  to  railroad 
property. 

Mr.  LovETT.  "Will  you  permit  me  to  interrupt  you  for  a  mo- 
ment  

jNIr.  Shis.  Certainly. 

Mr.  LovETT.  To  speak  of  Mr.  Muir's  statement? 

Mr.  Sims.  Certainly.  I  only  wanted  to  read  that  to  show  the 
reason  why  I  am  asking  the  questions. 

Mr.  LovETT.  I  want  to  enter  a  strong  protest  to  being  associated 
with  anything  jNIr.  Muir  says.  I  do  not  know  Mr.  Muir.  I  under- 
stand he  is  a  broker  in  Ncav  York,  dealing  in  what  are  called- "odd 
lots  "  of  stock ;  that  is.  one  share  or  two  shares  or  a  dozen  shares,  but 
usually  small  orders.  Some  of  the  large  brokerage  houses  do  not 
take  orders  for  less  than  100  shares.  He  has  been  trying,  as  I  under; 
stand,  for  some  time  to  organize  the  railroad  investors'  league,  mean- 
ing, I  suppose,  the  stockholders  and  bondholders.  I  am  not  criti- 
cising his  efforts,  because  I  see  no  objection  to  such  an  organization;! 
but  it  was  presented  to  me,  and  there  was  some  suggestion  that  Mr. 
Muir  would  like  to  communicate  with  our  stockholders  and  cir- 
cularize them,  and  it  was  suggested  that  for  that  purpose  some  one 
engaged  in  such  a  plan  should  have  a  list  of  our  stockholders. 

This  was  not  Mr.  Muir  himself.  Naturally,  I  declined  to  furnish 
anybody  a  list  of  our  stockholders.  There  was  then  a  suggestion 
of  sending  out  circulars  to  our  stockholders,  with  some  commenda- 
tion from  us  of  the  movement.    I  declined  to  make  any  suggestion  to 
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our  stockholders  commending  any  plan.  I  said  that  if  Mr.  Muir  had 
something  he  wanted  to  send  to  our  stockholders,  without  telling 
him  who  they  were,  and  it  was  submitted  to  me  and  I  saw  no  objec- 
tion to  it,  I  might  send  it.  It  was  never  submitted,  and  I  never 
sent  it.  I  get  circulars,  as  I  suppose  all  railroad  executives  do,  now 
and  then  from  Mr.  Muir  and  others,  about  such  movements,  iDut  I 
send  them  to  the  wastebasket,  because  I  think  such  an  organization 
should  rest  with  the  stockholders.  I  see  no  reason  why  it  should 
not  be  formed,  but  I  am  having  no  part  in  forming  it,  in  promoting 
it;  it  is  a  matter  that  rests  entirely  with  our  stockholders.  I  have  de- 
clined even  to  commend  it  to  them.  So  I  do  not  want  to  be  understood 
as  having  any  connection  with  Mr.  Muir  or  his  organization,  although 
in  saying  that  I  do  not  wish  to  criticize  him.  He  can  do  whatever  he 
pleases;  he  is  a"  free  citizen;  but  I  am  not  responsible,  and  I  am 
quite  sure  the  advisory  committee  is  not  responsible,  for  Mr.  Muir's 
effort. 

Mr.  Sims.  Mr.  Lovett,  I  did  not  know  anything  about  Mr.  Muir 
and  do  not  know  yet — I  mean,  further  than  you  have  told  me — that 
is  the  first  information  I  have  had.  But  this  appears  as  an  address 
before  the  Central  States  Conference  on  Eail  and  Water  Transporta- 
tion, and  I  read  the  names  of  the  other  gentlemen  who  were  to  de- 
liver addresses,  several  of  whom  are  connected  with  this  investiga- 
tion here  and  are  men  of  very  high  character  and  high  standing; 
and  as  this  address  was  delivered  by  this  gentleman  there,  and  this 
Central  States  Conference  on  Eail  and  Water  Transportation,  I 
take  it,  had  invited  him,  naturally  I  judged  him  by  the  compajQy  I 
found  him  in,  and  I  supposed  he  was  a  man  whose  words  were  worthy 
of  consideration. 

Mr.  LovETT.  I  am  entirely  willing  to  agree  that  he  was  in  proper 
company  and  that  the  company  was  fortunate  in  the  association  with 
him.  As  to  the  presence  of  these  other  gentlemen,  I  understood  they 
made  addresses  there,  and  I  hope  they  will  continue  to  make  them  at 
every  opportunity,  because  I  believe  it. is  a  very  wholesome  public 
service  to  do  everything  they  can  legitimately  to  give  information 
to  the  public  on  this  subject. 

Mr.  Sims.  I.  only  referred  to  that  matter  to  show  that  it  was  an 
organized  political  movement;  that  is,  a  movement  to  affect  public 
policies  and  secure  legislation  along  these  lines. 

Mr.  Adamson.  The  witness  has  the  right  to  decline  to  recognize 
Mr.  Muir  as  a  coeducator. 

Mr.  Thom.  Mr.  Chairman,  I  think  it  is  proper  to  state  in  that 
connection  that  as  I  understand  that  conference,_  all  phases  of  opin- 
ion were  invited  to  be  represented  on  the  subject.  For  example, 
Mr.  Trumbull  represented  the  executives'  idea  on  this  labor  ques- 
tion; Mr.  Xee,  of  the  railroad  brotherhoods,  represented  the  labor 
side.    They  both  made  addresses. 

Senator  Town-send.  Do  I  understand,  Mr.  Sims,  that  you  present 
that  as  showing  even  remotely  that  that  was  a  railroad  meeting,  that 

they  instigated  that  ?  ,^  -.  n  ^     j, 

Mr.  Sims.  No;  the  meeting  ^^as  the  Central  States  Conference  on 

Rail  and  Water  Transportation.    That  was  what  the  meeting  was. 
Mr.  Hamilton.  What  is  that?     Is  that  something  just  gotten  up 

on  paper,  or  what  is  it  ? 


780  ISTTEESTATE   AND   FOREIGN   TEANSPORTATION. 

Mr.  LovETT.  One  of  the  gentlemen  who  attended  told  me  that  whea 
he  was  being  introduced  to  make  an  address  it  was  announced  that 
the  purpose  was  to  "  put  Evansville  on  the  maj)." 

Mr.  Sims.  There  is  no  member  on  this  committee  from  Indiana.  I 
suppose  you  are  safe. 

Mr.  Thom.  In  addition  to  that,  I  received  this  morning  a  full  re- 
port of  the  proceedings  there,  and  the  first  thing  in  it  is  an  indorse- 
ment by  President  Wilson  of  that  conference. 

Mr.  Sims.  Then  it  is  not  to  be  ignored  in  this  hearing. 

Mr.  LovETT.  Not  by  you,  Judge  Sims. 

Mr.  Adamson.  It  was  proposed  as  a  benevolent  effort  to  settle  all 
these  controversies  and  close  the  whole  question.  I  was  present  when 
the  purpose  of  it  was  stated  to  the  President,  and  the  President  de- 
clined to  attend.  He  thought  there  would  be  enough  able  men  there 
without  him,  I  think. 

Mr.  TiioM.  But  let  it  be  understood  once  for  all  that  the  railroads 
hiid  nothing  to  do  with  the  suggestion  or  getting  up  of  that  confer- 
ence.   They  were  merely  invited  to  attend,  as  other  people  were. 

Senator  Townsejsd.  t  think  the  report  that  Mr.  Sims  has  read 
shows  that  clearly. 

j\lr.  Sims.  Certainly ;  it  shows  the  facts.  I  say,  I  judged  of  him  by 
the   company  he  'was  in,  as  I  did  not  know  anything  about  him. 

Now,  Mr.  Lovett,  there  are  two  extremes  in  this  matter,  as  I  un- 
derstand. One  is  unregulated,  uncontrolled  private  ownership  of 
public  utilities;  that  is  one  position  which,  of  course,  is  not  being 
maintained  or  sought  to  be  maintained. 

Ml'.  LovETT.  I  do  not  understand  that  anybody  advocates  that. 

Air.  Sims.  I  mean,  that  is  a  position  that  has  been  held  in  the  past 
by  some  railroads  and  some  thinkers.  The  other  is  absolute  Govern- 
ment ownei-ship.  Now,  we  are  between  these  two  extremes,  having 
left  one  of  them  entirely,  if  we  ever  maintained  it.  Now,  as  I  under- 
stand, tlie  whole  question  involved  in  your  testimony  is  one  of  regu- 
lation, not  regulation  as  a  new  methad,  but  the  character  of  thfe 
regulation.    We  have  regulation  now 

jMr.  Lo^'ETT.  I  think  j'ou  are  complimentary  to  it.  Judge,  in  calling 
it  regidation. 

l^.Ir.  Sims.  Well,  an  attempt  at  regulation.  We  certainly  do  not 
have  Government  ownership  and  we  do  not  have  unregulated  private 
ownership.     So  we  do  have  regulation 

Mr.  LovETT.  Partial  regulation. 

Mr.  Sims.  We  have  regulation  to  a  certain  extent:  and  your  belief 
is  that  this  method  of  regulation  should  be  changed  from  what  it  is 
to  the  character  of  regulation  which  you  have  advocated? 

?.Ir.  Lovett.  That  is,  it  should  be  completed. 

Mr.  SiJis.  Yes;  consequently  I  want  to  examine  you  along  that 
line.  And  understand  that  not  for  one  moment  do  I  think  that 
because  a  man  owns  stock  in  a  railroad  company  he  has  no  civil  rights 
vv  political  rights,  and  has  not  the  same  right  to  exert  them  that 
nnybody  else  has.  That  never  cuts  any  figure  with  me,  and  I  think 
perhaps  there  is  an  unnecessary  degree  of  modesty  among  men  con- 
nected with  railroads  about  this  matter. 

Mr.  Lovett.  They  are  getting  over  that.  Judge. 

Mr.  SiJ[s.  I  think  they  are.    I  ho]3e  they  will. 
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Now,  you  start  out,  as  I  understand  it,  first  with  the  claim  that 
nationalizing  regulation  is  a  necessity  ? 

Mr.  LovETT.  That  is  my  opinion. 

Mr.  Sims.  And  you  show  that  from  1906  to  1915,  a  period  of  10 
years,  there  was  about  $600,000,000  per  annum  of  new  capital  re- 
quired during  that  period  for  railroad  purposes? 

Mr.  LovETT.  For  improvements,  not  counting  the  renewal  or  re- 
funding of  debts  that  matured  during  that  period. 

Mr.  Sims.  I  was  just  going  to  ask  you  what  you  mean  by  new 
capital.  That  will  give  you  an  opportunity  to  state  what  your 
view  is. 

Mr.  LovETT.  I  mean  those  expenditures  which  under  the  classifica- 
tion of  the  Interstate  Commerce  Commission  are  not  charged  to 
operating  expenses. 

Mr.  Sims.  In  other  words,  there  had  to  be  an  addition  to  the  per- 
manent investment  funds  of  the  railroads  to  the  extent  of  $600,000,000 
a  year  ? 

Mr.  LovETT.  Yes ;  about. 

Mr.  Sims.  If  the  railroads  could  not  earn,  under  existing  regula- 
tion, this  $600,000,000  per  annum  the  only  chance  to  get  it  was  to 
borrow  it? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  then  you,  from  the  best  information  you  have, 
conclude  that  for  the  next  10  years,  for  the  same  purposes,  it  will 
require  about  $1,000,000,000  per  annum? 

Mr.  LovETT,  I  did  not  state  definitely  any  amount,  Judge  Sims. 

Mr.  Sims.  I  said  "  about." 

Mr.  LovEiT.  I  expressed  the  opinion  that  for  the  same  pur- 
poses, my  judgment  was  it  would  be  more  than  during  the  last  10 
years,  and  that  when  there  was  added  to  these  expenditures  the 
amount  necessary  to  refund  debts  that  would  mature  during  that 
period  it  would  be  nearly  a  billion  dollars. 

Mr.  Sims.  In  other  words,  there  must  be  an  additional  investment 
by  investors  in  railroad  property  for  the  next  10  years  in  order  to 
enable  the  railroads  to  meet  the  requirements  of  the  public? 

Mr.  LovETT.  Some  of  that  money  will  come  out  of  earnings. 

Mr.  Sims.  Well,  you  use  the  words  "  new  money." 

Mr.  LovETT.  I  include  in  "  new  money  "  that  which  according  to 
the  classification  of  accounts  by  the  Interstate  Commerce  Commis- 
sion is  applicable  to  dividends ;  that  instead  of  distributing  it  as  divi- 
dends the  company  may  put  it  back  into  the  property. 

Mr.  Sims.  In  other  words,  borrow  it  from  the  stockholders ;  is  that 
the  idea  ? 

Mr.  LovETT.  That  is  the  idea. 

Mr.  Sims.  But  it  is  an  investment;  it  is  a  permanent  improve- 
ment to  the  property — new  capital  ? 

Mr.  LovETT.  In  general  it  is  new  capital,  because  the  stockholders 
have  the  right  to  take  all  of  their  earnings  in  excess  of  maintenance 
expenses  as  dividends  if  they  want  to.  But  instead  of  that,  they 
win  put  some  of  it  back  into  the  property. 

Mr.  Sims.  But  in  putting  it  back  into  the  property,  as  it  is  called, 
they  are  not  incurring  a  loss  ? 
90590— PT 11—17 9 
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Mr.  LovETT.  Well,  that  depends.  May  I  interject  just  here  a 
thought  on  that? 

Mr.  Sims.  Certainly ;  I  want  information. 

Mr.  LovETT.  Under  the  English  system — at  least,  as  it  formerly 
existed— the  stockholders  of  the  company  would  always  distribute 
as  dividends  all  the  money  each  year  applicable  to  dividends,  and 
for  the  new  capital  required  they  would  issue  additional  securities, 
stock  or  something  else.  But  each  English  stockholder  expects,  or 
formerly  expected,  a  dividend  to  the  amount  of  the  entire  surplus 
earnings  after  meeting  expenses.  That  has  not  been  the  American 
system.  Any  railroad  that  distributes  what  is  reported  by  the  In- 
terstate Commerce  Commission  as  net  earnings — distributes  all  of  it 
as  dividends — will  sooner  or  later  come  to  grief.  There  used  to  be 
a  theory  in  Wall  Street — I  have  not  heard  so  much  of  it  recently, 
though  it  may  still  be  one  of  the  maxims  of  Wall  Street — that  one 
half  of  the  surplus  should  go  to  the  stockholders  and  the  other  half 
back  into  the  property.  That  is,  from  the  system  of  accounts  that  is 
kept,  you  could  not  afford  to  distribute  the  entire  surplus  applicable 
by  law  to  dividends  as  dividends,  but  would  have  to  put  some  back 
into  the  property  to  cover  improvements  that  will  neither  increase 
earnings  nor  reduce  expenses. 

Mr.  EscH.  Is  that  one  reason — excuse  me.  Judge  Sims — why  the 
capitalization  per  mile  of  American  roads  is  so  much  less  than  that 
of  Great  Britain  ? 

Mr.  LovETT.  I  think  so. 

Mr.  Sims.  My  question,  Judge,  was  this :  If  the  amount  of  the  net 
earnings  which  might  be  distributed  in  dividends  among  the  stock- 
holders was  not  all  so  distributed,  but  a  portion  of  it  was  retained  in 
the  company's  treasury  and  used  for  the  permanent  benefit  of  the 
properties,  if  there  was  any  loss  to  the  stockholders  of  that  fund? 

Mr.  LovE'ri'.  If  the  stockholders  are  allowed  to  earn  on  that,  I 
answer  no.  But  the  stockholder  has  this  option.  Take  the  Union 
Pacific;  we  earned  for  the  fiscal  year  ended  June  30,  1916,  from  the 
railroad  and  from  our  investments,  about  16  per  cent.  We  paid  in 
that  year  a  dividend  of  only  8  per  cent.  We  had  the  right  to  dis- 
tribute all  of  that  as  a  dividend,  and  in  that  case  the  stockholder  would 
have  had  the  money  in  his  pocket.  But  instead  we  put  the  surplus 
back  into  the  property,  or  reserved  it,  and  the  stockholder  equitably 
and  fairly  is  entitled  to  a  return  on  it,  because  we  could  have  given 
him  the  money  and  issued  new  securities  for  improvements. 

Mr.  Sims.  Is  not  the  property  worth  just  that  much  more  than  it 
would  have  been  if  it  had  all  been  distributed  in  dividends? 

Mr.  LovETT.  We  think  it  is. 

Mr.  Sims.  And  the  stockholder  is  the  oWner  of  the  property? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  So,  unless  a  loss  occurs  afterwards,  for  some  reason 
or  other,  it  is  not  a  loss.  It  is  not  a  primary  loss,  to  say  the  least 
of  it,  because  the  property  is  worth  that  much  more,  if  that  surplus 
is  regarded  as  part  of  the  property. 

Mr.  LovETT.  Theoretically  that  is  true.  I  could  express  some 
views  on  the  subject  of  accounting  by  which  this  large  surplus  is 
shown;  but  the  accounting  system  is  prescribed  by  the  Interstate 
Commerce  Commission,  and  it  is  a  complicated  subject  and  I  do  not 
care  to  go  into  a  discussion  of  it. 
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Mr.  Sims.  If  a  railroad  company  did  not  pay  a  cent  of  dividends 
in  10  years,  but  during  that  time  might  have  done  so,  but  put  all  its 
earnings  into  a  permanent  improvement  of  the  property,  has  the 
stockholder  lost  1  cent,  if  the  property  is  benefited  to  the  extent  of 
the  money  used? 

Mr.  LovETT.  I  should  say  he  ought  not  to  lose.  Of  course,  it  may 
have  been  a  bad  investment  to  put  it  back  into  the  property;  but 
theoretically  he  has  not  lost. 

Mr.  Sims.  Now,  the  question  arises,  as  appeared  in  Mr.  Thom's 
examination,  which  necessarily  appears  in  yours,  that  the  railroads 
in  this  country  for  the  next  10  years  will  have  to  use  a  sum  of  money 
in  permanent  improvements  exceeding  their  earnings,  or  exceeding 
such  portion  of  their  earnings  as  may  be  so  used,  possibly  to  the  ex- 
tent of  $1,000,000,000  per  annum ;  and  that  the  opportunity,  and  the 
only  opportunity,  to  get  that  money  is  by  sale  of  the  bonds  of  the 
company,  or  part  of  the  ownership  in  it,  through  stock  certificates. 
That  is  an  admitted  position — not  agreeing  to  the  exact  figures,  but 
that  is  the  position  that  both  you  and  Judge  Thom  take? 

Mr.  LovETT.  Yes;  I  believe  it  will  be  necessary  to  expend  upon 
this  property  the  amount  that  I  indicated  in  my  direct  statement,  in 
order  to  develop  the  railroads.  Some  of  that  will  be  surplus  earn- 
ings if  we  happen  to  have  good  times.  Some  of  it  will  be  borrowed 
on  stock,  and  some  in  one  way  or  another. 

Mr.  Sims.  You  do  not  call  money  obtained  from  stock  borrowed 
money,  do  you? 

Mr.  LovBTT.  It  is  money  put  in  by  the  stockholder.  It  is'  theo- 
retical as  to  what  it  is.    It  is  one  way  of  getting  money. 

Mr.  Sims.  He  buys  an  interest  in  the  property  ? 

Mr.  LovETT.  I  will  concede  that  technical  distinction. 

Mr.  Sims.  And  the  property  is  under  no  obligations  to  make  him 
any  earnings,  either  in  law  or  morals  ? 

Mr.  LovETT.  It  is  not? 

Mr.  Sims.  No. 

Mr.  LovETT.  I  will  not  concede  that. 

Mr.  Sims.  I  mean  compulsory  obligation;  because  if  I  pay  $5,000 
for  a  farm,  there  is  no  law,  moral  or  divine,  that  I  know  o"f ,  that  says 
I  must  have  an  earning  out  of  that  per  annum. 

Mr.  LovETT.  I  think.  Judge  Sims,  that  a  man  who  puts  a  dollar 
into  -railroad  property,  to  serve  the  public,  is  entitled  to  a  return 
on  it,  whatever  may  be  the  form  of  the  evidence  he  gets  representing 
it,  whether  it  is  stock  or  bonds  or  what  not. 

Mr.  Sims.  That  brings  up  a  very  important  question  which  I  was 
going  to  ask  you  later  on.  Do  you  mean  that  he  is  entitled  to  an 
earning  on  that  investment,  regardless  of  the  rights  of  the  public 
to  a  proper  service  through  that  piece  of  property? 

Mr.  LovETT.  Well,  that  is  rather  a  big  question. 

Mr.  Sims.  I  know  it  is.  I  was  going  to  come  to  it  later,  but  you 
have  come  right  to  it  yourself,  now. 

Mr.  LovETT.  I  am  ready  to  discuss  it  now,  if  you  prefer,  or  any 
time. 

Mr.  Sims.  The  railroad,  or  any  other  public  utility,  as  I  under- 
stand it,  exists  for  the  public,  and  that  investment  in  these  utilities 
by  private  individuals  is  not  compulsory;  it  is  a  voluntary  act,  and 
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unless  the  State  or  Government  should  make  some  declaration  or 
promise,  establish  some  policy  that  would  lead  the  citizen  into  mak- 
ing this  private  investment  by  which  the  Government  Would  then 
be  estopped  from  regulating  it,  in  such  a  way  as  to  produce  an 
injury,  he  is  simply  taking  a  risk,  as  he  would  in  making  any  other 
kind  of  private  investment,  knowing  full  well  that  it  is  a  public 
utility ;  that  its  first  obligation  is  to  the  public,  and  that  if  in  per- 
forming its  obligation  to  the  public  money  is  lost,  even  if  the  invest- 
ment is  lost,  that  he  has  no  remedy,  so  far  as  compulsion  through 
process  of  law  or  legislation  is  concerned  ? 

Mr.  LovETT.  I  will  state  my  view  in  answer  to  that. 

Mr.  Sims.  Between  the  public  and  the  private  investor,  under  such 
circumstances^  if  either  must  lose  it  must  be  the  private  individual? 

Mr.  LovETT.  Yes.  I  understand  that  an  investor  in  a  railroad 
takes  the  same  chances  that  every  other  investor  takes;  that  he  is  en- 
titled to  engage  in  the  transportation  business  and  to  have  reasonable 
rates  for  that  service;  that  a  reasonable  rate  involves  a  fair  return 
on  his  investment  as  one  of  the  very  first  elements  in  it,  if  he  can  get 
it;  and  that  a  reasonable  rate  and  the  return  that  he  gets  is  not 
merely  what  some  regulating  body  chooses  to  make.  But  let  us  take 
a  railroad  that  is  built  in  competitive  territory ;  under  my  view  of  the 
right  of  the  stockholder,  he  takes  his  chances  in  getting  a  return  on 
his  money  from  such  rates  as  can  be  charged  in  fairness  to  the  public, 
the  shippers,  and  the  travelers,  and  such  as  competitive  conditions 
will  allow;  that  a  reasonable  rate  is  a  judicial  question  to  be  inquired 
into,  and  under  the  circumstances  decided  what  it  ought  to  be;  and 
that  there  is  no  hard  and  fast  rule  by  which  you  can  fix  a  reasonable 
rate.  It  is  not  an  arbitrary  act.  No  commission  has  the  right  arbi- 
trarily to  deprive  a  man  of  return  on  his  property.  Before  they  can 
do  that  they  must  inquire  into  the  circumstances  and  determine,  con- 
sidering the  investment,  what  would  be  a  reasonable  charge.  The 
fundamental  consideration  is  that  the  owner  is  entitled  to  a  reason- 
able rate,  and  there  is  absolutely  no  yardstick  by  which  a  reasonable 
rate  can  be  measured. 

Now,  when  this  man  with  the  dollar  puts  it  into  the  railroad,  he 
exercises  his  judgment  about  it,  just  as  the  man  who  invests  in  any 
other  property.  He  takes  into  consideration  all  the  circumstances; 
he  takes  into  consideration  the  power  of  the  Government  to  deter- 
mine, prima  facie  at  least,  what  is  a  reasonable  rate.  That  is  one  of 
the  difficulties  that  confront  the  railroads  for  the  future — the  things, 
that  this  man  considers  when  he  puts  in  his  dollar.  He  knows  the 
things  that  you  mention,  and  if  he  does  not  see  any  prospect  of  a 
reasonably  certain  return  on  his  investment,  he  will  not  make  it.  But 
the  man  who  puts  his  money  into  a  railroad,  according  to  my  con- 
-ception  and  my  understanding,  is  entitled  to  just  the  same  considera- 
tion for  that  dollar  as  the  man  who  puts  it  into  Ford  automobile 
stock  or  United  States  Steel  stock,  or  any  other.  You  have  no  right 
to  confiscate  it. 

Mr.  SiJis.  In  other  words,  he  has  a  right  to  all  the  benefits  of  pri- 
vate ownership,  Avith  all  the  benefits  of  sovereign  power  which  is 
given  the  corporation  in  behalf  of  the  public  utility,  to  condemn  pri- 
vate property  and  appropriate  it? 

Mr.  LovETT.  Yes.  He  has  the  right  to  a  return  for  a  reasonable 
rate.    Upon  the  man  who  puts  his  money  into  a  private  enterprise!' 
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there  is  no  restraint  as  to  what  he  can  charge.  But  to  the  extent  of  a 
reasonabls  rate  railroad  property  is  just  as  much  entitled  to  protec- 
tion as  any  other;  and  in  determining  a  reasonable  rate  you  must 
consider  the  investment  or  value. 

Mr.  Sims.  I  do  not  think,  really — at  least  perhaps  I  did  not  catch 
it — that  I  have  had  my  question  answered.  My  question  was  this: 
If  a  man  invested  in  a  railroad  doing  interstate-commerce  business, 
which  is  under  the  power  of  Congress  to  regulate  or  to  own,  and  the 
earnings  of  the  road  should  not  be  sufficient  to  pay  him  a  dividend 
and  operate  the  railroad — I  mean  a  remunerative  dividend — does  not 
the  public  for  which  this  road  was  authorized  and  created  have  a 
right  to  have  the  service  performed  regardless  of  the  per  cent  of 
earnings ;  I  mean,  anywhere  above  confiscation  ?  Does  not  the  public 
have  the  right  to  demand  that  the  public  shall  not  be  the  sufferer  as 
between  the  private  investor,  with  this  knowledge,  and  taking  these 
conditions  and  this  property  cum  onere ;  is  not  the  public  entitled  to 
first  consideration  as  against  the  bondholder  or  stockholder? 

Mr.  LovETT.  If  he  can  not  get  a  return  out  of  a  reasonable  rate,  he 
is  not  entitled  to  it. 

Mr.  Sims.  Is  there  any  contract  between  the  Government  and  a 
railroad  corporation  when  it  builds  a  railroad  that  it  is  to  have  rea- 
sonable earnings? 

Mr.  Adamson.  Judge  Sims's  question  was  properly  answered  by 
the  negro  who  said,  "  Poor  pay,  poor  preacher." 

Mr.  LovETT.  No,  sir ;  but  there  is  a  contract  between  him  and  the 
Government  that  he  is  entitled  to  charge  a  reasonable  rate. 

Mr.  Sims.  But  suppose  the  so-called  reasonable  rate  does  not  make 
earnings ;  I  mean  in  connection  with  an  efficient  service  to  the  public. 
Would  he  be  permitted  to  abridge  the  efficiency  of  his  service  in  order 
to  increase  his  private  gains? 

Mr.  LovETT.  That  depends  on  what  you  mean  by  "efficiency." 
That  involves  another  definition. 

Mr.  Sims.  Service  equal  to  the  expectation  and  requirement  of  a 
railroad  located  in  that  locality,  as  compared  with  what  other  rail- 
roads give. 

Mr.  LovETT.  As  compared  with  what  other  railroads  give?  I  do 
not  think  you  can  require  that.  Judge  Sims,  I  can  not  possibly  define 
a  reasonable  rate.  I  can  only  tell  you  that  a  man  who  invests  his 
money  in  a  railroad  is  entitled  to  have  that  railroad  charge  a  reason- 
ble  rate.     That  involves  a  great  multitude  of  circumstances. 

Mr.  Sims.  I  do  not  expect  you  to  go  through  them  all  now. 

Mr.  Adamson.  Judge  Sims,  do  you  mean  that  the  accommodation 
must  be  more  than  the  revenues  will  pay  for  and  justify  ? 

Mr.  Sims.  I  mean  this  and  nothing  else— that  when  a  man  invests 
his  money  in  a  public  utility  he  takes  all  the  chances  of  profit  and 
loss,  no  more  and  no  less  than  goes  with  such  an  investment,  and  that 
it  is  encumbered  with  the  power  and  sovereignty  of  the  Government 
to  place. such  conditions  upon  that  railroad  as  are  required  in  order 
to  perform  the  public  service. 

Mr.  LovETT.  It  is  entitled  to  place  such  conditions  on  that  railroad 
as  are  necessary  to  establish  a  reasonable  tate. 

Mr.  Sims.  Suppose  a  reasonable  rate  did  not  enable  it  to  perform 
the  duties  and  services  of  a  public-service  corporation  ? 
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Mr.  LovuTT,  Why,  the  owner  would  not  get  any  return. 

Mr.  Sims.  Would  he  have  a  right  to  cease  operating  the  r^lroad? 

Mr.  LovETT.  He  could  throw  it  over ;  let  the  public  take  it. 

Mr.  Sims.  In  other  words,  he  could  lose  his  property  ? 

Mr.  LovETT.  He  could  lose  his  property. 

Mr.  Sims.  But  the  public,  theoretically,' must  not  lose  the  benefit 
of  a  public-utility  service  by  reason  of  the  financial  inability  of  the 
private  owners  to  operate  it  according  to  the  public  requirements? 

Mr.  LovETT.  A  railroad  once  constructed,  as  I  understand,  can  not 
be  taken  up  without  the  public  consent.  If  the  owners  d.o  not  operate 
it,  the  courts  can  take  it  and  operate  it  by  a  receiver  or  in  some  other 
way. 

Mr.  Sims.  Or  sell  it? 

Mr.  LovETT.  Or  sell  it.  The  man  who  invests  in  railroad  property 
makes  a  bad  investment  if  he  can  not  make  a  dividend  on  a  reason- 
able rate;  and  in  determining  a  reasonable  rate  you  take  into 'account 
the  character  of  the  service.  An  order  that  would  require  one  rail- 
road to  render  the  same  service,  run  the  same  number  of  trains  with 
the  same  frequency  and  with  the  same  equipnient  as  perhaps  is  run 
by  another,  would  be  an  unreasonable  order  in  some  cases.  I  can 
imagine,  for  instance,  that  an  order  that  would  require  some  roads 
to  run  as  many  trains  and  cars  of  the  same  character  as  the  New  York 
Central  or  the  Pennsylvania  run  would  be  an  unreasonable  order. 
It  depends  on  the  circumstances,  and  there  are  a  thousand  of  them 
in  each  case. 

Mr.  Sims.  Now,  then,  if  private  capital  is  seeking  an  opportunity 
to  do  a  public  service,  it  gets  it  by  permission,  not  by  right,  and  takes 
it  subject  to  the  known  requirements  of  the  public. 

Mr.  LovETT.  That  is  undoubted. 

Mr.  Sims.  If  the  operation  of  that  railroad  under  reasonable  rates, 
as  determined  by  the  body  authorized  to  determine  them,  whatever 
they  may  be,  can  not  perform  that  service,  has  he  any  right  to  fail  to 
perform  the  service  and  yet  retain  the  property  in  his  control  ? 

Mr.  LovETT.  If  you  change  the  words  "  requirements  of  the  pub- 
lic "  to  "  rights  of  the  public,"  I  will  agree  to  your  statement. 

Mr.  Sims.  I  use  the  words  "  requirements  "  .and  "  rights  "  inter- 
changeably ;  that  is,  to  perform  the  service  that  a  railroad  ought  to, 
under  those  circumstances  and  conditions.  Then,  whenever  a  bond; 
holder  loans  money  on  a  railroad,  he  loans  it  with  a  knowledge  that 
it  is  encumbered  with  this  public  right. 

Mr.  Lo\TETT.  Undoubtedly. 

Mr.  Sims.  And  if  the  railroad  can  not  pay  interest  on  its  bonds 
and  operate  the  railroad  within  these  rights,  giving  this  reasonable 
public  service,  he  must  lose  his  interest  or  he  must  lose  his  principal, 
or  so  much  of  it  as  may  be  lost  ? 

Mr.  LovETT.  That  is  reinforced,  Judge  Sims,  by  the  data  given  in 
the  last  annual  of  the  Financial  Chronicle,  of  New  York,  which  shows 
that  at  that  time  something  over  11  per  cent  of  the  railroad  bonds  of 
the  United  States,  of  companies  whose  gross  earnings  exceeded 
$1,000,000,  were  in  default. 

Mr.  Sims.  "\Vell,  I  am  trying  to  consider  this  matter  in  a  funda- 
mental way. 

Mr.  LovETT.  I  do  not  want  to  appear  as  not  wishing  to  answer  your 
question. 
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,  Mr.  Sims.  Are  there  not  some  things  that  the  Government  may- 
require  of  the  railroads  that  may  cost  them  money,  regardless  of 
the  profits  of  the  road  or  the  rates  charged  by  the  roads 

Mr.  LovETT.  No 

Mr.  Sims.  You  stated  that  in  national  incorporation  you  would 
leave  certain  things  with  the  States  to  be  determined  by  them ;  one, 
for  instance,  is  grade  crossings.  Now,  suppose  a  State  passed  a  law 
that  required  all  the  railroads  operating  in  that  State  to  abolish 
grade  crossings,  with  a  view  to  avoiding  loss  of  life,  and  a  compliance 
with  that  order  renders  the  railroad  unable  to  pay  dividends  or 
interest  on  its  bonds.  Would  that  make  the  order  void  on  that 
account  ? 

Mr.  LovETT.  No ;  but  it  would  raise  the  question  of  the  validity  of 
the  order.  The  State  would  not  have  the  right  to  confiscate  a  rail- 
road under  all  circumstances  by  requiring  that  all  grade  crossings  be 
abolished.  That  might  be  regarded  as  an  arbitrary  and  unreasonable 
exercise  of  the  police  power. 

Mr.  Sims.  But  it  is  a  police  power  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  you  are  in  favor  of  leaving  that  with  the  State  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  How  could  there  be  a  more  important  exercise  of  the 
police  power  than  the  one  I  have  referred  to  ? 

Mr.  LovETT.  There  are  a  great  many. 

Mr.  Sims.  And  one  that  would  cost  the  railroads  more  ? 

Mr.  LovETT.  A  great  many,  but  so  far  it  has  not  been  confiscatory, 
and  I  do  not  believe  the  States  would  exercise  it  in  a  confiscatory 
manner;  and  if  they  did,  there  would  be  a  remedy  in  the  courts. 

Mr.  Sims.  I  am  speaking  of  a  situation  where  I  am  supposing  that 
a  man  who  invests  in  railroad  securities  takes  them  with  all  these 
possibilities,  whether  some  of  them  might  be,  in  his  mind,  unjust  or 
unreasonable,  even  if  they  are  reasonable  and  proper  it  affects  the  ■ 
market  value  of  the  stocks  and  bonds,  does  it  not  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  If  he  goes  in  and  makes  a  mistake,  the  public  should 
not  suffer  for  his  mistakes ;  but  if  anybody  should  suffer,  it  should  be 
the  man  who  makes  the  investment. 

Mr.  LovETT.  If  it  was  the  judgment  of  the  legislature — subject  to 
the  court's  view  as  to  reasonableness — ^that  the  safety  of  the  public 
required  the  elimination  of  grade  crossings,  they  would  haVe  to  be 
eliminated  whether  the  stockholder  gets  his  return  or  not. 

Mr.  Sims.  Who  passes  on  that  question?      . 

Mr.  LovETT.  The  legislature,  primarily  and  ultimately  the  Supreme 
Court  of  the  United  States,  if  it  becomes  confiscatory. 

Mr.  Sims.  If  it  is  alleged  to  become  confiscatory? 

Mr.  LovETT.  Yes.  it,,        ,, 

Mr.  Sims.  Is  there  anything  more  important  to  the  public  than  the 
avoidance  of  accidents,  than  the  frequency  of  accidents,  or  the  infre- 
quency  of  accidents,  so  far  as  the  public- service  is  concerned? 

Mr.  LovETT.  I  do  not  know  whether  I  am  very  good.  Judge,  m 
answering  as  to  the  relative  importance  of  things. 

Mr.  Sims.  In  other  words,  has  human  life  a  commercial  value,  to 
be  treated  simply  as  an  asset? 
,  Mr.  LovETT.  Nothing  is  more  important  than  a  man  s  lite. 
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Mr.  Sims.  To  the  Nation  or  to  himself? 

Mr.  LovETT.  Well,  himself.  But  we  all  know  that  in  the  process 
of  development  of  civilization  lives  are  lost.  We  can  not  build  rail- 
roads without  losing  lives,  and  accidents  will  occur.  We  can  not 
have  automobiles  without  now  and  then  killing  somebody.  Any' 
State  law  that  would  prohibit  the  operation  of  automobiles  because 
a  man  might  be  killed  some  time  or  prohibit  the  operation  of  trains 
because  a  man  might  be  killed  in  the  building  of  the  railroads  would 
be  an  unreasonable  law.  It  is  inconceivable  that  a  State  should  pass 
such  a  law.  You  must  deal  with  these  things  relatively.  If  a  State 
law  arbitrarily  required  the  elimination  of  all  grade  crossings,  which 
would  bankrupt  some  railroads,  and  do  great  injury  to  the  people 
and  discourage  investments  in  railroads  when  there  was  no  pressing 
need,  perhaps,  for  the  elimination  of  any  grade  crossings,  that  would 
involve  a  question  of  the  reasonable  exercise  of  the  police  power, 
which  should  be  reviewed. 

Mr.  Sims.  Suppose  the  State  of  Tennessee  or  the  State  of  Texas 
(the  legislature)  decides  that  human  lives,  in  their  estimation,  are 
worth  more  than  property  or  the  earnings  of  the  railroad  companies, 
and  they  provide  that  the  railroads  in  that  State  must  eliminate  all 
grade  crossings  within  a  period  of  10  years,  and  it  is  not  unreasonable 
in  the  sense  that  it  is  impossible  for  the  railroads  to  comply  with  that 
order  in  that  time,  and  it  does  and  will  save  human  life,  and,  in  a 
sense,  be  a  saving  to  the  railroad  companies  themselves,  would  the  fact  ' 
that  that  encroaches  on  the  dividends  or  the  interest  on  the  bonds 
prevent  the  passage  of  such  a  law  by  the  State  ? 

Mr.  LovETT.  It  depends  on  the  circumstances.  If  it  is  a  reasonable 
exercise  of  the  police  power,  it  does  not  make  any  diflFerence  whether 
there  is  a  dividend  or  an  interest  payment 

Mr.  Sims.  In  other  words,  the  proper  exercise  of  the  police  power 
is  one  that  must  be  obeyed  regardless  of  expense  to  the  railroad 
companies  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Yet  you  are  willing  to  leave  that  power  with  the  States? 

Mr.  LovETT.  Yes ;  that  is  where  it  belongs.     I  do  not  know  of 

Mr.  Sims.  If  it  is  a  power  that  is  so  great  as  to  absorb  the  earning  - 
of  the  railroads  for  a  number  of  years  and  still  be  considered  consti- 
tutional, do  you  think  that  is  not  as  necessary  to  be  vested  in  the 
Federal  Government  as  any  other  power  you  want  to  vest  in  it  ? 

Mr.  LovETT.  I  think  the  danger  of  an  abuse  of  that  power  by  the 
States  is  extremely  remote,  and  if  the  States  do  abuse  it  there  is  a 
remedy  in  the  courts. 

Mr.  Sims.  That  is  only  a  remedy  to  the  extent  of  confiscation. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  That  is,  it  would  have  to  be  confiscation;  that  is,  an 
unreasonable  and  arbitrary  requirement  which  involves  confisca- 
tion. 

Mr.  LovETT.  Judge   Sims,  I  want  it  always  understood  that  I 
realize  that  the  people  govern  this  country  and  always  will.    If  we 
can  not  trust  the  people  of  this  country  to  regulate  the  railroads 
properly,  we  can  not  trust  anything.     In  suggesting  Federal  regu-  , 
lation,  Great  Heavens,  I  am  not  suggesting  getting  away  from  the  ; 
people's  regulation,  but  what  I  want  is  a  unified  system  of  regula-  ' 

I*  *-ri  •Tin  -w       t  -i.-i  ...  . 
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vided  there  is  only  one.  I  am  not  in  favor  of  taking  away  from  the 
States  powers  which  affect  purely  local  conditions.  Leave  them 
where  they  are.  As  long  as  there  is  a  particular  grade  crossing  in 
a  community  that  ought  to  be  eliminated,  it  is  to  be  judged  by  the 
circumstances  of  that  conmiunity  and  that  particular  crossing.  That 
is  a  very  different  proposition,  however,  from  allowing  a  State  to 
establish  a  system  of  rates  that  may  affect  the  whole  United  States 
or  a  large  territory  or  to  prohibit  or  restrict  the  issuance  of  securi- 
ties that  do  not  affect  that  particular  locality  perhaps  one-tenth  as 
much  as  it  affects  other  localities. 

Mr.  Sims.  The  grounds  upon  which  you  seek  to  have  national  in- 
corporation apply  with  equal  force  to  that  police  power  if  the  proper 
and  lawful  exercise  of  that  police  power  will  infringe  or  reduce  the 
ability  of  that  railroad  to  discharge  its  full  duties  as  a  common  ca,r- 
rier  through  all  the  States  through  which  it  passes;  in  other  words, 
it  becomes  vital ;  and  now,  if  it  is  vital,  is  it  any  less  vital  than  any 
of  the  other  things  you  have  been  treating  as  vital  ? 

Mr.  LovETT.  If  an  interstate  railroad  or  any  railroad — I  do  not 
care  how  big  it  is — runs  through  a  community,  it  must  do  what  is 
reasonable  to  protect  the  lives  in  that  community.  The  police  power 
of  a  community  must  not  be  sacrified  for  the  company's  welfare.  It 
must  be  subserved  and  preserved.  It  is  precisely  the  same  as  if  it 
were  vested  in  the  Federal  Government  or  the  State  government.  If 
the  regulations  are  unreasonable,  the  remedy  would  be  in  the  courts. 

Mr.  Sims.  But  running  through  several  States,  one  State  might 
exercise  this  power  in  such  a  way  as  to  cost  the  railroads  running 
through  it  twice  as  much  money  as  another  or  the  other  States,  and 
therefore  would  be  drawing  upon  the  revenues  of  that  railroad  or 
its  ability  to  serve  the  whole  line. 

Mr.  LovETT.  That  is  possible. 

Mr.  Sims.  Consequently,  the  police  power,  wherever  it  is  vital,  or 
where  it  is  exercised  in  such  a  way  as  to  vitally  affect  the  railroads  as 
a  whole,  ought  to  be  in  the  Federal  Government  if  any  of  them  are 
to  be  there. 

Mr.  LovETT.  Well,  I  do  not  quite  follow  that.  I  do  not  see  why 
that  results.  I  do  not  believe  there  is  any  danger  of  that  condition 
arising,  and  if  it  does,  why,  there  is  a  remedy  in  the  courts  for  it. 

Mr.  Sims.  The  assumption  is,  of  course.  Judge,  tiiat  the  nationally- 
chartered  railroads  would  comply  with  any  reasonable  order:  and 
if  it  will  why  leave  this  in  the  hands  of  State  legislatures  and  have 
further  political  activity  about  it  in  the  different  States  through 
which  the  system  runs  ? 

Mr.  LovETT.  I  should  like  to  make  it  clear.  Judge  Sims,  that  my 
position  about  this  is  not  in  hostility  to  the  States  or  to  State  regu- 
lation. I  have  about  as  much  confidence  in  the  average  State  regu- 
lation of  the  subject  as  I  have  in  Federal  regulation;  but  it  is  the 
multiplicity  of  regulation  and  conflicting  regulation  that  I  object  to. 
I  should  about  as  soon  trust  to  the  wisdom  of  the  States  in  this  matter 
as  to  the  wisdom  of  the  National  Government.  It  is  not  in  hostility 
to  the  States.  I  am  personally  willing  to  give  it  to  any  one  State, 
but  I  want  unified  rules  and  regulations. 

Mr.  Sims.  Why  leave  out  so  important  a  thmg  as  the  possibihty 
of  burdening  the  railroads  by  placing  upon  them  matters  of  grade 
crossings  in  one  State  where  other  States  may  not  do  that? 
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Mr.  LovETT.  I  do  not  give  it  the  importance  that  you  do. 

Mr.  Sims.  It  may  be  important  enough  to  result  in  confiscation. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  you  could  not  pay  as  much  dividends. or  lay  aside 
as  much  surplus  fOr  permanent  improvements  as  if  you  did  not 
have  to  meet  the  requirements  of  this  particular  State  over  other 
States. 

Mr.  LovETT.  Of  course,  if  Congress  wants  to  put  that  matter  for 
the  Federal  commission,  of  course  it  is  all  right  with  me. 

Mr.  Sims.  There  is  the  rub.  Even  in  your  proposition,  it  leaves 
a  great  deal  of  power  in  the  States,  touching  railroads  doing  an 
interstate  business,  which  may  be  exercised  within  the  law,  and  yet 
in  such  a  way  as  to  affect  the  total  earnings  of  the  railroads  which 
run  through  the  State,  and  therefore  become  important;  and  why 
make  two  bites  at  the  cherry  ?  If  we  are  going  into  the  nationaliza- 
tion of  the  railroads,  why  leave  anything  to  the  States  ? 

Mr.  LovETT.  Experience  is  the  most  valuable  guide  in  such  matters. 
I  do  not  know  of  any  case  where  that  has  occurred,  and  I  do  know 
of  many,  many  cases  where  the  national  aspect  of  a  situation  has 
been  much  hampered  and  interfered  with  by  State  action. 

Mr.  Sims.  An  investor  who  would  be  called  upon  to  buy  stocks 
or  bonds  or  furnish  money  to  make  permanent  improvements — ^has 
he  not  looked  at  all  of  these  possibilities  ? 

Mr.  LovETT.  Yes;  but  more  to  the  probabilities. 

Mr.  Sims.  He  gives  more  weight  to  the  probabilities  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Now,  a  railroad  Jike  yours,  running  through  11  States, 
is  in  this  situation :  You  want  to  improve  the  credit  of  that  railroad; 
in  other  words,  sell  bonds  at  the  highest  price  or  at  the  least  inter- 
est it  will  bring. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Why  should  any  of  the  essential  interstate  elements  of 
that  service  be  left  in  the  States? 

Mr.  LovETT.  Because  it  is  unnecessary  to  deprive  the  States  of 
that  power. 

Mr.  Sims.  Don't  you  think  that  such  a  possibility  would  cause  your 
stocks  and  bonds  to  call  for  a  higher  interest  and  your  stocfe  to  sell 
ior  a  less  price  ? 

Mr.  LovETT.  I  do  not.  I  do  not  believe  it  would  affect  the  price 
of  our  stock  or  bonds  one-hundredth  part  of  1  per  cent  whether  this 
power  is  vested  in  the  States  or  in  Congress. 

Mr.  Sims.  But  if  it  gets  to  doing  so,  then  you  will  rely  on  Congress 
to  take  action  later  on  ? 

Mr.  LovElT.  I  think,  Judge  Sims,  that  the  power  of  Congress  to 
interfere  with  these  purely  local  matters  arises  from  its  right  to  regu- 
late commerce,  and  that  this  question  of  grade  crossings  has  not  bur- 
dened interstate  coinmerce  and  has  not  hampered  interstate  commercej 
and  therefore  there  is  no  occasion  for  Congress  to  take  that  over.  But 
the  regulation  of  rates  in  a  certain  manner  has  hampered  and  dis- 
turbed interstate  commerce,  and  the  regulation  of  the  issuance  of 
securities  has  done  so  as  well  as  the  regulation  of  consolidations  and 
leasing. 

Mr.  Sims.  Now,  getting  back  to  the  question 
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_  Mr.  LovETT.  I  hope  I  do  not  appear  as  trying  to  evade  your  ques- 
tions. 

Mr.  Sims.  I  do  not  for  a  moment  think  so.    I  am  asking  for  infor- 
mation.   Under  present  regulation  and  under  regulation  proposed  by 
you  and  Mr.  Thom,  representing  the  railway  executives,  the  railroads 
in  the  future  for  increasing  their  facilities,  double-tracking,  quad- 
ruple or  quintuple  tracking,  if  necessary,  the  increased  terminals,  and 
for  such  new  construction  as  the  country  may  require,  must  depend 
upon  their  ability  to  borrow  money  through  bonds  or  otherwise,  and 
at  such  a  rate  of  interest  as  they  can  afford  to  put  in  this  additional 
construction,  or  upon  the  sale  of  additional  capital — stocks — at  such  a 
price  as  will  enable  them  to  do  it.    Therefore  the  possibility  of  in- 
creasing the  railway  service  of  this  country  equal  to  its  demands 
and  needs  depends  simply  upon  the  chance  of  what  the  market  will 
be  for  the  next  10  years — should  that  be  the  period  over  which  this 
improvement  would  go — depends  entirely  on  the  mere  accident  of 
the  market  as  to  whether  you  can  do  it  or  not.    Is  that  not  true  ? 
Mr.  LovETT.  I  would  not  say  as  to  the  accident  of  the  market. 
Mr.  Sims.  I  mean  market  conditions,  due  to  accident  or  otherwise? 
Mr.  LovETT.  It  is  going  to  depend  on  whether  the  investors  think 
that  the  money  they  put  in  is  going  to  bring  them  a  return. 

Mr.  Sims.  Not  simply  a  return,  but  a  better  return  than  some  other 
form  of  investment  offered  to  them  at  the  time? 

Mr.  LovETT.  Yes.  If  they  believe  the  condition  is  going  to  be  thai 
whatever  the  public  require  comes  ahead  of  them,  whether  reasonable 
or  not,  they  will  be  rather  slow  to  put  it  in.  t    i  •   i 

Mr.  Sims.  I  think  you  are  exactly  right  about  that.  But  I  thmk 
the  public's  interest  is  the  paramount  interest,  and  it  should  be  the 
obiect  of  Government  and  of  Congress  to  provide  such  facilities  and 
such  efficiency  of  service  as  the  public  needs  require,  regardless  of 
whether  it  pavs  or  does  not  pay,  because  there  is  no  compulsory  invest- 
ment in  theseVatters.    They  do  not  have  to  invest. 

Mr  LovETT  Yes;  and  the  public  is  no  more  successful  than  an' 
individual  in  getting  all  it  wants.  The  public  can  not  have  all  of 
the  money  necessary  for  the  improvement  of  the  railroad  facilities 
of  this  country  upon  the  public's  terms.  The  public  must  accord 
to  this  additional  capital  returns  in  order  to  get  it,  because,  as  you 
say,  the  investor  is  not  obliged  to  put  in  his  money,  and  therefore 
the  public  can  not  dictate  the  terms  on  which  it  will  get  the  money. 
Mr.  Sims.  And  the  public  does  not  have  to  have  railroads  privately 
owned  and  operated  ? 
Mr.  LovETT.  Not  at  all. 

Mr.  Sims.  So  there  are  two  independent  conditions  < 
Mr.  LovETT.  Exactly.  ,  ,         ,  ,r  • 

Mr  Sims  But  I  want  to  see  what  prospects  there  are  to  g-et  this 
money  in  the  old  way;  that  is,  by  sale  of  bonds,  by  borrowing  tempo- 
rarily, or  by  sale  of  stocks  for  the  next  10  years. 

Mr  LovETT.  Yes;  that  is  the  live  question.  p    ,       . 

Mr  Sims.  And  to  me  it  seems  to  be  an  exceedingly  unfortunate 
question.  Is  it  reasonable  to  suppose  that  railroad  securities  in  the 
Sre  will  sell  better  than  they  have  m  the  past  unless  there  is  an 
■  Weased  earning-I  mean  unless  there  is  an  increased  dividend  or 
Sngs  out  of  "vliich  they  pay  an  increased  dividend  when  they  have 
S  comfete  with  every  form  of  other  investment,  the  earnmgs  of  which 
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have  been  increased  by  reason  of  the  European  war  and  by  reason  of 
so,  many  other  kinds  of  activities,  industrial  and  otherwise,  offering 
a  higher  rate  of  interest  or  dividend. 

Mr.  LovETT.  I  indicated  in  my  statement  the  other  day  that  I 
believe  investment  rates  are  going  to  be  higher  for  several  years  than 
they  were  prior  to  the  European  war,  because  of  the  great  demand  for 
money. 

Mr.  Sims.  Now,  between  the  demand  of  the  people  for  lower  rates 
and  better  service  and  the  demand  of  the  private  investor  for  higher 
interest  is  the  real  conflict  ? 

Mr.  LovETT.  Yes. 

.  Mr.  Sims.  And  you  believe  that  that  conflict  can  be  better  met  by 
having  as  few  regulating  bodies  as  possible  and  unifying  all  the 
regulations  and  by  having  national  charters  for  all  railroads  by 
compulsion  of  law  ? 

Mr.  LovETT.  I  would  not  say  fewer  regulating  bodies,  I  do  not 
care  how  many 

Mr.  Sims.  I  mean  sovereignties. 

Mr.  LovETT.  But,  for  one,  I  am  satisfied  that  money  necessary  for 
railroad  development  can  be  gotten  more  readily  and  upon  better 
rates  by  having  unified  regulation  and  complete  regulation  than  by 
having  the  present  system. 

Mr.  Sims.  You  referred  to  a  very  interesting  matter  in  your 
leading  statement  with  reference  to  the  advanced  rates  in  the  official 
classification  of  territory.  I  remember  with  a  good  deal  of  interest 
that  contest  that  went  on  for  a  long  while,  because  I  undertook  to 
make  what  I  call  a  "  highbrow  "  speech  on  that  subject  the  14th  of 
January,  1914,  in  which  I  took  the  position  that  the  average  5  per  cent 
rate  increase  was  not  needed  by  the  good,  well-to-do  railroad  com- 
panies of  that  section,  like  the  Pennsylvania,  and  was  not  sufficient' , 
for  the  weaker  roads.  And  so  I  had  an  opportunity  to  investigate 
that  question.  Finally,  when  the  war  came  on,  the  commission,  on 
account  of  causes  presenting  themselves  that  had  not  before  pre- 
sented themselves,  granted  the  increase.  Now  the  railroad  companies  ;- 
claimed  that  increase  was  absolutely  necessary. 

Mr.  LovETT.  Did  not  your  examination  convince  you  that  it  was? 

Mr.  Sims.  You  mean  at  the  time  that  the  increase  was  made?  It 
did  not  convince  me  before  because,  as  I  say,  I  made  a  speech  in 
opposition  to  it.  But  that  was  a  "high-brow"  speech,  a  written 
speech.  That  is  what  I  call  a  "  high-brow  "  speech,  one  that  is  pre- 
pared with  care,  which  is  the  best  way  to  prepare  them. 

Now,  I  never  knew  until  to-day  that  the  great  State  of  Pennsyl- 
vania, the  railroads  of  which  State  were  perhaps  benefited  by  that 
increase  more  than  any  other  State  in  the  official  classification  terri- 
tory by  the  power  of  the  State  commission,  nullified  the  action  of 
the  Interstate  Commerce  Commission,  which  the  railroad  companies| 
said  was  absolutely  essential.  That  was  not  an  action  by  the  Gov- ', 
ernment;  the  Government  did  not  direct  it  to  be  done  or  make  an 
order  or  anything  of  that  sort,  but  authorized  it  after  three  hearings. 

Mr.  LovETT.  All  I  know  about  it  is  hearsay.  I  heard  at  the  time 
that  the  State  of  Pennsylvania  made  a  reduction  in  coal  rates  that 
applied  to  tidewater  in  Pennsylvania. 

Mr.  Sims.  In  Pennsylvania? 
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Mr.  Sims.  Which  was  one  of  the  largest  items;  in  other  words,  per- 
haps there  was  more  coal  tonnage  than  any  other  tonnage  on  the 
railroads  in  that  State? 

Tj:^'''  -'-'°'^^™-  ^^s;  I  suppose  so.  All  I  know  about  it  is  hearsay. 
If  they  reduced  rates  on  coal  in  Pennsylvania  to  tidewater  that  would 
force  a  reduction  on  rates  to  New  York,  and  that  would  be  very  far- 
reachmg.  I  think  you  had  better  get  some  man  from  Pennsylvania 
to  tell  you  the  exact  facts  about  that.  That  is  my  understanding  of 
what  transpired. 

Mr.  Sims.  But  anyway  the  point  is  that  a  State  did  negative  or 
nullify  the  action  of  the  Interstate  Commerce  Commission  in  its  ap- 
plication to  coal  ? 

Mr.  LovETT.  It  substantially  did ;  that  is  my  understanding. 

_Mr.  Sims.  Could  it  not  have  done  so  in  reference  to  every  item  con- 
tained in  that  permission  ? 

Mr.  LovEiT.  Yes ;  I  should  think  so,. 

Mr.  Sims.  And  the  State  judges  of  necessity  making  such  orders 
themselves. 

Mr.  LovETT.  The  State  judges  or  the  State  commissioners? 

Mr.  Sims.  It  is  the  same  thing.  The  commissioners  can  only  exe- 
cute the  law  through  the  power  of  the  State.  What  I  am  trying  to 
get  at  and  understand  is,  how  are  you  going  to  get  all  this  borrowed 
money  in  the  next  10  years  if  the  States  are  to  retain  the  powers  that 
now  exist  and  to  which  they  seem  to  be  entitled  under  the  Con- 
stitution 

Mr.  LovETT.  It  is  not  possible  at  all.  Judge  Sims,  if  they  shall 
retain  the  power  to  do  what  they  did  in  the  Pennsylvania  cases. 

Mr.  Sims.  There  is  no  question  about  the  validity  of  the  power 
that  they  did  exercise  there. 

Mr.  LovETT.  It  was  perhaps  valid  at  the  time.  I  do  not  know  as  to 
that.  But  it  would  not  be  valid  if  Congress  said  they  should  not 
exercise  it. 

Mr.  Sims.  By  passing  new  laws  ? 

Mr.  LovETT.  Yes ;  that  is  the  point. 

Mr.  Sims.  If  the  legislation  which  Judge  Thom  so  ably  mapped 
out  here,  and  which  you  have  gone  over,  can  not  be  procured  and  is 
not  procured,  and  regulation  as  has  heretofore  been  practiced  by  the 
States  continues,  does  that  mean  that  we  have  reached  a  period  of 
arrested  development  in  railroad  construction  and  operation' in  the 
United  States? 

Mr.  LovETT.  To  a  considerable  extent.  There  are  many  roads  that 
will  be  able  to  continue  development ;  there  are  many  roads  that  will 
not.  I  do  not  mean  to  say  at  all  that  absolutely  railroad  development 
is  going  to  stop.  As  I  indicated  in  the  very  outset  of  my  statement, 
even  under  existing  conditions  certainly  we  will  continue  to  develop 
on  the  Union  Pacific. 

'  Mr.  Sims.  But  you  did  state  there  would  be  no  new  independent 
construction  hereafter,  in  your  judgment? 

Mr.  LovETT.  No;  and  I  do  not  believe  there  Avill  be  whether  this 
legislation  comes  or  not.  Of  course,  there  will  be  local  roads  here 
and  there,  but  I  believe  the  railroad  facilities  of  this  country  in  the 
way  of  new  lines  will  have  to  be  provided  in  future  by  existing 
systems.  . 
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Mr.  EsoH.  In  other  words,  you  think  there  is  not  likely  to  be 
another  Henry  Rogers  to  build  the  Virginia  Eailroad  or  another 
Moffett  to  build  the  Cut-off? 

Mr.  LovETT.  No. 

Mr.  Adamson.  Gentlemen,  on  yesterday  this  committee  agreed  t& 
postpone  the  morning  meetings  until  half  past  10.  We  will  there- 
fore adjourn  now  until  10.30  o'clock  'to-morrow  morning. 

(Thereupon,  at  1,30  o'clock  p.  m.,  the  committee  adjourned  until 
Friday,  March  23,  1917,  at  10.30  o'clock  a.  m.) 
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FRIDAY,   MARCH  23,    1917. 

United  States  Senate, 
,  Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  joint  subcommittee  met  at  10.30  o'clock  a.  m.,  Hon.  William  C 
Adamson  (vice  chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Sims,  you 
may  proceed. 

Mr.  Sims.  I  thought,  Mr.  Lovett,  that  I  would  go  on  with  the 
national  charter  matter  the  first  thing,  but  I  found  that  there  were 
some  things  in  connection  with  the  powers  that  you  propose  shall 
remain  in  the  States  that  I  had  not  interrogated  you  about.  I  spent, 
I  think,  most  of  the  time  talking  about  the  possibility  of  inordinate 
expenses  being  placed  upon  a  railroad  by  a  single  State  requiring  all 
its  grade  crossings  to  be  abolished.  Now,  if  I  understood  you  cor- 
rectly, my  recollection  is  that  you  said  that  you  favored  leaving  the 
taxing  power  over  railroad  properties  to  the  States,  or  in  the  States, 
as  it  now  exists  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  you  made  no  exceptions  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Do  you  do  that  because  you  think  it  is  a  sound  economic 
policy  to  adopt,  or  are  you  suggesting  it  simply  in  order  to  get  it  out 
of  the  way  of  this  general  nationalization  of  railways,  a  matter  that 
you  think  might  prevent  the  States  from  more  readily  accepting  it? 

Mr.  LovETT.  I  do  it  from  my  general  judgment  of  the  situation  as 
to  what  is  best,  bearing  in  mind.  Judge  Sims,  the  general  proposition 
that  I  hope  will  always  be  understood — my  belief  that  all  these  mat- 
ters that  are  necessary  to  be  exercised  by  the  National  Government 
ought  to  be  exercised  by  the  National  Government  and  the  other 
things  that  are  not  neceasary  and  are  more  local  than  national  should 
be  left  to  the  States.  I  believe  that  in  the  matter  of  corporate  func- 
tions and  coporate  powers  they  should  all  be  the  same.  I  believe  that 
in  the  regulation  of  the  issuance  of  securities  the  power  should  be 
uniform.  I  believe  that  in  the  matter  of  consolidations  and  leases. 
and  sales  they  should  be  uniform,  and  that  rates  ought  to  be  regu- 
lated by  one  authority.  Those  things  are  of  national  concern.. 
Almost  everything  else  is  more  or  less  local. 
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Mr.  Sims.  Did  you  not  also  state  in  effect  in  some  portion  of  yoi 
examination  that  taxation  of  railroads  ought  to  be  uniform? 

Mr.  LovETT.  I  stated  this :  That  a  more  ideal  system  would  be  oi 
that  would  treat  each  railroad  as  a  unit — a  single  piece  of  property- 
and  would  provide  for  the  ascertainment  of  the  value  of  that  rai 
roads  as  a  whole,  and  then  certify  to  the  different  States  the  portion  o 
that  value  within  that  State  upon  a  track-mileage  basis.  I  think  tha 
would  be  an  ideal  system  which  would  result  in  the  taxation  of  ever 
railroad  to  its  full  value,  or  rather  in  the  ascertainment  of  the  fd 
value  of  each  railroad,  or  of  that  portion  of  the  railroad  in  eac' 
State,  and  still  leave  each  State  to  determine  how  it  would  taxii 
For  instance,  in  Kansas  and  Nebraska,  one  of  those  States — I  am  no 
sure  which — usually  provides  for  the  ascertainment  of  the  full  valu 
of  the  railroad,  and  then  taxes  it  one-fifth  or  some  similar  percentag 
of  its  value.  Senator  Bristow,  does  not  Kansas  have  some  such  pro 
vision  ? 

Mr.  Beistow.  No  ;  it  is  the  full  value  in  Kansas. 

Mr.  LovETT.  Then  I  think  it  is  Nebraska.  But  one  of  those  State 
up  to  a  few  years  ago  would  tax  the  road  on  one-fifth,  or  some  sue! 
percentage,  of  the  total  value,  which  was  the  percentage  of  valu 
which  other  property  in  the  State  was  taxed;  whereas  the  othe: 
State  would  tax  it  to  its  full  value.  Now,  if  we  want  to  get  at  thi 
value  of  the  property  to  be  taxed,  the  most  reliable  way  is  for  somi 
Government  tribunal  to  ascertain  the  full  value  and  to  allot  it  amon| 
the  States.  But  I  am  not  suggesting  that.  I  say  that  is  an  idea 
system.  I  do  not  believe  it  is  of  sufficient  necessity  to  the  nationa 
interest  to  require  that  to  be  done.  Therefore,  I  am  in  favor  o: 
leaving  to  the  States  this  question  as  all  other  questions  not  of  na 
tional  concern. 

Mr.  Sims.  Did  you  not  also  state  that  the  taxation  by  States  anc 
counties  and  cities — in  other  words.  State  taxing  powers — were  gradu' 
ally  growing  heavier  all  the  time? 

Mr.  LovETT.  Yes ;  and  especially  by  the  National  Government. 

Mr.  Sims.  I  mean  State  taxation,  county  taxation,  and  city  tax- 
ation. 

Mr.  LovETT.  Yes ;  I  think  all  taxes  are  growing  heavier. 

Mr.  Sims.  That  State  taxation  is  growing  heavier  all  the  time? 

Mr.  LovETT.  I  believe  that  is  true. 

Mr.  Sims.  Then  the  burden  of  all  the  railroads  is  being  increased 
by  State  taxation? 
'     Mr.  LovETT.  Yes. 

Mr.  Sims.  And  yet  you  would  consider  taxation  as  a  local  matter 
and  negligible  in  the  proposition  that  you  have  for  nationalizing  the 
railroads  by  and  through  national  charters? 

Mr.  LovETT.  I  would  not  say  negligible,  but  something  you  can  not 
remedy. 

Mr.  Sims.  But  so  unimportant  that  you  are  willing  to  leave  it  to 
these  very  taxing  bodies  of  which  you  now  complain  ? 

Mr.  LovETT.  I  do  not  wish  to  be  understood  as  saying  that  ttf 
ation  is  unimportant.  Rather,  in  my  main  statement,  I  emphasized 
its  importance. 

Mr.  Sims.  I  mean  in  its  effect  upon  the  revenues  or  the  earning 
capacity  or  the  ability  to  serve  the  public  by  the  railroads. 
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_  Mr.  LovETT.  I  do  not  wish  to  say  that  it  is  unimportant.  I  think' 
it  IS  very  important. 

Mr.  Adamson.  Judge  Sims,  I  wish  you  would  ask  the  witness  right 
there,  pleas9,  if  uniformity  of  the  system  of  taxation  would  not  be 
]ust  as  important  as  uniformity  in  all  other  respects. 

Mr.  Sims.  You  can  answer  it. 

Mr.  LovETT.  Relatively,  no.  I  have  never  heard  of  any  absolutely 
uniform  system  of  taxation  based  upon  ad  valorem. 

Mr.  Adamson.  You  have  never  heard  of  any  othet  system  or  situa- 
tion like  this,  where  railroads  have  grown  into  a  national  system, 
and  for  that  reason  demand  uniformity? 

Mr.  LovETT.  I  can  understand  the  reason  for  wanting  it.  That  is 
possible.  It  is  not  possible  to  obtain,  so  far  as  I  know,  any  absolutely 
uniform  system  of  taxation. 

Mr.  Sims.  Mr.  Lovett,  I  have  an  opinion.  It  may  not  be  worth 
anything,  but  it  will  have  some  effect  on  me.  I  can  not  get  away  from 
the  idea  that  whatever  may  affect  a  system  of  railroads,  as  a  whole, 
in  its  ability  to  serve  the  public,  is  a  matter  of  vital  concern,  and  of 
sufficient  concern  to  be  considered ;  and  if  it  is  important  to  get  away 
from  the  power  of  the  States  to  regulate,  by  forcible  nationalizing 
by  Federal  charters  of  all  railroads,  so  as  to  control  rates  within  the 
States  as  well  as  interstate,  I  can  not  see  why  we  should  not  include 
and  take  from  the  States  every  power  that  they  now  exercise  which 
may  be  burdensome  and  operate  without  uniformity  on  different 
portions  of  that  system  of  roads.  That  is  the  reason  why  I  am  talk- 
ing to  you  about  taxation.  Now,  in  a  general  way,  what  possible 
benefit  can  it  be  to  interstate  commerce  as  to  what  kind  of  jails  or 
schoolhouses  a  State  may  have  through  which  a  railroad  runs  ?  Why 
should  an  interstate  transportation  facility  be  burdened  with  the 
building  of  a  certain  kind  of  schoolhouse  in  Illinois,  one  costing  twice 
as  much  as  in  Indiana,  and  another  one-fourth  as  much  in  Ohio? 

Mr.  LovETT.  Judge,  that  is  getting  pretty  far  afield  for  me. 

Mr.  Sims.  These  public  schoolhouses  are  built  by  taxation,  raised 
by  the  States  and  the  localities,  and  if  these  railroads  can  be  taxed  at 
the  option  of  the  State,  in  any  amount,  it  can  make  that  railroad 
help  build  every  single  schoolhouse  and  jail  and  highway  and  bridge. 

Mr.  LovETT.  Well,  I  think  it  ought  to  help. 

Mr.  Sims.  You  think  it  ought  to  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  But  will  not  that  affect  its  ability  to  render  service,  as  a 

whole  ? 

Mr.  LovETT.  I  do  not  see  that  it  would.  I  believe  that  the  Union 
Pacific  is  as  much  interested  in  the  schoolhouses  and  the  courthouses 
and  the  buildings  and  the  development  of  the  communities  along  its 
lines  as   anybody   else,   and   perhaps  more  than   any   other   single 

interest.  .  .  ,   ,  t^  i 

Mr  Sims  I  am  speaking  about  interstate  commerce,  it  may  be 
interested  in  developing  business  along  its  lines;  and,  of  course,  so 
far  as  jails  are  concerned,  in  which  they  may  imprison  violators  of 
the  law  it  would  be  better  for  the  Union  Pacific  or  any  other  railroad 
to  have  the  jails  than  not  to  have  them,  with  the  violators  of  the 
law  running  at  large.  But  coming  down  strictly  to  the  ability  ol 
9*0590— PT  11—17 10 
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railroads  to  establish  and  maintain  credit,  that  depending  upon  the 
amount  of  burdens  that  may  be  laid  upon  them  by  Governments, 
National,  State,  city,  or  c&unity,  may  it  not  be  very  material  to  have 
such  unhindered,  unregulated,  uncontrolled  taxing  power  of  the 
States? 

Mr.  LovETT.  Judge  Sims,  let  me  say  again— — 

Mr.  Sims.  I  say  now,  is  not  that  a  possibility,  and  is  it  not  more 
than  likely  a  probability? 

Mr.  LovETT.,  I  must  answer  the  question  in  my  own  way. 

Mr.  Sims.  In  your  own  way ;  certainly. 

Mr.  LovETT.  Let  me  say  again  that  so  far  as  I  am  concerned,  so 
far  as  my  judgment  goes,  it  is  wholly  immaterial  to  me  whether 
Congress  exercises  this  power  or  leaves  it  to  the  States.  Either  is 
satisfactory  to  me  and  is  consistent  with  the  system  of  regulation 
that  I  am  advocating.  But  when  you  ask  my  opinion  as  to  which 
should  exercise  the  power,  I  say  the  States,  because  I  say,  first,  that 
the  probabilities  are  that  the  result  would  be  the  same  for  the  rail- 
road in  either  case.  In  neither  case  would  there  be  any  reduction  in 
our  taxes  because  of  the  method  under  which  they  are  assessed.  It 
is,  second,  a  local  matter  which  each  State  should  determine  for 
itself,  how  much  revenue  it  wants  to  raise.  It  can  not  very  weU 
put  more  on  the  railroads  than  it  puts  on  other  classes  of  property. 
It  ought  not  to.     Sometimes  they  do,  but  as  a  rule  they  do  not. 

Now,  that  being  true,  I  do  not  see  why  that  authority  should  be 
taken  away  from  the  State's.     It  is  not  a  matter  of  national  concern. 
I  am  not  advocating  national  incorporation  of  railroads  for  the 
purpose  of  escaping  any  burden  that  the  railroads  ought  to  bear,  but 
to  unify  the  system  of  regulation,  to  unify  the  control  in  those  mat- 
ters that  are  necessarj  for  the  development  of  railroad  transporta^J 
tion  and  that  are  strictly  national  in  concern.     I  do  not  believe,  I 
say  again,  that  this  matter  of  local  taxation  is  a  matter  of  nationals 
concern.    It  has  not  become  so,  so  far  as  I  have  been  able  to  observe, 
whereas  the  regulation  of  local  rates  in  a  manner  to  disturb  and  dis-  ;^ 
arrange  interstate  rates  is  a  matter  of  national  concern.  * 

I  should  like  very  much  to  make  an  answer  that  would  cover  the 
point  you  have  in  mind,  but  I  do  not  see  how  I  can  make  my  position 
any  clearer. 

Mr.  Sims.  "  The  power  to  tax  is  the  power  to  destroy "  is  a  very 
old  statement  by  somebody  in  authority. 

Mr.  LovETT.  But  it  does  not  necessarily  mean  that  the  power  to 
tax  is  going  to  be  exercised  as  a  power  to  destroy. 

Mr.  Sims.  Not  at  all ;  and  neither  does  it  mean  that  the  power-  of 
the  State  to  do  such  regulating  as  it  is  doing  is  going  to  destroy  the 
railroads  of  this  country  or  prevent  their  further  development,J| 
judged  by  the  development  that  has  already  occurred,  because  it  has  "^ 
all  occurred  under  just  such  regulation. 

Mr.  Adamson.  Judge  Sims,  do  you  not  understand  the  witness  to 
mean  that  he  does  not  care  to  transfer  to  Federal  control  anything 
except  those  things  that  are  necessary  to  an  efficient,  unified  system? 

Mr.  LovETT.  That  is  my  point.  _  '. 

Mr.  Sims.  I  suppose  that  is  his  position.  But  I  suppose  the  rail-v 
road  owners  and  investors  want  to  have  peace ;  that  they"  want  to  ^et  ; 
their  properties  as  far  from  conflicting  control  of  whatever  affects  its ' 
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value  and  its  earning  capacity  as  possible.  Now,  if  the  State  of  Illi- 
nois, for  instance — ^because  it  has  an  immense  number  of  railroads- 
should  have  a  tax  on  railroads  twice  as  high  as  Indiana,  which  it 
might  very  easily  have,  not  on  th«  number  of  miles,  but  the  dollar's 
worth — or  mileage,  either — it  might  levy  a  tax  of  a  dollar  a  hundred 
or  $2  a  hundred  in  value ;  and  Indiana  might  put  it  at  40  cents  per 
hundred.  The  great  mileage  and  the  great  value  of  the  railroads  in 
Illinois  would  be  so  large  in  the  amount  of  taxes  to  be  collected  by 
the  State  of  Illinois  and  its  counties  and  municipalities  as  to  take  so 
large  an  amount  of  the  earnings  of  a  railroad  that  might  run  through 
Indiana  or  some  other  State  as  to  become  in  effect  a  discrimination  in. 
favor  of  Illinois,  by  which  it  is  indirectly  getting  back  a  part  of  the 
freight  payments  of  its  citizens ;  and  how  such  a  possibility  can  be  in- 
consequential and  negligible  to  the  railroads  and  not  worthy  of  notice 
in  an  effort  to  nationalize  railroads  and  to  make  their  burdens  equal 
and  their  services  equal  to  all  its  patrons  I  can  not  see.  I  can  not 
escape  the  conclusion  that  it  is  important. 

Mr.  LovETT.  I  understand,  Judge  Sims,  that,  if  the  State  of  Illinois 
needs  ten  times  as  much  in  taxes  as  the  State  of  Indiana,  the  State 
of  Illinois  has  a  right  to  require  the  railroads  in  that  State  to  pay 
ten  times  as  much  taxes  as  the  State  of  Indiana,  provided  it  taxes 
all  property  without  discrimination  contrary  to  the  Federal  Con- 
stitution. 

Mr.  Sims.  For  the  same  purpose? 

Mr.  LovETT.  And  I  understand,  further,  that  the  Federal  Consti- 
tution, the  fifth  amendment — or  the. fourteenth  amendment,  rather, 
as  applied  to  the  States — protects  railroads  against  discriminating 
taxation  with  respect  to  their  property,  and  that  States  can  not  dis- 
criminate unjustly  against  railroads — ^not  discrimination  as  between 
States  but  discrimination  as  between  property  owners  in  the  State 
of  Illinois. 

Mr.  Sims.  That  is,  between  the  taxpayers  on  the  same  kind  of 
property  ? 

Mr.  LovETT.  Yes.  So  I  say  that  if  Illinois  needs  ten  times  as  much 
in  taxes  as  the  State  of  Indiana,  and  she  levies  it  upon  all  property, 
substantially  the  same,  she  can  compel  the  railroads  to  pay  ten  times 
as  much.  . 

Mr.  Sims.  And  that  that  will  not  affect  the  railroad  in  its  ability 
to  render  its  services  ? 

Mr.  LovETT.  Yes ;  it  may. 

Mr.  Sims.  That  is  what  I  am  asking  you.  Will  it  not  affect  it, 
and  therefore  is  it  not  to  be  considered  in  a  system  of  nationalization? 

Mr.  LovETT.  If  Congress  were  to  take  over  the  subject  of  taxation, 
it  is  inconceivable  to  me  that  the  American  Congress  would  pass  a 
law  that  would  prevent  a  State  from  taxing  railroad  property  in  the 
same  way  that  it  taxes  other  property  and  requiring  them  to  pay  their 
just  proportion  of  the  State's  taxes. 

Mr.  Sims.  Indiana  may  be  willing  to  have  wooden  schoolhouses 
and  Illinois  may  want  brick.  .  ,  .     •.    i 

Mr.  LovETT.  Illinois,  then,  is  within  her  rights  it  she  requires 

nnck  • 

Mr   Sims.  But  at  the  same  time  she  inflicts  a  tax  burden  on  the 

same  railroad  that  serves  the  two  States  out  of  all  proportion. 
Mr.  LovETT.  No  more  than  upon  other  classes  of  property. 
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Mr.  Sims.  I  Imow;  but  the  interstate  business  is  affected.  Now, 
what  I  am  trying  to  find  out  is,  What  is  the  logical  reason  for  per- 
mitting the  States  to  retain  some  powers  which  may  cripple  inter- 
state commerce  in  the  full  exercise  thereof,  and  then  take  from' it 
other  poAvers  which  they  are  now  exercising  in  a  way  that,  you  think, 
does  cripple  interstate  commerce  ? 

Mr.  LovETT.  Judge  Sims,  if  I  have  not  demonstrated  the  proposi- 
tion that  a  State  has  the  right  to  tax  railroads  consistently  with  the 
Federal  Constitution  for  the  purposes  of  the  State,  without  reference 
to  what  other  States  may  tax  the  same  railroads,  it  is  impossible  for 
me  to  throw  any  more  light  on  that  subject.  To  my  mind  that  is  a 
perfectly  obvious  proposition,  and  is  not  really  debatable. 

Mr.  Sims.  And,  even  with  national  incorporation,  if  I  catch  your 
meaning,  a  State  would  have  a  right  to  levy  all  taxes  upon  a  railroad 
without  the  power  of  Congress  to  control  it  that  they  would  have,  or 
now  have,  if  this  power  remains  there  ? 

Mr.  LovETT.  Congress  has  the  same  power  to-day  that  it  would 
have  under  national  incorporation  to  deal  with  taxation  of  instru- 
mentalities of  interstate  commerce.  I  assume  that  Congress  would 
not  relieve  the  railroads;  I  certainly  would  not  ask  them  to  relieve 
the  railroads.  I  believe  it  would  be  a  gross  outrage  to  relieve  the 
railroads  of  their  fair  burden  of  taxation  in  each  State_  in  which  they 
are  situated. 

Mr.  Sims.  Nobody  wants  that,  I  suppose;  nobody  questions  that. 
But  I  am  talking  about  the  effect  of  unequal  burdens  imposed  by  dif- 
ferent States  upon  the  same  system,  whereby  they  impair  the  ability 
of  that  system  to  render  an  equal  service  to  all  of  its  patrons  at  the 
lowest  possible  cost. 

Mr.  LovETT.  The  State  is  within  its  rights  to  do  it,  and  would  be 
within  its  rights,  whether  under  Federal  incorporation  or  State  incor- 
poration. And  our  proposal  here  does  not  involve  any  overturning 
of  the  Constitution  or  anything  that  is  impossible,  so  far  as  we  can 
see. 

Mr.  Sims.  Then,  so  far  as  State  taxation  is  concerned,  you  do  not 
think  Federal  incorporation  would  make  any  difference  at  all  in  the 
power  of  the  State  to  tax  the  property  of  the  railroad  ? 

Mr.  Lo'vETT.  My  confidence  in  the  justice  and  intelligence  of  CoH:  ' 
gress  is  such  that  I  can  not  conceive  that  it  would  relieve  the  rail- 
roads of  any  burden  of  taxation  they  now  are  subject  to  in  the 
States. 

Mr.  Sims.  You  can  not  conceive  of  it ;  perhaps  you  think  it  is  im' 
practical  ? 

Mr.  LovETT.  No ;  it  is  unjust. 

Mr.  Sims.  Congressmen,  being  elected  from  the  States,  would  not 
do  that? 

Mr.  LovETT.  It  is  unjust.  Judge  Sims,  as  I  said  a  moment  ago.,  I 
think  it  would  be  an  outrage  for  Congress  to  do  anything  of  that 
sort. 

Mr.  Sims.  Do  you  not  think  that  the  people  of  Texas  will  think  • 
it  is  unjust  and  an  outrage  for  Congress  to  destroy  a  system  of  laws . 
which  they  have  built  up  for  their  benefit  touching  railroads? 

Mr.  LovETT.  I  have  such  confidence  in  the  intelligence  of  the  peorg 
pie  of  Texas  that  they  will  see  that  Congress  is  within  its  rights.,'l1 
They  would  rather  keep  the  privilege  themselves,  but  they  a;re  exer-  " 
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cising,  in  my  judgment,  a  right  that  now  belongs  to  Congress;  and 
while  there  will  be  complaint,  particularly  by  the  commission,  of 
such  a  system,  because  of  the  big  advantage  that  it  ailords  Texas,  it 
is  an  advantage  to  which  Texas  is  not  entitled. 

Mr.  Sims.  You  believe  in  leaving  to  the  States,  as  I  understand  it, 
all  the  taxing  powers  that  they  now  exercise — of  course,  lawfully 
exercise  ? 

Mr.  LovETT.  Yes;  that  is  my  idea. 

Mr.  Sims.  I  understood  you  to  make  a  very  serious  complaint — 
that  you  bring  it  up  as  an  evidence  of  the  evils  of  conflicting  taxa- 
tion "and  conflicting  control — ^that  the  State  of  Illinois  placed  a 
tax,  amounting  to  $600,000,  on  the  registration,  I  believe  it  was,  of  a 
mortgage  securing  certain  bond  issues  proposed  by  the  New  York 
Central  Railroad.    Is  not  that  true? 

Mr.  LovETT.  Yes.  That  was  a  license  fee  that  was  charged  for 
doing  business. 

Mr.  Sims.  Well,  it  was  a  tax,  was  it  not? 

Mr.  LovETT.  I  suppose  it  might  be  called  a  tax. 

Mr.  Sims.  Of  course  taxes  are  often  collected  by  way  of  license? 

Mr.  LovETT.  I  suppose  they  are. 

Mr.  Sims.  You  propose  to  leave  that,  then,  just  as  it  is,  after 
making  complaint  of  it? 

Mr.  LovETT.  I  do  not. 

Mr.  Sims.  Then,  you  do  not  propose  to  leave  the  States  with  the 
full  powers  of  taxation  that  they  now  possess? 

Mr.  LovETT.  I  mean  the  powers  of  taxing  railroad  properties. 
This  is  a  taxation  of  a  corporate  function.  The  Supreme  Court  de- 
nies the  powers  of  the  States  to  impose  taxes  that  are  a  burden  upon 
interstate  commerce.  We  have  pending  now  in  the  Supreme  Court 
of  the  United  States  a  case  to  test  the  right  of  the  State  of  Missouri 
to  tax  us  for  a  bond  issue ;  that  I  mentioned  in  my  direct  statement. 

Mr.  Sims.  So  you  do  not  regard  the  license  fee  for  the  registry  of 
that  mortgage  as  taxation? 

Mr.  LovETT.  No,  sir.  I  should  say  it  is  a  fee  charged  by  the  State — 
it  may  be  a  certain  form  of  taxation — I  should  say  it  is  a  fee  charged 
by  the  State  for  doing  what  the  State  has  no  right  to  charge  for. 

Mr.  Sims.  You  mean  a  penalty,  do  you  not? 

Mr.  LovETT.  I  do  not  care  what  you  call  it,  really.  Judge  Sims. 

Mr.  Sims.  It  is  really,  in  effect,  a  penalty,  is  it  not  ? 

Mr.  LovETT.  I  think  it  is  penalizing  an  interstate  corporation. 

Mr.  Sims.  But  it  is  put  into  the  Public  Treasury  and  takes  the 
place  of  taxation,  and  reduces  taxation  in  the  State  of  Illinois  to 
that  extent  ? 

Mr.  LovETT.  I  have  not  heard  of  any  reduction  of  taxation. 

Mr.  Sims.  It  reduces  the  taxation  on  the  other  property  of  the 
State  of  Illinois  to  that  extent;  I  mean  it  reduces  the  requirement 
for  it.  That  mortgage  was  issued,  was  it  not,  to  secure  $100,000,000 
of  100-year  debenture  bonds? 

Mr.  LovETT.  I  am  not  sure  whether  this  fee  was  charged  in  con- 
nection with  the  mortgage  or  in  connection  with  the  consolidation 
of  the  Lake  Shore  and  of  the  New  York  Central. 

Mr.  Sims.  Any  way  the  New  York  Central  did  issue,  or  authorized 
the  issuance,  of' $100,000,000  of  6  per  cent  debenture  bonds  to  run 
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100  years,  and  convertible  at  the  option  of  the  holder,  after  a  certain 
period,  into  stoclc  of  the  company  ? 

Mr.  LovETT.  Yes;  not  secured  by  a  mortgage. 

Mr.  Sims.  I  say,  those  are  substantially  the  facts? 

Mr.  LovETT.  They  did  make  such  an  issue. 

Mr.  Siks.  Well,  they  were  bonds,  were  they  not? 

Mr.  LovETT.  Yes ;  but  not  mortgage  bonds. 

Mr.  Sims.  They  are  a  lien  on  the  property  of  the  railroad  so  far 
as  the  stockholders  are  concerned,  are  they  not  ? 

Mr.  LovETT.  They  are  not  a  lien  on  the  property  of  the  railroad,  f 

Mr.  Sims.  As  between  the  stockholder 

Mr.  LovETT.  They  are  not  a  lien  on  anything.  Judge. 

Mr.  Sims.  They  are  preferred  liability  ? 

Mr.  LovETT.  They  are  debentures;  in  other  words,  they  are  the 
promissory  notes  ofthe  railroad  company  unsecured  by  any  lien. 

Mr.  Sims.  The  debts  are  to  be  paid  before  the  profits  are  received;  ■ 
is  not  that  correct? 

Mr.  Lo^TiTT.  That  seems  to  be  an  elementary  legal  principle.  I 
did  not  suppose  you  would  ask  me  such  a  question. 

Mr.  Sims.  I  hope  people  are  going  to  read  this  who  need  a  little 
elementary  knowledge  on  the  subject.     Now,  that  bond  issue  was  to  - 
run  for  a  hundred  years,  at  6  per  cent? 

Mr.  Lo\t:tt.  No  ;  it  was  to  run  for  20  years. 

Mr.  Sims.  A  hundred  millions  for  a  hundred  years? 

Mr.  LovETT.  No,  sir. 

Mr.  Sims.  Only  twenty? 

Mr.  LovETT.  Twenty. 

Mr.  Sims.  I  have  not  looked  it  up,  but  I  saw  it  referred  to  in  the  , 
papers  as  a  hundred  years,  and  that  it  had  gone  through. 

Mr.  LovETT.  I  am  not  sure  whether  it  was  15  or  20 ;  but  not  over  20. 

Mr.  Sims.  Well,  it  illustrates  what  I  am  trying  to  get  at,  whether  | 
it  is  a  hundred  or  twenty.     Now,  then,  the  interest  on  those  bonds, 
so  far  as  the  stockholders  are  concerned,  is  a  fixed  charge  upon  the  I 
earnings  of  the  railroad? 

Mr.  LovETT.  Yes.     They  must  be  paid  before  dividends.  ; 

Mr.  Sims.  They  must  be  paid  before  dividends  ?  '4 

Mr.  LovETT.  Yes.  J 

Mr.  Sims.  Now,  is  it  your  theory  that  a  rate  should  be  allowedjii 
upon  the  property  of  that  company  that  would  pay  all  its  operating 
expenses,  maintenance  charges,  and  all  previous  charges,  and  this 
6  per  cent  on  whatever  amount  of  bonds  they  sell,  and  then  to  be 
added  a  reasonable  dividend  to  the  stockholders? 

Mr.  LovETT.  My  theory  is.  Judge,  that  the  rate  should  not  be  less 
than  sufficient  to  pay  a  fair  return  upon  the  value  of  the  property  , 
owned  by  the  company.     With  such  a  rate,  I  feel  quite  sure  they| 
would  pay  the  6  per  cent  interest  on  these  bonds  and  a  dividend  tol 
the  stockholders.  J 

Mr.  Sims.  That  the  earnings  should  be  upon  the  value  of  the  propfj 
erty  regardless  of  the  outstanding  debts,  or  stock  mortgages,  or 
anything  else? 

Mr.  LovETT.  No;  I  beg  your  pardon.  I  have  said,  I  think,  several 
times  here  that  I  am  stiuctly  opposed  to  the  idea  that  the  returnon 
railroad  property  is  to  be  limited  in  rate-making;  that  rates  anij 
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returns  are  a  commercial  proposition;  that  a  railroad  that  under  a 
good,  fair,  and  reasonable  rate  can  pay  such  a  dividend  is  entitled 
to  it,  and  a  road  that  can  not  is  not  entitled  to  it.  That  is  my  theory 
of  rate-making. 

I  do  not  understand  that  this  country  has  ever  committed  itself, 
or  that  the  Interstate  Commerce  Commission  has  ever  committed  itself, 
or  that  even  Congress  has  ever  by  any  act  sought  to  limit  the  return 
on  railroad  property  beyond  a  reasonable  rate — that  is  the  only  limi- 
tation that  has  been  proposed  or  that  has  been  established — and  that 
Congress  has  not  undertaken  to  say  what  is  a  reasonable  rate. 

Mr.  Sims.  I  understood  you  to  say,  just  prior  to  that,  that  they 
were  entitled  to  a  reasonable  rate  on  the  fair  value  of  their  property. 

Mr.  LovETT.  I  think  they  are  entitled  to  a  reasonable  rate,  and  that 
in  determining  a  reasonable  rate  they  must  take  into  account  the  fair 
value  of  the  property,  not  as  absolutely  controlling,  but  as  part  of 
the  evidence. 

Mr.  Sims.  Another  question  in  connection  with  that,  which  comes 
up  in  a  different  State,  and  with  which  you  may  not  be  familiar — I 
will  not  name  the  State — but  an  existing  railroad  had  leased  another 
railroad  company's  lines,  and  its  formed  a  part  of  the  general  system 
of  that  railroad.  It  had  paid  under  the  terms  of  that  lease  10  per 
cent  on  the  outstanding  stock  and  maintained  the  railroad  and  done 
everything  else  that  the  owners  were  liable  to  do.  That  lease  expired. 
Then  the  lessor  re-leased  the  property  from  the  owners  for  999  years 
and  agreed  to  pay  during  that  time  7  per  cent  on  all  the  stock  of  the 
company.  N"ow,  the  lessor  is  compelled  to  pay  that  7  per  cent,  as  I 
understand  it,  as  matter  of  law,  whether  that  particular  line  of  rail- 
road earns  it  or  not.    Is  not  that  true  ? 

Mr.  LovETT.  I  assume  so,  if  the  lease  so  provides. 

Mr.  Sims.  I  am  saying  that  they  guarantee  this  7  per  cent,  and 
therefore  they  have  got  to  pay  it  whether  they  make  it  or  not  ? 

Mr.  LovETT.  Yes ;  if  not  they  default  under  the  lease. 

Mr.  Sims.  And  that  is  putting  a  charge  of  7  per  cent  upon  the 
stock  value  of  that  road  for  nearly  a  thousand  years.  Now,  do  you 
think  it  is  a  matter  of  good  public  policy  to  allow  any  private  cor- 
poration, in  order  to  control  and  monopolize  certain  traffic  or  to 
create  a  system,  to  fix  a  burden  of  that  character — as  much  as  that — 
for  a  thousand  years,  without  the  power  of  the  Government  to  relieve 
the  people  who  pay  the  freight,  provided  a  lower  freight  rate  after- 
wards should  be  necessary  or  authorized  ? 

Mr.  LovETT.  I  do  not  understand  that  such  burden  has  been  im- 
posed or  could  possibly  be  imposed  upon  the  public. 

Mr.  Sims.  It  is  imposed  upon  the  leasing  road  ? 

Mr.  LovETT.  Yes.  ,  •    ^ 

Mr.  Sims.  ISTow,  if  the  leased  road  does  not  pay  this  7  per  cent 
■  the  leasing  road  must  pay  it  out  of  other  funds  ? 

Mr.  LovETT.  Yes.  ^     »     ,  •  ,    ,  •. 

Mr  Sims.  And  in  order  to  have  the  means  out  of  which  to  pay  it 
it  must  collect  a  remunerative  charge,  a  sufficiently  remunerative 
charge,  on  other  traffic  to  provide  the  means  to  pay  that  7  per  cent? 

Mr  LovETT.  No,  sir ;  I  do  not  agree  with  that.  If  it  can  not  get 
funds  at  a  reasonable  rate  to  pay  that  7  per  cent  it  will  default  and 
will  lose  its  lease.  The  public  does  not  guarantee  a  lease,  and  the 
Government  does  not  guarantee  it.     Nobody  guarantees  any  return 
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on  railroad  property.  All  that  the  public  guarantees  or  all  that  the 
Government  guarantees  is  a  reasonable  rate,  and  it  is  up  to  the  rail- 
road to  get  the  7  per  cent  out  of  it  and  pay  it  if  it  can. 

Mr.  Sims.  That  is  the  legal  situation,  1  understand — the  law.  • 

Mr.  LovETT.  And  the  practical  situation,  too. 

Mr.  Sims.  Yes ;  and  the  practical  situation ;  but  the  company  that' 
has  leased  this  piece  of  property,  its  stock  holders,  its  operating  offi- 
cers, are  under  a  strain  and  an  effort  to  so  manage  that  property  as 
that  this  will  be  paid. 

Mr.  LovETT.  Undoubtedly. 
.  Mr.  Sims.  Therefore  it  is,  to  that  extent,  against  the  public  in- 
terest that  is  being  served  ? 

Mr.  LovETT.  I  can  not  follow  that.  Judge  Sims.  The  officers  and 
directors  of  every  railroad  company  are  under  a  strain  to  make  it 
earn  money,  to  make  it  earn  its  interest,  to  make  it  earn  not  merely 
rental  on  the  leased  line,  but  to  earn  big  dividends ;  but  you  can  not 
earn  interest  and  big  dividends  by  working  against  the  interests  of 
the  public. 

Mr.  Sims.  That  is  one  of  the  incidents,  of  course,  of  private  own- 
ership— and  we  are  considering  private  ownership  and  regulation 
at  this  time — that  I  do  not  see  that  a  State  commission  or  a  national 
commission  could  change,  unless  they  had  the  right  to  abrogate  con- 
tracts. 

Mr.  LovETT.  I  understand  that  the  commission  need  not  pay  a 
particle  of  attention  to  the  lease  contract  and  the  7  per  cent  interest 
if  they  do  not  wish  to;  that  when  rates  are  challenged  as  too  high 
they  will  hear  the  circumstances,  and  will  consider — not  what  the 
value  of  the  lease  is,  but — what  is  a  fair  return  upon  the  value  of 
the  railroad  property,  and  while  they  are  not  controlled  by  that, 
they  will  take  it  into  account,  and  if  the  railroad  can  not  earn  enough 
to  pay  the  lease  rental  it  simply  defaults.  Railroads  are  not  pro- 
tected against  improvident  and  foolish  contracts.  They  make  them 
like  anybody  else,  and  they  have  to  pay  the  penalty  through  failure 
if  they  make  too  many. 

Mr.  Sims.  I  wanted  to  take  up  this  other  matter  which  I  suggested, 
as  to  the  question  of  national  incorporation  and  the  way  it  may  be' 
ailected  by  conditions  that  exist,  or  which  may  hereafter  exist.  I  ■ 
want,  first,  to  get  your  idea  exactly  as  to  what  power  should  be 
assumed  by  the  Government — I  mean  actively  assumed  through 
national  incorporation — that  is  not  now.  within  their  power,  or  is 
not  now  being  exercised  fully  by  the  national  authority. 

Mr.  LovETT.  I  have  sufficiently  stated  that. 

Mr.  Sims.  I  was  going  to  say  that  I  think  I  have  a  general  under- 
standing of  what  you  stated  about  that  and  I  will  not  ask  you  to  re- 
peat it. 

Mr.  LovETT.  I  should  be  glad  to  do  so  if  you  wish. 

Mr.  Sims.  No;  it  is  not  necessary  at  all,  as  to  what  I  am  going 
to  ask  you,  as  I  see  it.  Have  you  ever,  or  has  your  committee  ever 
formed  or  drafted  a  form  of  national  charter  for  railroads  which 
you  would  like  or  think  it  wise  to  be  authorized? 

Mr.  LovETT.  I  do  not  understand  that  the  advisory  committee  has. 
I  suppose  a  great  many  members  have  made  attempts  in  that  direc- 
tion.   I  know  that  I  did  at  one  time. 
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Mr.  Sims.  Do  you  not  think  it  would  be  of  benefit  to  tliis  com- 
mittee to  have  a  draft  of  a  national  charter  which  tlie  railroads 
think  it  wise,  or  which  3^ou  gentlemen  think  it  wise  Ave  should  per- 
mit them  to  have ;  not  only  permit  them,  but  compel  them  to  accept  ? 

Mr.  LovETT.  I  do  not  think  it  would  be  wise  for  a  railroad  man  to 
come  forward  with  such  a  measure,  because  we  all  "know.  Judge 
Sims,  there  are  many  people  in  this  country  who  would  at  once  at- 
tack any  bill  or  measure  that  a  railroad  officer  brought  forward, 
because  of"  the  source  from  which  it  emanated  without  regard  to  the 
merits  of  the  bill.  I  do  not  think  it  would  be  fair  to  those  who- 
advocate  national  incorporation  to  call  upon  them  to  come  forward 
with  a  bill  embodying  exactly  their  ideas  because  I  think  many 
people  would  be  prejudiced  against  it. 

Mr.  Sims.  Senator  Newlands  presented,  for  your  consideration,  a 
draft  of  a  bill  which  he  had  drawn  about  10  years  ago,  for  national 
incorporation,  which  you  did  not  approve,  as  a  whole. 

Mr.  LovETT.  Not  as  a  whole. 

Mr.  Sims.  I  say,  as  a  whole  you  did  not  approve  it  ? 

Mr.  LovETT.  No. 

Mr.  Sims.  You  shot  his  bill  to  pieces,  so  to  speak — his  plan. 

Mr.  LovETT.  I  am  sorry. 

Mr.  Sims.  I  do  not  mean  in  the  sense  of  a  high  explosive,  but  I 
think  the  Senator  admitted,  practically,  that  you  had  shot  it  to 
pieces.  Now,  why  is  it  not  to  the  public  interest  to  let  everybody  have 
a  right  to  shoot  any  public  measure  into  pieces,  if  they  can  do  so  ?  If 
there  is  ground  for  it,  why  not  let  us  know  what  it  is  ? 

Mr.  LovETT.  I  believe  it  is  very  important  that  every  proposition 
brought  forward  be  shot  at  by  anybody  who  really  has  any  aim- 
about  such  a  matter. 

Mr.  Sims.  And  do  you  not  think  that  you  can  come  nearer  to 
hitting  something  that  you  are  shooting  at  when  you  can  see  it  in 
concrete  form? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Seriously  I  believe  it  would  be  of  help  to  the  commit- 
tee— and  no  injury  to  your  cause — for  the  railroad  executives'  com- 
mittee or  the  committee  of  railroad  executives,  if  they  have  in  their 
minds  what  they  think  is  to  the  public  interest,  as  well  as  their  own— ■ 
and  they  are  part  of  the  public — to  come  forward  with  a  form  of 
national  charter  for  the  railroad  companies  of  the  country  to  adopt 
under  compulsion  that  they  think  will  meet  the  requirements  of  the 
situation.  I  think  this  proposition  is  so  new  that  you  should  present 
a  draft  of  the  bill  that  you  think  would  answer  the  purposes  which 
you  seek,  and  let  the  public  shoot  it  to  pieces  if  they  can. 

Mr.  LovETT.  I  believe  the  discussion  of  the  subject  and  the  outlines 
of  the  plans  we  are  advocating  has  been,  and  will  be,  such  that 
nobody  can  very  well  misunderstand  just  the  general  form  of  the 
measure ;  and  then  it  becomes  a  question  of  merely  draftsmanship. 

Mr.  Sims.  If  that  is  true,  it  will  not  hurt  the  proposition  if  it  be 

drafted?  „  ,      ■  ,       i  -n   i     <•     i 

Mr.  LovETT.  Yes;  but  when  you  come  forward  with  a  bill  dratted 
by  the  railroads,  I  think  you  will  agree  with  me  that  a  great  many 
people  will  attack  it  for  that  reason  alone.  I  do  not  think  it  would 
help  the  cause  we  advocate,  but  I  do  believe  it  would  distinctly 
hurt  it. 


806  INTERSTATE   AND  FOBEIGN   TRANSPOETATION.  . 

Mr.  Sims.  If  the  attacks  were  weak  and  not  reasonable  or  logical^  > 
they  would  fall  of  their  own  weight.  In  other  words,  you  could  come ' 
back  at  the  attacks',  which,  no  doubt,  you  would  do. 

Now,  Mr.  Lovett,  if  Congress  undertakes  to  legislate  on  this  sub- 
ject by  requiring  all  the  railroads  doing  business  in  the  United  States 
to  take  out  a  national  charter,  has  not  Congress  full  power  to  place 
every  condition  in  that  charter  that  it  sees  fit  ? 

Mr.  LovETT.  I  would  not  say  it  has  the  right  to  destroy  property 
rights. 

Mr.  Sims.  I  mean,  above  confiscation,  so  far  as  regulations,  require- 
ments, and  so  forth,  are  concerned? 

Mr.  Lovett.  I  do  not  think  Congress  has  any  power  to  destroy 
property  rights. 

Mr.  Sims.  I  said,  "above  confiscation,"  and  "  confiscation "  means 
"  destruction,"  as  I -understand  it. 

Mr.  LovETT.  It  has  the  power  to  incorporate  in  that  act  any  regU7 
lation  that  it  deems  proper  and  necessary  that  does  not  take  away 
property  rights. 

Mr.  Sims.  I  suppose,  of  course,  that  you  expect  the  general  charter 
law  to  be  applied  to  all  railroads  exactly  alike  ? 

Mr.  Lovett.  Yes. 

Mr.  Sims.  That  there  would  be  no  charter  granted  to  one  railroad ' 
different  from  another? 

Mr.  LovETT.  I  hope  not.  ; 

Senator  Cummins.  May  I  ask  a  question  just  there? 

Mr.  Sims.  Yes.  ' 

Senator  Cttmmins.  It  seems  to  me  that  your  answer  is  rather 
broad.  Could  Congress  put  anything  into  an  act  of  that  sort  that 
would  constitute  regulation  of  commerce  within  one  of  the  States?   ;.. 

Mr.  LovETT.  I  think  not.    Of  course  I  mean  it  might  put  in  some-: 
thing  based  on  the  authority  to  establish  post  roads  or  for  the 
national  defense  or  something  of  that  sort.    I  do  not  think  the  power 
of  Congress  to  create  corporations  is  limited  to 

Mr.  Adamson.  Could  it  put  anything  in  there  in  conflict  with: 
the  Constitution  any  more  than  it  could  in  any  other  matter?  ', 

Mr.  LovETT.  No. 

Mr.  Sims.  Could  it  not  put'  in  a  system  of  regulation,  so  far  as  any  ■' 
system  of  regulation  could  be  incorporated  in  a  charter  ?  Could  it. 
not  incorporate  such  a  system  of  regulation  in  the  charter? 

Mr.  LovETT.  Within  the  limits  of  the  Constitution. 

Mr.  Sims.  Of  course  I  am  always  assuming  that  Congress  will 
not  pass  knowingly  an  unconstitutional  law,  and  that  neither  the 
railroads  nor  the  people  will  seek  or  ask  for  anything  of  that  sort. 

Mr.  LovETT.  Congress  has  the  right  to  regulate  commerce,  to  es- 
tablish post  roads,  to  provide  for  the  national  defense,  and  to  make 
war.  Now,  within  those  limits,  and  within  the  limit  of  such  powT, 
ers  as  may  be  necessary  for  it  to  exercise  in  order  to  make  those; 
express  powers  effective,  and  within  the  limits  6f  constitutional 
restraint,  it  has  the  right  to  pass  such  a  bill  as  it  wants. 

Mr.  Sims.  Would  you  think  it  advisable  to  provide  in  this  na- 
tional charter  that  nothing  in  this  charter  shall  be  construed  as 
abridging  or  affecting  the  rights  of  the  several  States  through 
which  any  railroad  may  build  its  lines,  from  levying  and  collecting: 
such  lawful  taxes  as  State  or  other  taxing  bodies  may  determine; 
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to  make  such  police  regulations  and  public  health  regulations  as 
the  States  now  do  or  seek  to  do  ?  Would  you  be  willing  to  have  that 
made  a  provision  of  the  charters^-rthat  the  charters  should  say  that 
it  was  not  to  abridge  the  States'  rights  in  any  of  those  respects? 

Mr.  LovETT.  I  would  not  say,  '"  as  they  now  do."  I  think  the  act 
ought  to  contain  a  provision  that  nothing  in  the  act  should  impair 
the  rights  of  the  States  with  respect  to  the  taxation  of  railroad 
property  and  the  exercise  of  such  police  powers  as  are  not  incon- 
sistent Avith  the  terms  of  the  act.  I  take  it  that  the  act  would 
expressly  give  the  right  to  the  Interstate  Commerce  Commission 
or  other  commission  to  exclusively  regulate  securities,  exclusively 
regulate  ratefe,  and  to  exclusively  regulate  the  consolidation  and 
combination  of  railroad  companies.  Those  are  the  main  things. 
Now,  consistent  with  those  general  purposes,  of  course,  the  act 
ought  to  provide  that  the  States  shall  retain  their  powers. 

Mr.  Suns.  In  view  of  the  recent  decision  of  the  Supreme  Court, 
could  not  that  charter  provide — I  mean  the  law  authorizing  the 
charter  to  be  issued — that  no  laborer  doing  service  for  any  of  these 
incorporated  companies  shall  be  required  to  work  over  eight  hours 
in  any  one  calendar  day? 

Mr.  LovETT.  I  think  so. 

Mr.  Sims.  To  regulate  the  labor  question  so  far  as  that  is  con- 
cerned with  respect  to  the  hours  of  service  absolutely  through  the 
charter  ? 

Mr.  LovETT.  I  will  not  make  any  argument  against  the  Supreme 
Court. 

Mr.  Sims'.  And  would  it  not  have  "the  power  to  go  further  and 
to  say  that  this  charter  shall  not  abridge  the  rights  of  the  employees 
of  railroad  companies  to  coluntarily  quit  the  service  of  those  com- 
panies either  individually  or  by  concerted  action  at  any  time? 

Mr.  LovETT.  Certainly  it  could  go  further  and  say  that. 

Mr.  Sims.  It  could  do  all  that? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  I  thought  so,  but  I  wanted  to  find  out  from  an  au- 
thority that  I  do  not  question  and  that  nobody  else  will  question. 

Mr.  LovETT.  Thank  you.  .     ■ 

Mr.  Sims.  Now,  let  us  come  down  to  a  practical  question.  I  believe 
that  you  were  the  attorney  for  Mr.  Harriman  for  a  long  time,  and  we 
have  the  apthority  of  Mr.  Eoosevelt  that  Mr.  Harriman  was  a  practi- 
cal man  and  took  a  practical  view  of  all  these  things. 

Mr.  LovETT.  That  is  the  good  "  authority  "  to  which  you  referred, 

I  presume.  . 

Mr    Sims.  You  have  "had  a  good  opportunity  to  become  a  good 

practical  man ;  nobody  questions  that.    Now,  any  legislation  that  is 

impracticable  is  impossible.  ,    ^,    -r,  ix 

'  Mr.  Adamson.  Is  Judge  Sims  trymg  to  bolster  up  both  Koosevelt 

and  Harriman  by  this  witness? 

Mr.  Sims.  I  think  perhaps  I  could. 

Mr  LovETT.  You  can  in  their  respective  fields. 

Mr.  Sims.  Their  fields  may  have  been  larger  than  yours? 

Mr.  LovETT.  As  a  hunter  and  as  a  railroad  man. 

Mr.  Sims.  No;  I  am  talking  now  of  great,  broad,  public-service 
question,  especially  along  the  line  of  railroads. 

Mr.  LovETT.  I  believe  that  was  a  subject  familiar  to  one  of  them. 
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Mr.  Sims.  When  we  go  to  the  people  to  be  elected  or  reelected  to 
Congress,  and  we  say,  "  We  propose  in  the  national  interest -" 

Mr.  Adamson.  You  noticed  that  Judge  Sims  prefaced  his  last 
question  by  saying,  "  Coming  down  to  practical  things,"  and  he  is 
talking  about  getting  reelected. 

Mr.  Sims.  That  is  a  very  practical  question,  too,  for  every  Mem- ' 
ber  of  Congress  and  Senator,  too,  and  political  party. 

Mr.  Adamson.  Yes. 

Mr.  Sims.  And  we  say  to  them  that  we  think  it  is  in  the  national . 
interest  that  all  the  authority  now  exercised  by  the  States  should  be 
vested  in  the  National  Government;  in  other  words,  be  just  what 
you  think  it  ought  to  be.  Now,  when  we  begin  to  tell  them  the  rea- 
sons for  that — that  we  do  not  want  the  States  to  have  the  power 
that  Texas  has  exercised,  to  require  every  railroad  that  operates 
within  its  boundaries  to  take  out  a  State  charter ;  that  you  want  to 
take  away  from  Texas  the  power  to  do  what  they  think  is  best  for 
Texas,  even  though  it  is  a  broad,  patriotic  view,  and  defensible  for 
national  reasons,  how  many  Members  do  you  think  would  be  elected.: 
from  Texas  on  your  platform? 

Mr.  LovETT.  I  think.  Judge,  that  if  you  were  a  candidate  in  Dallas 
or  Houston  on  that  proposition,  you  would  be  beaten,  but  if  you  were 
a  candidate  in  Shreveport,  you  would  be  overwhelmingly  elected. 

Mr.  Sims.  That  is  in  Louisiana. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Now,  I  wanted  to  say,  and  I  started  to  say  this:  That 
what  is  impracticable  is  impossible  in  legislation.     If  this  charted 
can  not  be  procured  at  this  time — and  I  do  not  believe  it  can- 
admitting,  for  argument's  sake,  that  it  will  accomplish  all  that  you.' 
expect  it  to  accomplish — and  you  only  wish  to  accomplish  that  which : 
is  best  for  the  country  as  a  whole — I  am  not  myself  opposing  this 
thing,  nor  proposing  it,  but  I  'am  trying  to  find  out  all  the  facts  per- 
taining to  it — if  this  legislation  which  has  been  proposed  by  the 
committee  of  executives  can  not  be  procured,  or  some  other  le^sv- 
lation  that  will  have  the  same  effect  upon  railroad  interests  and' 
railroad  credits  which  you  suppose  this  will  have,  what  is  to  be  the' 
result  to  this  country  and  its  commerce  and  general  well-being? 

Mr.  LovETT.  If  this  is  a  political  question,  Judge  Sims,  of  course, 
I  am  not  an  authority.  But  I  believe  very  strongly,  that  if  the  peo- 
ple understood  this  question,  that  if  instead  of  going  about  and  say- 
ing "  This  is  what  the  railroads  want ;  this  is  a  railroad  schemej" 
candidates  and  leaders  would  say  that  "As  a  result  of  our  study  of 
this  subject  we  are  convinced  that  some  such  system  of  regulatioa 
is  for  the  general  welfare  of  the  country,"  and  would  explain  it 
to  the  people,  it  would  be  perfectly  practicable  to  make  it  effective. 

Mr.  Sims.  You  think  the  people  would  sustain  it? 

Mr.  LovETT.  I  do.  I  believe  if  they  turned  it  down  it  would  be 
because  they  did  not  sufficiently  understand  it,  except  in  those  few 
localities  that  profit  by  the  present  arrangement. 

Mr.  Sims.  Of  course,  you  are  not  answering  my  question,  Mr. 
Lovett. 

' ,  Mr.  Lovett.  I  thought  I  was. 

'  Mr.  Sims.  No.  I  asked  you  if  nothing  of  this  kind  could  be  done, 
or  something  else  which  would  accomplish  the  same  purpose,  what 
would  be  the  result  upon  the  general  welfare  of  this  country  ? 
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Mr.  LoTOTT.  I  have  studied  this  subject  a  great  deal,  and  this  is 
the  best  method  that  I  am  able  to  suggest  of  accomplishing  the 
■object.  Now,  the  same  purpose  or  the  next  best  step  in  the  same  direc- 
tion, if  there  be  a  prejudice  against  Federal  incorporation,  would  be 
to  attempt  it  through  complete  control  of  the  existing  State  corpora- 
,tipns.  It  would  be  less  effective— not  half  so  good— but  it  would  be 
better  than  the  present  system. 
'  Mr.  Sims.  Do  you  mean  by  unification  of  some  kind  ? 

Mr.  LovETT.  I  mean  by  Congress  undertaking  to  regulate  all  rates, 
both  State  and  interstate,  and  all  the  securities  of  the  corporations, 
and  the  question  of  the  combination  and  leasing  of  those  engaged  in 
interstate  commerce. 

Mr.  Sims.  That  is  a  part  of  the  legislation  you  are  asking  for  in 
your  general  program? 

Mr.  Lo.vETT.  Yes;  but  that  is  by  existing  corporations  rather  than 
by  Federal  corporations. 

Mr.  Sims.  I  will  ask  you  again :  If  none  of  these  things  which  you 
suggest  are  done,  or  something  else  that  will  have  the  same  effect, 
what  will  be  the  effect  upon  this  country  and  its  general  welfare? 
_  Mr.  LovETT.  And  the  present  system,  or  lack  of  system,  of  regula- 
tion continue? 

Mr.  Sims.  Yes;  and  nothing  done  along  the  lines  you  suggest? 

Mr.  LovETT.  Why,  I  think,  Judge  Sims,  there  will  be  rather  a 
■stagnation  in  railroad  development,  and  the  people  will  not  have  the 
.character  of  railroad  transportation  that  the  business  interests  of 
the  country  require.  That  condition  will  continue  until,  sooner  or 
later,  something  like  this  will  be  done. 

Mr.  Adamson.  If  you  will  permit  me  to  ask  him  right  there  ? 

Mr-  Sims.  Yes. 

Mr.  Adamson.  I  understood  from  your  former  statements  that  you 
dp  agree  that  a  great  deal  might  be  done  to  improve  the  present 
imperfect  system? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  You  do  not  denounce  the  present  system  as  an  utter 
failure,  but  you  say  it  is  incomplete  and  imperfect  ? 
'  Mr.  LovETT.  Yes;  and  the  evils  of  it  are  not  fully  developed,  be- 
cause, as  I  pointed  out  in  my  direct  statement,  there  was  none  of 
■this  conflicting  State  regulation  in  many  sections  as,  for  instance,  in 
the  trunk  line  territory  10  years  ago,  and  the  full  effect  of  it  has  not 
been  developed. 

Mr.  Adamson.  So  far  as  the  regulation  of  securities  is  concerned, 
Judge  Sims  will  remember,  in  connection  with  his  repeated  refer- 
ence to  the  Texas  situation,  that  a  Texas  Member  has  introduced  and 
pushed  legislation  to  regulate  stocks  and  bonds  under  the  present 
system. 

Mr.  LovETT.  But  I  think  it  is  true  that  the  Texas  Member  is  not 
in  favor  of  making  his  bill  supersede  regulation  of  the  same  matter 
by  the  Texas  commission. 

Mr.  Adamson.  I  think  he  is  willing  to  admit  that  whenever  it  is 
put  in  force  it  will  supersede  it,  under  the  decisions  of  the  Supreme 

Court.  .  .  .  ,    , . , 

Mr.  Sims.  I  introduced  a  bill  to  regulate  securities,  which  did  not 
provide  that  the  State  authority  should  be  consulted,  because  I  had 
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in  mind  that  it  would  help  the  credit  of  the  railroads  to  have  a 
national  authority  pass  upon,  if  not  the  wisdom,  at  least  the  regu^ 
larity  and  validity  of  the  issues,  so  far  as  those  stocks  and  bonds 
were  concerned,  when  marketing  them  in  foreign  coimtries.        ; 

Mr.  LovETT.  It  will  help.  Judge  Sims,  and  it  will  be  a  distinct' 
step  forward  to  provide  for  exclusive  regulation  by  the  Interstate 
Commerce  Commission  of  the  issuance  of  securities.  It  will  not  soke 
the  entire  problem,  but  it  will  be  an  immense  improvement  on  the 
present  situation. 

Mr.  Sims.  I  understand  that  the  State  commissions  are  not  making 
any  objection  to  legislation  looking  to  that  end. 

Mr.  LovETT.  I  understood  Chairman  Thelen,  of  the  California  ;. 
Commission,  in  his  statement  here  to  intimate  that  they  were  not 
opposed  to  it. 

Mr.  Sims.  I  thought  there  had  been  resolutions  passed  along  that 
line.    Mr.  Bristow,  perhaps,  could  tell  us,  if  he  is  present. 

Mr.  LovETT.  I  fancy  you  will  find  some  State  coinmissions  will  be 
insisting  upon  cumulative  regulation — ^not  only  their  approval,  but 
to  give  still  another  cause  of  delay,  by  adding  the  Interstate  Com-,; 
merce  Commission  without  making  it  exclusive.     I  doubt  if  the 
State  commissioners  are  unanimously  in  favor  of  Congress  exercising  "i 
this '  _  1 

Mr.  Sims.  What  I  meant  more  particularly  was  that  there  was  no 
organized  opposition  to  it.  Now,  I  will  ask  you  about  a  matter 
touching  upon  the  earnings  of  these  railroads  under  present  condi- 
tions. The  fiscal  year  beginning  with  the  first  day  of  July,  lM4j 
and  ending,  I  believe,  the  30th  day  of  June,  1915,  takmg  it  as  a  whole,  ; 
as  the  war  came  on  the  30th  day  of  July,  was  not  what  you  would,  i 
call  a  hard  year  upon  railway  earnings  or  profits  in  this  country? 

Mr.  LovETT.  The  fiscal  year  ending  June  30,  1915  ? 

Mr.  Sims.  Yes.  Eleven  months  of  it  were  covered  by  the  European 
war.  _    • 

Mr.  LovETT.  It  was  a  very  hard  year  for  the  western  roads,  but  it 
was  not,  I  think,  such  a  bad  year  for  the  eastern  roads,  because  the 
improvement  in  business  throughout  the  manufacturing  districts 
commenced  early  in  1915.  I  know  it  commenced  East  before  it 
reached  the  West. 

Mr.  Sims.  Let  me  ask  you  further  whether  or  not  the  fiscal  year ' 
beginning  July  1,  1915,  and  ending  June  30,  1916,  was  an  average 
year  or  an  extra  good  year? 

Mr.  LovETT.  It  was  extra  good  as  to  gross  and  also  as  to  net  earn- 
ings, I  should  say — an  unusually  good  year. 

Mr.  Sims.  Now,  if  under  those  conditions  the  railroads  made  a 
good,  satisfactory — and  when  I  say  satisfactory  I  mean  not  in  the 
sense  of  satisfaction  to  private  owners  as  to  getting  all  they  can,  but  ^ 
satisfaction  in  the  ordinary  sense.    Now,  for  the  year  ending  Jiuie  1 
15,  1915,  the  Union  Pacific  earned  net  11  per  cent?  .  '• 

Mr.  LovETT.  June  30,  1915?  J, 

Mr.  Sims.  Yes ;  ending  that  year. 

Mr.  LovETT.  Practically  11  per  cent. 

Mr.  Sims.  I  will  say  practically. 

Senator  Cummins.  On  what? 

Mr.  Sims.  Net  earnings. 

Mr.  LovETT.  On  its  stock. 
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Mr.  Sims.  The  next  year,  then,  it  earned  15.65  per  cent — about 
that.  That  is  a  western  road,  and  the  Southern  Pacific  also  is  a 
western  road.  During  the  hard  year,  I  will  call  it  the  hard  year  by 
way  of  distinction,  it  earned  7.2  per  cent  ? 

Mr.  LoArETT.  You  are  talking  about  the  j'ear  ending  June  30,  1915, 
are  you  ? 

Mr.  Sims.  Yes ;  we  will  call  that  the  hard  year,  and  the  next  year 
we  will  call  the  good  or  the  average  year.  And  the  next  year  it 
earned  net  11  per  cent.  That  is  a  western  road;  and  the  Atchison^ 
T  suppose,  you  would  term  a  western  road,  would  you  not  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  The  hard  year  its  net  earnings  were  9.2  per  cent ;  the 
next  year  12.3  per  cent.  The  St.  Paul,  which,  I  suppose,  is  also  a 
western  road,  only  earned  3.28  per  cent  in  the  hard  year  and  7.3S 
per  cent  in  the  next  or  the  average  year. 

Mr.  LevETT.  What  are  you  calling  the  average  year  ? 

Mr.  Sims.  The  one  beginning  July  1,  1915,  and  closing  with  June 
30,  1916,  the  fiscal  year. 

Mr.  LovETT.  I  say  I  think  that  was  a  good  year  for  the  eastern 
roads  and  good  for  the  western  roads. 

Mr.  Sims.  But  I  am  stating  what  the  western  roads  did  during 
ihai  j'ear  that  was  not  distinctly  good  for  them.  The  Northern 
Pacific,  which  is  a  western  road,  in  the  hard  year  earned  7.58  per 
cent  net,  and  the  next  year,  which  was  not  particularly  good,  you 
say,  for  western  roads,  it  earned  10.48  per  cent.  The  Chicago,  St. 
Paul,  Minneapolis  &  Omaha  road,  which  is  a  western  road,  as  I 
understand  it,  in  the  hard  year  earned  7.72  per  cent  net,  and  the 
next  year  11.97  per  cent.  The  Northwestern,  which  I  understand 
to  be  a  western  road,  earned  in  the  hard  year  7.5  per  cent,  and  in 
the  next  year  11.4  per  cent.     The  Soo  Line — is  that  a  western  road? 

Mr.  LovETT.  I  should  say  yes,  that  was  West,  or  Middle  West. 

Mr.  Sims.  In  the  hard  year  it  earned  7.87  per  cent;  in  the  next 
year  it  earned  16.3  net. 

Mr.  LovETT.  That  is  a  Canadian  road. 

Mr.  Sims.  It  is  a  western  road  in  the  sense  of  commerce,  I  suppose, 
as  far  as  this  country  is  concerned.  The  Wisconsin  Central  in  the 
hard  year  had  a  deficit;  in  the  next  year  it  earned  9.18  per  cent  net. 
.      Mr.  EscH.  That  is  part  of  the  Soo  system  now. 

Mr.  Sims.  I  am  just  taking  what  is  published  here  in  Mr.  Thelen's 
article,  taken  from  the  Financial  Age  of  October,  1916.  That  is  my 
authority.  In  the  South  the  Alabama  &  Great  Southern  earned  9.4 
per  cent  in  the  hard  year  and  13.6  per  cent  net  in  the  next  year. 
The  Illinois  Central,  both  South  and  North,  earned  6.27  per  cent  in 
the  hard  year  and  10.8  per  cent  in  the  good  year.  The  Louisville  & 
Nashville,  a  southern  road,  earned  6.8  per  cent  in  the  hard  year,  and 
19.4  per  cent  in  the  good  year.  I  hate  to  read  this  next  one,  1  am 
afraid  I  do  not  understand  it.  The  Southern  in  the  hard  year  earned 
0.03  per  cent,  and  5  per  cent  in  the  good  year. 

Mr.  Adamson.  That  is  an  eleemosynary  institution. 

Mr.  Sims.  The  Lehigh  Valley  is  an  eastern  road,  is  it  not? 

Mr.  LovETT.  Yes.  ,  -  ,  ,     n 

Mr.  Sims.  It  was  among  the  group  of  roads  you  think  had  unusual 
earnings  during  the  fiscal  year,  during  the  year  ending  June  30,  1916. 

Mr.  LovETT.  I  think  so. 
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Mr.  Sims.  The  Lehigh  Valley  earned  10.4  per  cent  during  the  hard 
year  and  12.65  per  cent  during  the  next  year.  The  Pennsylvania 
^Railroad  earned  19.36  per  cent  during  the  hard  year  and  21.8  per 
cent  during  the  good  year,  net  earnings.  The  Baltimore  &  Ohio 
earned  8.5  per  cent  during  the  hard  year  and  11  per  cent  net  during . 
the  good  year. 

Mr.  LovETT.  I  suspect  you  ha^•e  only  part  of  the  Pennsylvania  sys- 
tem in  those  figures. 

Mr.  Sims.  I  beg  pardon,  I  have  made  a  mistake ;  that  should  be  the 
Jersey  Central  instead  of  the  Pennsylvania.  It  is  the  Jersey  Central 
which  earned  19.36  per  cent  in  the  hard  year  and  21.8  per  cent  in 
the  good  year.,  The  Pennsylvania  earned  8.05  per  cent  in  the  hard 
year  and  11  per  cent  in  the  good  year.  The  Baltimore  &  Ohio  earned 
5.5  per  cent  in  the  hard  year  and  7.3  in  the  good  year.  The  Reading 
in  the  hard  year  earned  10.6  per  cent  and  11.5  per  cent  the  next  year. 
The  Chesapeake  &  Ohio  earned  1.25  per  cent  in  the  hard  year  and 
11  per  cent  in  the  good  year.  The  Norfolk  &  Western  earned  8.8  per 
cent  in  the  bad  year  and  16.7  per  cent  in  the  good  year.  The  New 
York  Central  for  the  fiscal  year  ending  December  31,  1915,  earned 
S  per  cent  in  the  hard  j'ear  and  18  per  cent  in  the  good  year. 

Mr.  LovETT.  I  would  not  call  December  31,  1915,  a  hard  year 
for  the  Pennsylvania  or  the  New  York  Central,  because  there  was 
quite  a  business  boom. 

Senator  Townsend.  I  understand  all  this  is  in  the  record  now. 

Mr.  Sims.  I  re£^d  it  for  the  purpose  of  going  in  the  record,  as  I 
did  not  want  to  cut  Senator  Newlands's  magazine.    But  to  add  those 
years  together,  would  it  not  show  good,  reasonable,  remunerative  ■ 
net  earnings  for  those  railroads  during  the  two  years  combined?  ',  : 

Mr.  LovETT.  For  those  two  years? 

Mr.  Sims.  For  those  two  years ;  yes. 

Mr.  LovETT.  I  can  not  answer  for  any  except  the  Union  Pacific 
I  am  not  familiar  with  the  details  of  the  others.  You  show  there 
that  for  the  fiscal  year  ending  June  30,  1915,  the  Union  Pacific 
•earned  11  per  cent. 

Mr.  Sims.  And  15.65  per  cent  in  the  next  year. 

Mr.  LovETT.  Only  about  7  per  cent  of  that  was  from  the  railroad.  ,j 
The  rest  was  from  security  investments.     Something  over  7.15  per  . 
■cent  was  what  we  earned  upon  the  railroad.     The  next  year,  1916, 
we  earned  15.65  per  cent.     That  was  after  the  start  of  the  big  busi- 
ness I  described  yesterday.     For  the  year  ending  December  31,  1916,,, 
we  earned   about   17  per  cent,   including  investments.     Of  course 
those  earnings  were  perfectly  abnormal.     Our  gross  earnings  were 
$10,000,000  more  than  it  ever  had  been  in  the  history  of  the  com-' 
pany  through  these  extraordinary  conditions. 

Now,  take  the  earnings  of  other  companies  you  have  described;  I 
do  not  know  how  much  of  it  may  have  been  from  investments.  And 
bear  in  mind  that  proper  railroad  management  under  the  system 
of  accounting  by  the  Interstate  Commerce  Commission  requires 
a  substantial  part  of  what  appears  surplus  to  go  back  into  the  prop-  , 
erty,  to  meet  expenditures  that  will  never  add  anything  to  the  rev- 
enue or  reduce  expenses — items  that  in  my  judgment  really  ought 
to  be  charged  against  current  income.  In  the  case  of  the  Union." 
Pacific  or  any  of  the  roads  you  mentioned,  and  out  of  their  normal 
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earnings  a  good  portion  of  the  "net"  you  have  described  must 
go  back  into  the  property  for  purposes  that  will  never  benefit  the 
company,  but  which  are  necessary  to  the  proper  maintenance  of 
the  property.  I  should  like  to  add  that  apparently  you  read  only 
those  roads  that  earned  dividends. 

Mr.  Sims.  These  are  those  that  are  published  in  this  Financial 
Age,  and  I  did  not  look  any  further  for  the  rest  of  them. 

Mr.  LovETT.  About  35  per  cent  of  the  capital  stock  of  the  rail- 
roads of  the  United  States,  year  in  and  year  out,  pays  no  dividends. 

Mr.  Sims.  This  does  not  refer  to  dividends;  it  is  net  earnings. 
I  want  to  ask  you  as  to  these  railroads  I  have  here  mentioned,  unless 
it  should  be  one  or  two,  if  the  net  earnings  do  not  indicate  a  condi- 
tion, taking  a  hard  and  a  good  year  together,  that  would  give  them 
good  credit  anywhere  that  condition  was  known  ? 

Mr.  LovETT.  It  is  not  a  hard  or  a  good  year.  The  last  year,  the 
fiscal  year  ending  June  30,  1916,  was  an  extraordinarily  good  year. 
The  year  ending  June  30,  1915,  for  the  eastern  roads,  or  rather  the 
last  half  of  it  was  a  good  year — the  first  half  was  a  hard  year.  The 
years  you  have  taken  are  not  at  all  illustrative  of  the  normal  con- 
ditions in  the  past. 

Mr.  Sims.  Well,  one  is  extremely  low,  you  admit  that? 

Mr.  LovETT.  No ;  not  extremely  low. 

Mr.  Sims.  That  is  the  very  reason  the  Interstate  Commerce  Com- 
mission was  urged  to  give  the  5  per  cent  rate  increase  on  account  of 
.  war  conditions  having  destroyed  the  service  of  railroads,  the  vol- 
ume of  their  business. 

Mr.  LovETT.  The  eastern  railroads  had  applied  for  an  increase 
and  had  been  denied  prior  to  the  breaking  out  of  the  European  war. 
Immediately  after  the  breaking  out  of  tTie  European  war  they  ap- 
plied, and  because  of  the  bad  business  conditions  and  their  financial 
necessities  an  increase  of  rates  was  granted. 

Mr.  Sims.  The  reason  was  the  war  had  so  reduced  their  earn- 
ings ? 

Mr.  LovETT.  That  was  in  the  early  days  of  the  war  before  the 
busijiess  residting  from  the  war  in  the  eastern  district  started.  That 
did  not  commence  until  the  last  half  of  the  fiscal  year  ending  June 
30,  1915,  as  I  understand,  so  there  were  some  months  of  very  poor 
business  and  soine  months  of  very  good  business  during  that  year. 

Mr.  Adamson.  I  did  not  hear  you  read  from  Mr.  Thelen's  figures 
the  Central  of  Georgia  road,  and  I  do  not  understand  why  he  dis- 
criminates against  a  road  that  runs  through  the  best  country  and 
serves  the  best  people. 

Mr.  Sims.  I  am  reading  from  the  Financial  Age  of  October  21, 1916. 

Mr.  Adamson.  That  is  discrimination  that  the  whole  railroad  legis- 
lation is  opposed  to,  you  know. 

Mr.  Sims.  Now.  in  1908,  according  to  the  report  of  the  Interstate 
Commerce  Commission,  which  I  believe  reports  railroads  where  the 
gross  earnings  are  a  million 

Mr.  LovETT.  They  have  a  class,  I  believe,  of  roads  with  gross  earn- 
ings of  $1,000,000  or  more  and  a  second  class  with  earnings  of  a 
million  to  one  hundred  thousand. 

Mr.  Sims.  In  mileage  reported  for  1908,  227,257.02  miles.  The 
•operating  revenue  for  that  year,  eight  years  ago,  and  that  w?is  after 
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the  panic,  for  the  panic  came  in  1906  and  1907,  the  operating  revenues 
for  that  year  were  $2,440,638,832.  The  railway  operating  expenses 
for  that  year  were  $1,710,403,451.  There  was  a  net  revenue  from 
railway  operations  of  $730,235,781.  Now,  that  is  the  lowest  year 
reported  in  either  gross  or  net.  I  am  not  going  to  read  all  this  out 
now  for  your  benefit.  These  mileages  are  substantially  the  same  all 
the  way  through,  so  I  take  it  it  is  not  necessary  to  repeat  the  mileage 
every  time.  The  next  year,  1909,  the  net  operating  revenue  was 
$823,171,097.  That  shows  an  increased  earning  and  a  slight  increase 
in  mileage,  because  it  was  232,000  in  1909,  as  against  227,000  in  1908. 
The  next  year,  1910,  there  was  a  net  revenue  of  $930,262,457,  with  an 
increase  of  only  about  2,000  in  the  mileage.  The  next  year,  1911,  was 
not  so  good  as  that  one,  being  $876,522,857.  -The  next  year,  1912.  it 
was  $871,358,340;  the  next  year,  1913,  it  was  $957,195,208;  the  next 
year,  1914,  it  was  $845,216,254 ;  in  1915  it  was  $867,510,246 ;  and  in 
1916  it  was  $1,176,804,001. 

Now,  leaving  out  1916  as  being  somewhat  exceptional,  and  really 
1914  and  1915  ought  to  be  left  out,  too,  but  it  actually  showed  a 
greater  net  earning  than  it  did  before. 

Mr.  LovETT.  What  year  is  that,  1914? 

Mr.  Sims.  I  mean  1915  was  $867,000,000  in  round  numbers,  and 
the  year  before,  1914,  that  was  for  1913  and  1914,  it  was  $845,216,654 . 
net.     Now,  this  shows  a.  continually  rising  or  increase  in  the  net 
earnings,  decidedlj^  more  than  the  increase  in  mileage,  while  the  oper- . 
ating  expenses  have  increased  also,  but  the  net  earnings  of  these>; 
railroads  have  increased  in  such  a  way  that  I  do  not  see  how  it  can 
possibly  impair  their  credit  for  any  money  that  they  borrow  or  ought 
to  borrow. 

Mr.  LovETT.  Does  your  statement  show.  Judge  Sims,  how  much j 
the  expenditures  for  betterments  and  additions  were;  that  is,  how 
much  new  capital  was  expended  during  that  time?  / 

Mr.  Sims.  Not  at  all.  I  do  not  think  that  cuts  any  figure  in  net 
earnings  unless  you  are  going  to  use  it  for  that  purpose.  It  does  not 
keep  it  from  being  net  earnings ;  it  is  a  profit.  , « 

Mr.   LovETT.  But  net   earnings,   as  stated  there,  is  the  amount| 
remaining  without  anything  on  the  capital.  % 

Mr.  Sims.  Net  revenue  from  railway  operations.  3 

Mr.  LovETT.  Exactly ;  that  excludes  interest,  dividends,  and  every- ; 
thing  else.  ': 

Mr.  Sims.  Excludes  it? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  You  mean  the  interest  is  not  paid ;  that  the  interest  then  !' 
must  come  out  of  these  net  earnings  ? 

Mr.  LovETT.  Of  course  I  mean  that. 
:  Mr.  Sims.  Then  it  still  shoAvs  their  net  operating  revenues  are 
increasing? 

Mr.  LovETT.  Yes.  _  ' 

Mr.  Sims.  Whatever  is  done  with  this  revenue  it  shows  that  rail- 
way operation  per  se  is  profitable  ? 

Mr.  LovETT.  Yes.    I  say  yes  to  that,  although  I  do  not 

Mr.  Sims.  These  figures  indicate  it.  You  will  be  held  responsible 
for  being  accurate,  and  I  will  not,  and  ought  not  to  be,  because  I  do 
not  know  as  much  about  it  as  you  do.  But  what  this  table  here  shows 
is  that  the  railroads  are  not  being  impoverished. 
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Mr.  LovETT.  I  have  not  seen  your  table,  Judge  Sims,  but  I  take  it 
to  be  a  statement  from  the  Interstate  Commerce  Commission  of  the 
'net  operating  revenue  for  the  years  you  mentioned  'i 

Mr.  Sims.  Gross  and  net  both. 
,  (The  table  referred  to  is  here  printed  in  full,  as  follows:) 

Statement  coiiipilcd  from  Hdllilicdl  rcportif  of  the  Interstate  Commerce  Coin- 
in  linioii. 


Year  ended  June  :iO — 

Average 
single  track 
mileage 
repre- 
sented.! 

Railway 
operating 
revenues. 

Railway 
operating 
expenses. 

Net  revenue 
from  railway 
operations. 

1916  2 

Miles. 
229, 229. 09 
256,213.61 
246,621.5.5 

53,396,808,234 
2,966,193,202 
3,111,396,422 

82,220,004,233 
2,088,682,966 
2,266,179,768 
2,235,922,626 
2,035,067,529 
1,976,331,864 
1,881,879,118 
1,6.50,034,204 
1,710,403,451 
1,748,516,814 
l,5.'i6,877,271 

$1,176,804,001 
867,610,246 
846,216,654 
957,195,208 
871,358,340 
876,622,857 
930,262,4,57 
823,171,097 
730,235,381 
840,689,764 
788, 887, 888 

191S3 

1914  *.-. 

1913  < 

1912  3 

246,828.74  j     2,906,416,869 

243.433.01  i     2,862,854,721 
236,986.51  !     2,812,141,575 
232,981.11  1     2,473,205,301 

227.257.02  1     3,440,638,832 
227,454.83  1     2,689,105,678 
222,340.30        2_32S_76.'i_167 

1911  3 

1910  3 

1909'             .   . 

1908  ' 

1907 

1906 

1  These  figures  represent  the  mileage  for  which  revenues  and  expenses  are  shown  in  1)his  table  and  include 
some  duplications  of  mileage  operated  jointly  under  trackage  rights;  also  some  mileage  not  in  the  United 
States. 

■i  From  monthly  reports  of  revenues  and  expenses  of  companies  having  aimual  oueratin',"  revenues  above 
$1,000,000. 

3  Does  not  mclude  returns  for  switching  and  terminal  companies. 

*  Does  not  include  returns  for  companies  having  annual  operating  revenues  below  .5100,000,  and  switching 
and  terminal  companies. 

Mr.  LovEiT.  It  means,  in  the  sense  used  there  in  respect  to  net,  the 
amount  of  money  remaining  after  maintenance  and  operation  and 
taxes,  I  presume.  I  do  not  know  whether  it  includes  taxes  or  not. 
And  that  amount  is  to  be  applied  to  the  payment  of  interest  and  to  the 
payment  of  dividends,  and  it  takes  no  account  of  the  amount  expended 
on  the  road.  Now,  I  have  not  the  figaires,  but  I  fancy  you  will  find, 
if  you  get  full  figures  on  the  subject,  that  during  the  years  you  have 
mentioned  new  money  was  put  into  these  properties  faster  than  the 
net  earnings  increased,  and  of  course  the  interest  on  this  capital  has 
to  be  paid  out  of  the  net  earnings. 

Mr.  Adamson.  I  understand  what  you  expend  on  betterments  is  a 
part  of  your  earned  expenditures  and  comes  out  before  the  net  earn- 
ings can  be  known. 

Mr.  LovETT.  No ;  net  earnings,  under  the  system  of  accounting  the 
vinterstate  Commerce  Commission  prescribes,  shows  the  amount  that 
remains  after  paying  operating  expenses  and  maintenance,  not  in- 
terest or  dividends  or  improvements. 

Mr.  Adamson.  Of  course,  you  can  not  operate  without  maintaining 

the  road. 

Mr.  LovETT.  No.  To  illustrate :  If  we  put  an  ice  box  m  the  end  oi 
a  dining  car,  if  we  add  a  refrigerator,  if  we  buy  a  new  set  of  china 
for  the  dining  car,  if  we  put  an  electric  light  instead  of  an  oil  light, 
these  are  not  treated  either  as  expenses  or  as  maintenance  but  as  new 
capital,  and  we  have  to  pay  for  it  out  of  the  net  earnings  or  from 
borrowed  capital.  In  other  words,  by  this  accounting  the  property, 
so  far  as  any  betterment  or  improvement  or  upbuilding  is  concerned, 
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is  skinned  down  to  the  last  dollar  in  order  to  show  net  earnings,  and 
everything  in  the  way  of  improvement  has  to  be  paid  out  of  that 
amount,  as  well  as  interest. 

Mr.  Adamson.  If  I  ask  you  to  deduct  from  your  entire  gross  earn- 
ings all  that  you  expend  regularly  in  operating,  the  net  earnings  are 
the  sum  remaining  which  you  are  at  liberty  to  dispose  of  in  paying- 
interest,  making  betterments,  or  to  divide  amongst  your  stockholders; ' 

Mr.  LovETT.  Yes ;  but  with  the  burden  or  obligation  we  can  not 
escape  of  making  certain  improvements  to  the  property  that  really 
are  to  keep  it  in  operating  condition. 

You  asked  about  the  track  expenses.     For  instance,  suppose  we  lay- 
down  new  rails  and  replace  an  80-pound  rail  with  a  90-pound  rail',' 
the  difference  between  the  value  of  the  80-pound  rail  and  the  90- 
pound  rail  is  new  capital  and  is  to  come  out  of  this.     If  we  put 
down  a 

Mr.  Hamilton.  Why  should  not  the  whole  cost  of  the  90-pouncl; 
rail  go  in  as  new  capital,  inasmuch  as  you  are  making  new  track  ? 

Mr.  LovETT.  Of  course,  there  are  different  theories  about  that. 
Prior  to  1907  railroads  had  the  option  either  to  charge  this  excess  to 
capital  or  to  operating  expenses,  and  different  practices  were  fol- 
lowed. We  adopted  the  practice  of  charging  the  entire  amount  to 
operating  expenses.  Some  of  the  roads,  Avhose  ci'edit  was  a  matter  of 
more  concern  to  them  and  who  wanted  to  show  larger  net  earnings, 
availed  themselves  of  the  option  to  charge  operating  expenses  only 
with  the  weight  to  the  extent  of  the  rail  they  took  up  and  took  care 
of  the  other  out  of  their  apparent  net  earnings. 

Mr.  Sims.  Judge  Lovett,  we  are  getting  away  from  the  proposition  * 
I  am  trying  to  develop,  and  that  is  this,  that  railway  operation  within  ' 
itself  was  successful  to  these  roads  in  those  years,  and  those  years  i 
covered  all  roads.     That  is.  that  net  earnings  are  increasing  while  the  i 
railway  operating  revenues  are  increasing  and  the  railway  operating 
expenses  are  increasing.     But  the  freight-payer,  the  patron  of  the 
road,  is  interested  more  in  the  gross  than  in  the  net.     The  railways 
that  made  these  net  earnings  might  think  it  was  to  their  private 
interest  to  invest  the   whole   of  it  in  improvements,  because  the 
property  would  be  worth  just  that  much  more  after  it  was  done  thaii 
before  and  therefore  they  have  not  lost  anything.     They  made  de-  ' 
cide  to  invest  only  part  of  it  and  pay  dividends  of  4,  o,  or  6  per 
cent,  and  then  let  the  balance  of  it  go  into  the  property,  but  the  stock- 
holder has  lost  nothing  when  he  has  the  right  to  withdraw  the  whole 
amount  of  this  if  he  wants  to  and  he  thinks  it  is  to  his  interest  to 
put  it  in  the  road  instead  of  encumbering  the  road  with  a  bond  lia- 
bility and  interest;  that  is  simply  a  matter  for  him  to  determine, 
and  I  can  not  see  that  the  public  has  anything  to  do  with  his  private 
funds,  providing  he  does  not  trench  upon  the  ability  of  the  railroad  : 
to  do  the  service.     But  I  am  trying  to  show  that  the  railroads  as  a  " 
commercial   proposition,   as   an   operating  plant,   as  a   whole,  are 
increasing  both  their  gross  and  net  earnings  all  the  time,  and  out  of 
all  proportion  to  the  increase  in  mileage. 

Mr.  LovETT.  Do  you  want  me  to  answer  the  entire  question,  Judge 
Sims,  or  only  the  latter  part  of  it?  There  are  various  assertions  and 
assumptions  in  the  question  to  which  I  can  not  assent. 

Mr.  Sims.  You  may  make  just  such  answer  as  vou  wish. 
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Mr.  LovETT.  So  that  I  am  understood  as  not  assenting  to  it,  I  will 
undertake  to  answer  not  all  of  it,  but  only  that  part  of  it  you  wish 
me  to  answer.     Just  what  is  your  question? 

Air.  Sims.  My  question  is"  this,  that  this  exhibit  of  mileage,  of 
gross  earnings,  of  operating  expenses,  and  of  net  operating  earnings, 
for  the  }'ears  I  have  given  j'ou,  does  it  not  demonstrate  that  the  rail- 
roads as  a  whple,  those  included  here,  are  doing  a  prosperous  busi- 
ness? In  other  words,  that  they  are  not  failing  concerns  and  that 
there  is  nothing  in  this  exhibit  which  would  impair  their  credit? 

Mr.  LovETT.  I  would  answer  that  statement,  Judge,  distinctly  no. 
Some  railroads  are  prosperous,  as  I  asserted  in  my  main  statement, 
and  can  live  under  tlie  conditions  and  pay  reasonable  dividends. 
But  if  you  take  the  period  from  1907  to  and  including  1915,  I  would 
say  that  while  in  some  of  those  years  the  railroads  were  prosperous, 
generally  they  were  on  a  declining  basis — that  is  to  say,  the  new 
capital  they  invested  to  increase  and  improve  their  facilities  was 
very  much  greater,  or  in  a  greater  ratio,  than  the  increase  in  their  so- 
called  applicable  dividends  on  their  capital.  As  you  increase  your 
fixed  charges,  and  as  you  borrow  more  money  to  put  into  the  property, 
imless  your  net  earnings  increase  in  the  same  proportion,  you  will 
soon  get  to  the  point  where  there  will  not  be 

Mr.  SiMS.  Any  net  earnings  at  all. 

Mr.  LovETT.  Speaking  of  the  railroads  generally  in  the  United 
States,  the  new  money  put  into  the  roads  increased  much  faster  tlian 
the  net  earnings. 

Mr.  Sims.  I  want  to  asli  you,  Mr.  Lovett 

Mr.  LovETT.  I  suggest  that  you  take  the  property  investment  ac- 
count of  the  railroad  companies  during  the  years  you  mentioned, 
which  shows  the  amount  of  new  capital  which  was  put  in,  and  com- 
pare the  incr-eases  in  capital  with  the  increases  in  net  earnings.  For 
example,  in  my  main  statement  I  showed  that  during  one  of  the  years 
included  in  those  you  mentioned  the  additions  to  the  capital  by  the 
railroads  of  the  United  States  in  a  single  year  was  one  billion  two 
hundred  and  some-odd  millions.  You  will  not  find  that  rate  of 
increase  in  the  net  earnings  for  any  one  year.  So  the  railroads  were 
in  a  position,  generally,  of  pouring  new  money  into  the  railroads 
and  thereby  increasing  their  interest  charges  or  dividend  requirements. 
That  has  gone  on  at  a  much  more  rapid  rate  than  the  increase  in  net 
earnings,  which  means  they  were  on  a  declining  basis. 

Mr.  Sims.  You  refer  frequently  to  dividend  I'equirements. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  You  do  not  mean  there  is  any  legal  dividend  requirement 
or  compulsory  dividend  requirement  ?  .  . 

Mr.  Lovett.  No;  I  mean  there  is  a  practical  business  requirement. 
Take  the  Union  Pacific.  It  is  established  on  a  sound  dividend  basis. 
It  commands  a  certain  price  because  of  the  dividends  it  pays.  It  is 
held  as  an  investment  by  many  thousands  of  people. 

Mr.  Sims.  You  mean  the  stocks  ? 

Mr.  LovETT.  Yes.  People  buy  the  stock  expecting  a  return,  and 
I  naturally  feel  to  these  stockholders  a  moral  obligation'  and  that 
the  moral  obligation  is  as  great  as  the  legal  obligation  to  the  bond- 
holders. If  they  put  their  money  in  on  their  faith  of  what  they 
can  reasonably  expect  us  to  do,  and  what  we  ought  to  do,  there  is  a 
moral  obligation  on  us  to  meet  that  expectation. 
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Mr.  Sims.  Is  there  any  moral  obligation  or  legal  obligation  or 
anything  else  that  ought  to  be  binding  on  the  public  that  persons  wlio 
are  entitled  to  dividends  out  of  a  public  utility  should  be  entitled  to 
be  paid  semiannually  or  quarterly  and  in  money  ? 

Mr.  LovETT.  I  do  not  care  whether  it  is  a  public  utility  or  what  it 
is.  I  consider  that  the  man  who  has  put  his  money  into  railroads 
is  entitled  to  as  much  consideration  as  the  man  who  puts  it  into  a 
saloon  or  a  corner  lot  or  anything  else.  Jle  has  put  his  money  in  in 
the  exercise  of  a  right  and  at  the  earnest  solicitation  of  the  Govern- 
ment. The  Government  is  solicitous  about  this  matter.  That  is  why 
this  committee  is  sitting  here,  trying  to  provide  the  country  with 
railroad  facilities.  I  submit  that  a  person  who  comes  forward  and 
puts  his  money  into  this  great  public  purpose  is  as  much  entitled  to 
a  return  as  anyone  else.  I  do  not  say  that  becau.se  he  invests  his 
money  for  a  public  use  he  is  not  subject  to  as  great  legal  restrictions 
and  regulation  as  anybody;  but  he,  morally,  is  entitled  to  as  much 
consideration  as  anyone. 

Mr.  Sims.  I  am  afraid  you  did  not  quite  catch  the  question.  Is 
there  any  moral  or  legal  obligation  to  pay  his  dividends  in  money? 

IMr.  LovETT.  Yes ;  I  consider  there  is  a  very  strong  moral  obligation  } 
to  pay  the  dividends  to  the  stockholders  of  the  Union  Pacific. 

Mr.  Sims.  Annually  or  quarterly. 

Mr.  LovETT.  Yes. 

Mr.  Si5rs.  Is  there  not  a  greater  moral  obligation  for  you  to  earn 
them  ? 

M]-.  LovETT.  Yes. 

Mr.  Sims.  And  suppose  the  Union  Pacific  has  earned,  net.  i?")  per  ^ 
cent,  for  instance,  in  one  year. 

Mr.  LovETT.  Yes.  J 

'Sir.  Sims.  And  the  directors,  with  the  consent  of  the  Stockholders.;! 
think  it  is  to  their  interest  to  invest  that  whole  25  per  cent  in  the 
improvement  of  that  property,  and,  when  improved,  that  it  is  worth'  'i 
the  amount  of  the  dividend  more  than  it  was  before.    Have  they  not  i 
in  morals  and  in  fact  received  their  dividends? 

Ml'.  LovETT.  No ;  there  are  a  great  man}'  people  who  live  on  what  'I 
they  get  out  of  the  dividends  on  the  Union  Pacific.  We  increased  our 
dividends  one-half  of  1  per  cent  at  the  beginning  of  this  year.  I  have 
a  letter  from  a  woman  thanking  me  for  the  inci'ease.  and  she  said,^ 
she  owned  one  share.  She  is  a  working  woman.  A  great  many 
people  look  to  this  dividend  for  their  income,  and  I  believe  that  if 'the 
Union  Pacific  earned  2.5  per  cent,  and  if  it  ought  to  spend  that  amount 
of  money  on  some  improvement,  then  it  ought  to  pay  the  regular 
dividend  find  borrow  the  money  needed.  I  think  we  should  not  force 
a  loan  from  the  stockholders  when  Ave  can  borrow  it  from  those  having 
it  to  lend. 

Mr.  Si^MS.  As  a  matter  of  policy,  and  all  that,  I  understand  your 
reasoning;  but  I  asked  you  when  they  devote  all  their  earnings, 
which  they  could  devote  to  dividends,  to  a  further  improvement  of 
the  property,  which  they  thought,  in  their  judgment,  was  to  the  best 
interests  of  the  owners — the  stockholders — if  they  have  not,  in  fact, . 
received  their  dividends,  not  in  money,  but  in  property,  in  an  added 
value  to  their  stock? 
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Mr.  liOVETT.  I  have  just  said  that  a  great  deal  we  might  legally 
pay  out  as  dividends  is  put  back  into  the  property  for  improvements 
which  neither  increase  the  revenues  nor  reduce  the  expenses. 

Mr.  Sims.  It  adds  to  the  value  of  the  property.  Your  stocks  reflect 
it  in  the  market  immediately. 

Mr.  LovETT.  I  had  not  observed  that.    • 

Mr.  Sims.  You  know,  perhaps,  of  Mr.  A.  J.  County,  do  yon  not  ? 

Mr.  Lo\TETT.  Yes. 

Mr.  Sims.  I  am  not  going  to  again  get  caught  up  by  (quoting  any- 
body to  you  without  first  asking  your  opinion  of  him. ' 

Mr.  LovETT.  I  think  you  have  not  quoted  anyone  yet,  with  whom 

Mr.  Sims.  This  gentleman  has  stated  in  this  pamphlet — he  is  vice 
president  of  the  Pennsylvania  Railroad  Co.  and  in  charge  of  accoupt- 
ing.  Now,  I  notice,  nearly  all  of  these  addresses,  delivered  every- 
where, in  favor  of  this  legislation,  or  something  on  the  order  of  it, 
are  in  the  main  in  agreement,  which  is  all  right.  All  of  these  Avise 
men  and  all  of  these  practical  men  may  take  the  same  view :  but, 
summarized,  Mr.  County  says: 

They  hsive,   in  my  ■juilgment,  three  liari-iers  to  ci-oss  that   will   require  the 
most  impartial  statesmanshiii  ami  the  best  artministrative  exiK>i-ienee. 
First,  they  must  get  larger  earnings 

That  is  the  first  and  all-important  proposition,  so  far  as  the  rail- 
roads are  concerned.  He  states  some  reasons  why,  but  I  am  stnting 
the  requirements — 

First,  they  must  get  larger  earnings. 

Second,  they  must  tint!  a  means  whereby  neither  the  companies  nor  their 
employees  can  stop  the  transportation  service  of  the  country. 

Third,  means  must  be  found  to  remove  the  obstacle  of  confusing  and  conllirting 
laws  and  regulations  of  the  various  States  and  the  Federal  Government. 

Now,  the  first — and  I  take  it  it  is  the  most  important,  because  he 
mentions  it  first — is  the  increase  of  earnings. 

Mr.  Adamson.  Is  not  that  a  common  complaint,  not  confined  to  the 
railroads?     Everybody  wants  larger  earnings. 

Mr.  Sims.  He  sa_ys  it  is  necessary.  Does  this  mean  or  does  he 
mean  or  you  mean  that  you  have  got  to  charge  more  for  performing 
the  same  service?. 

Mr.  LovETT.  I  should  say  that  I  indorse  all  Mr.  County  says,  ex- 
cept as  to  the  increase  of  earnings.  There  are  certain  qualifications 
to  that.  Many  of  the  roads — I  should  say  a  very  large  majority  of 
the  railroads  of  the  United  States — must  have  increased  earnings. 
When  you  increase  by  the  eight-hour  law,  for  instance,  the  expenses 
of  a  large  class  of  men  20  or  25  per  cent,  and  when  the  price  of  coal, 
which,  outside  of  labor,  is  the  largest  single  item  in  railroad  trans- 
portation costs,  practically  doubles;  when  the  cost  of  engines  and 
other  rolling  stock  almost  double;  when  the  price  of  rails  is  jumped 
from  $30  to  $40  a  ton  and  the  cost  of  everything  entering  into  the 
maintenance  and  operation  of  railroads  is  almost  doubled;  when 
track  labor  jumps  from  $1.25  to  $2.50  a  day,  as  much  of  it  has,  it  is 
perfectly  obvious  that  as  the  railroads  have  no  means  except  rates  by 
which  to  get  revenue  to  pay  the  increased  bills  they  must  have  in- 
creased rates  or  go  into  bankruptcy. 
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Air.  Adamson.  I  agree  with  you  in  all  of  your  answer  except  as  id 
the  statement  of  your  additional  expenses  in  connection  with  the 
eight-hour  law.  That  depends  on  how  anxious  you  are  to  comply 
with  the  eight-hour  law.  If  you  r^omply  with  the  spirit  of  the  law, 
it  will  not  cost  you  much. 

Mr.  LovETT.  I  hope  you  are  right.  We  will  comply  with  the  letter 
and  the  spirit  of  the  law. 

Mr.  Adamson.  If  it  does  cost  you  much  more,  we  will  secure, 
through  the  Interstate  Commerce  Commission,  fair  and  just  rates, 
according  to  your  circumstances. 

Mr.  LovETT.  I  hope  so. 

Mr.  Sims.  If  I  catch  the  meaning  of  your  ji'eply,  you  admit  or  - 
claim,  as  Mr.  County  says 

Mr.  LovETT.  I  do  not  like  the  word  "  admit." 

Mr.  Sims.  Well,  "  contend."  You  contend  that  on  account  of  the 
facts  you  have  just  mentioned  the  railroads  must  have  larger  earn- 
ings.   I  suppose  you  mean  net  earnings? 

Mr.  LovETT.  Naturally. 

Mr.  Sims.  The  question  T  asked  you  was,  do  you  mean  larger  earn- 
ings by  reason  of  an  increased  charge  for  the  services  you  now  per- 
form ? 

Mr.  LovET'j'.  I  do  not  know  of  any  other  way  to  get  it. 

Mr.  Sims.  I  understand  that  is  what  yon  mean ;  but  I  wanted  to- 
know  if  I  understood  it  correctly. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Therefore  the  additional  earnings  become  a  loss  to  the 
patrons  of  the  roads;  that  is,  if  the  freight  and  passenger  rates  and 
other  charges  for  services  performed  are  increased? 

Mr.  LovETT.  I  think  a  man  who  increases  the  price  of  his  coal  from 
$1  a  ton  to  $2  or  $2.50  and  jumps  the  price  of  rails  from  $30  a  ton  to 
$40  a  ton  and  still  makes  over  40  per  cent  profit 

Mr.  Sims.  You  think  he  can  afford  to  pay  some  additional  freight? 

Mr.  LovETT.  Yes ;  I  think  he  ought  to  let  us  have  a  little. 

Mr.  Sims.  I  think  so,  too.  We  might  just  as  well  admit  the  fact 
that  as  a  whole  the  people  pay  the  gross  earnings,  that  as  a  whole 
every  increase  in  freight  charges  is  a  burden  upon  the  individuals  or 
the  business  which  pays  it. 

Mr.  LovETT.  I  would  not  call  it  a  burden  any  more  than  food  is  a 
burden. 

Mr.  Sims.  It  is  an  additional  expense  to  them,  is  it  not?    If  freight,; 
charges  are  increased,  is  net  that  an  increase  in  the  expense  of  doing 
the  business  ? 

Mr.  LG^'ETT.  Yes. 

Mr.  Sims.  And  bound  to  be? 

Mr.  Lo^t;tt.  Yes. 

Mr.  Sims.  Therefore  this  is  transferring  or  taking  from  the  rail-  , 
roads  a  loss  and  transferring  it  to  those 

Mr.  Lo^T5TT.  You  call  that  an  expense.  Judge  Sims,  but  this  man 
is  doubling  his  profits,  and  in  the  process  of  doubling  profits  he  sim- 
ply pays  a  little  more  than  he  formerly  paid  for  conducting  the  busi- 
ness ;  and  that  is  why  I  hesitate  to  call  it  an  expense. 

Mr.  SiJNis.  1  am  talking  about  all  those  who  patronize  the  rail- 
roads. 
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Mr.  LovETT.  I  would  like  to  say  that  this  condition  Mr.  County 
describes  as  to  the  needs  of  the  railroads  for  increased  rates  will  have 
nothing  to  do  with  Federal  incorporation.  It  will  have  to  come^ 
,  regardless  of  the  corporate  system. 

Mr.  Sims.  I  understand  he  is  mentioning  it  in  line  with  the  rail- 
roads keeping  up  their  present  standards  and  continuing  in  business. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  The  next  proposition  is — 

Second.  They  must  find  a  means  whereby  neither  the  companies  nor  their  em- 
ployees can  stop  the  transportation  service  of  the  country. 

Mr.  LovETT.  I  consider  that  one  of  the  most  vital  necessities  in  the 
railroad  situation,  not  perhaps  so  much  to  the  railroads  as  to  the 
public  at  large. 

Mr.  Sims.  Don't  you  think  this  part  of  it  is  unnecessary — that 
neither  the  companies  nor  the  employees  can  stop  the  transportation 
service  ?     Have  the  companies  ever  tried  to  stop  it  ? 

Mr.  LovETT.  I  think  the  companies  have  been  unable 

Mr.  Sims.  But  this  would  indicate  an  intentional  effort. 

Mr.  LovETT.  Well : 

Mr.  Sims.  I  think  it  is  unnecessary  to  put  that  in.  I  think  the 
policy  of  the  railroads  is  always  to  continue  furnishing  the  service. 

Mr.  LovETT.  When  you  come  to  analyze  statements  you  will  find 
that  there  is  always  something  stated  that  is  not  necessary. 

Mr.  Sims.  I  suppose  it  is  put  in  to  balance  up  and  make  them 
equal. 

Now,  we  come  to  the  labor  cost,  which  we  may  consider  \ery  im- 
portant, whether  or  not  it  is  going  to  increase  or  decrease,  and  what 
effect  it  will  have  upon  your  fiiture  earnings — what  effect  the  uncer- 
tainty of  the  labor  cost  will  have  upon  the  credit  of  the  railroads — 
I  think  is  a  very  germane  consideration.  Now,  I  read  to  you;  no 
doubt  you  have  read  it,  but  I  will  put  this  in  the  hearings.  This  I 
am  reading  from  is  a  statement  entitled  "Economic  conditions — 
Governmental  finance— United  States  securities,"  New  York,  March, 
1917,  by  the  National-  City  Bank.  Eef erring  to  the  recent  immigra- 
tion law— the  effects  of  it— passed  by  Congress  over  the  veto  of  the 
President,  this  publication  says : 

It  remains  to  be  seen  how  serious  a  bar  the  literacy  test  will  prove  to  be. 
This  counti-y  has  been  devel(i])ed  largely  by  immigrant  labor.  Its  common 
labor  now  is  largely  ot  the  immigrant  class,  and  unless  there  is  a  sufficient  sup- 
ply of  such  labor  to  enable  our  industries  to  expand  there  will  be  fewer  oppor- 
tunities for  all  our  people.  There  can  not  be  employment  for  more  clerks, 
mechanics'  craftsmen,  tradesmen,  or  profes.sional  men  unless  there  are  also 
more  laborers.  There  can  not  be  an  expansion  of  railway  service  without  more 
track  hands  and  laborers  as  well  as  trainmen  and  office  employees. 

That  is  a  general  statement.    Do  you  not  think  that  this  is  about 

corrGct . 

Mr  LovETT.   Why.  no  objection,  occurs  to  me  at  the  moment. 

Mr!  Sims.  That  it  is  a  fact,  so  far  as  we  know  ?  I  am  not  disputing 
it.    I  am  onlv  referring  to  it  as  a  fact.  ,    .  t  .,  ■   i    ..i.  .  ■ 

Mr.  LoTOTT.  I  am  not  an  expert  on  economics,  but  i  think  that  is 
all  right.    It  sounds  all  right.  ,     .,    ^       •,  i, 

Mr  Sims.  This  publication  indicates  strongly  that  railway  labor 
in  the  future,  especiallv,  will  be  affected  by  the  shutting  off  of  a  part 
of  the  supply  thev  have  heretofore  had,  for  common  labor. 

Mr  Hamilton.' Mav  I  interrupt  you  for  a  second? 
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Mr.  Sims.  Certainly. 

Mr.  Ha3[ilton.  It  is  very  obvious,  Mv.  C'hairman,  that  Mr.  Sims, 
witli  his  ^'e^y  interesting  examination,  will  probably  rnn  out  the 
whole  time,  and  I  wanted  to  say.  so  far  as  I  am  concerned,  it  will 
not  be  necessary  to  ask  Judge  Lovett  to  return,  because  I  would  have 
only  a  few  questions  anyway. 

Mr.  AuAMSON.  Senator  Townsend  will  probably  want  to  ask  some 
questions.  If  it  is  convenient  for  the  judge  to  remain  until  to-mor- 
row, perhaps  Senator  Townsend  will  want  to  ask  some  questions. 

Mr.  Hamilton.  I  thought  i:)erhaps  you  had  some  engagement  or 
something  like  that.  Certainly  I  would  not  want  you  recalled  for 
the  few  question.s  I  have. 

Mr.  LovEiT.  I  thank  yon.  If  the  committee  will  have  a  session 
to-morrow,  I  should  prefer  to  remain,  so  that  Mr.  Hamilton  can  ask 
his  questions. 

Mr.  Hamilton.  Senator  Townsend  may  desire  to  submit  several 
questions. 

Mr.  Adamson.  My.  Hamilton  is  capable  of  asking  some  -s'erj'  en- 
tangling questions  himself,  when  he  gets  down  to  business. 

Mr.  Hamilton.  I  thank  the  chairman  for  his  compliment. 

Mr.  Sims.  I  want  it  understood  that  I  have  no  purpose,  much  le^ 
thought,  of  asking  Judge  Lovett  any  entangling  questions.  It  seems 
to  me  these  questions  are  important. 

Mr.  Lovett.  I  am  not  at  all  impatient. 

Mr.  Si:ms.  I  am  glad  you  are  not.  I  want  to  do  my  part,  and  then 
it  will  be  poorly  enough  done. 

Mv.  Lovett.  I  think  not. 

Mr.  Sims.  Well,  at  any  rate,  it  looks  like  the  tendency  of  the  times 
is  to  increase  the  cost  of  labor.  Do  you  not  think  that  is  true,  gen- 
erally ? 

Mr.  LovE'i'T.  Yes. 

Mr.  Siirs.  This  is  along  that  line,  and,  consequently,  you  will  have 
to  pa,y  more  for  labor  in  the  future  than  in  the  past. 

Ml-.  Lovett.  I  do  not  object  to  it  at  all.  One  thing  I  am  sure  of, 
so  far  as  the  railroads  are  concerned,  the  people  who  use  the  railroads 
must  pay  the  bill.  You  can  not  get  away  from  that.  Whatever  the 
Government  chooses  to  do  about  this  matter,  the  railroads  must 
adjust  themselves  to. 

Mr.  Sims.  I  was  going  to  ask  more  about  the  labor,  but  I  will  leave 
that  out.  because  it  will  come  in  better  later  on.  I  just  happened  to 
see  that  article  of  Mr.  County's  and  referred  to  it. 

Is  it  not  a  fact  that  the  demands  of  the  railroads  are  on  thfe  in- 
crease, regarding  proper  and  necessary  terminal  facilities? 

Mr.  Lovett.  Undoubtedly.     We  need  more  terminals. 

Mr.  SiJis.  Here  is  an  article  written  by  Eobert  J.  JXfcFall,  Ph.  D., 
University  of  Minnesota,  in  which  he  "quotes  from  a  publication, 
Droege,  which  stated  in  1912,  in  Freight  Terminals  and  Trains— I 
suppose  that  is  the  publication.    I  have  never  seen  it. 

Mr.  Lovett.  I  never  heard  of  it  before. 

Mr.  Sims.  Ilere  is  the  quotation : 

The  ti'i-niinals  alone  represiMil-  :i  p;ro!il.>r  iinioiiiit  of  luone.v  than  all  the  re- 
mainder of  the  properties  of  the  roads.     Thi.s  .statement  is  true  even  when 
smaller  or  interuiediute  stalions  nre  omitted  and  only  the  sren-t  water  termi- 
nals and  seneral  internieditite  <lis1rili\itins  eenters,  l;iiown  as  division  terminals  ; 
or  yards,  nre  included. 
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Mr.  LovETT.  That  is  true  of  some  companies,  and  of  some  it  is  not. 
If  yovi  are  speaking  of  the  whole  United  States,  I  have  no  informa- 
tion on  that,  although  I  am  rather  surprised. 

Mr.  Sims.  I  am  including  the  whole  United  States. 

_Mr.  Adamson.  You  would  include  the  whole  3'ard  in  your  ter- 
minal 1 

Mr.  LovETT.  Yes.  I  understand  that  he  is  including  terminals, 
strictly  speaking.  At  all  events  I  am  not  prepared  to  dispute  his 
statement. 

Mr.  Sims.  You  do  not  know  Avhether  the  requirements  of  the  rail- 
roads are  greater  now  for  terminals — the  investment  for  terminals 
is  greater  than  the  investment  in  the  other  property  ? 

Mr.  LovETT.  I  do  not.    I  know  it  is  very  great. 

Mr.  Sims.  Mr.  Stuyvesant  Fish,  who  used  to  be  president  of  the 
Illinois  Central  Railroad  Company  in  1906,  when  the  hearings  were 
had  before  the  Interstate  Commerce  Committee  with  reference  to  the 
Hepburn  law,  made  a  private  statement  to  me — and  I  do  not  like  to 
quote  a  private  statement — ^but  he  said  that  if  he  were  going  to  divide 
up  the  property  of  the  Illinois  Central  between  the  terminals  and  the 
rest  of  the  property,  that  he  would  take  the  terminals. 

Mr.  LovETT.  The  Illinois  Central  has  very  expensive  terminals  on 
the  lake  front  in  Chicago. 

Mr.  Sims.  I  see  it  alleged  that  the  unit  cost  of  freight  and  passen- 
ger service  is  on  the  increase,  taken  as  a  whole. 

Mr.  LovETT.  True;  necessarily,  when  you  increase  wages,  the  cost 
of  fuel,  the  cost  of  every  element  that  enters  into  the  maintenance  and 
operation  of  railroads,  including  labor,  the  unit  cost  will  increase. 

Mr.  Sims.  It  will  unless  the  volume  is  so  much  greater  that  the 
railroads  get  their  earnings  with  less  cost.  That  being  the  case, 
Judge  Lovett,  it  being  unquestioned  that  there  are  vast  sums  of 
money  going  into  these  large  tenninals,  such  as  New  York  and  others 
like  it,  Chicago — that  the  railroads  are  being  burdened  with  an  addi- 
tional capital  requirement  in  excess  of  like  capital  requirements  in 
the  past 

Mr.  Lovett.  I  stated  the  other  day  that  the  capital  requirements  of 
the  railroads  never  ceased,  and  I  ventured  the  opinion  that  in  the 
next  10  years  the  railroads  Avill  have  to  spend  at  least  as  much  as  in 
the  last  10  years. 

Mr.  Adamson.  If  it  is  con-\-enient,  I  would  like  to  suspend  the  ex- 
amination here. 

Mr.  Sims.  I  was  going  to  speak  next  of  the  new  New  1  ork  termi- 
nal and  ask  what  it  cost. 

Mr.  Adamson.  Mr.  Thorn  stated,  in  connection  with  some  ques- 
tions asked  of  Mr.  Lovett,  he  had  some  figures  to  put  in  the  record. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen,  Judge  Sims,  m  his  ques- 
tions, read  a  lot  of  net  returns  from  the  list  of  selected  roads. 

Mr.  Sims.  I  did  not  select  them. 

Mr.  Thom.  You  must  have  selected  them,  as  you  took  them  from 
some  publication.  .  t  jj 

Mr.  Sims.  They  were  printed  in  some  publication,    i  mean  1  did 

not  pick  them  out.  ,      j.       „ 

Mr.  Thom.  In  connection  with  those,  I  want  to  read  a  few  figures. 
The  liet  income  for  return  on  stock— the  gross  amount  of  stock  of  all 
railroads— for  the  year  ending  1913,  was  5.94  per  cent;  for  the  year 
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ending  1914,  it  was  4.06  per  cent;  for  the  year  ending  1915,  it  was 
3.44  per  cent;  that  is,  when  I  say  "  the  year  ending,"  those  dates  were' 
for  the  year  ending  June  30  of  those  years. 

Taking  21  selected  roads,  the  annual  average  net  income  for  return 
on  gross  amount  of  stocks  was,  for  the  series  of  years  from  1911  to 
1915,  8.65  per  cent ;  for  all  other  roads  than  those  21  it  was  2.64  per 
cent  a  year. 

Each  year  there  has  been  put  into  the  companies  a  vast  amount  of 
additional  capital.  The  earnings  on  this  additional  capital  amounts 
ed,  in  1911,  to  2.02  per  cent;  for  1912,  to  1.14  per  cent;  for  1913,  to 
3.47  per  cent ;  and  in  1914  there  avus  a  loss  of  0.76  per  cent ;  for  1915 
they  earned  only  0.05  per  cent. 

Mr.  Sims.  .  That  is  on  the  capital  stock  ? 

-Mr.  Thoji.  No,  sir ;  on  the  additional  new  money. 

Mr.  Adamson.  The  time  for  adjournment  has  come.  You  may 
print  the  rest  of  j^our  statement  in  the  record  if  you  so  desire,' Mr. 
Thorn. 

(Thereupon,  at  1.30  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Friday,  March  24,  1917,  at  10.30  a.  m.) 
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SATXJBDAY,  MARCH  24,  1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  G. 
The  joint  subcommittee  met  at  10.30  o'clock  a.  m.,  Hon.  William  C. 
Adamson  (vice  chairman)  presiding. 

Mr.  Adamson.  Judge  Sims,  you  may  proceed. 

STATEMENT  OF  MR.  R.  S.  LOVETT— Continued. 

Mr.  Lovett.  I  was  requested  on  the  first  day  of  the  hearing  to 
submit  a  map  showing  in  some  distinctive  manner  the  different  units 
constituting  the  Union  Pacific  system.  I  have  such  map  (p.  826)  and 
now  submit  it,  as  follows : 

Mr.  Sims.  Mr.  Lovett,  I  told  you  yesterday  that  I  would  want  to 
ask  you  some  questions  this  morning  regarding  railway  terminals 
and  the  cost  to  the  railroads  having  to  provide  such  terminals.  Have 
you  anything  like  a  definite  idea  of  what  the  cost  of  terminal  facili- 
ties is,  or  what  per  cent  of  the  total  cost  of  railroad  facilities  is 
embraced  in  what  is  called  "terminal  facilities"?  Let  that  be  sid- 
ings or  stations  or  docks  or  whatever  is  usually  meant  when  you  say 
"  terminal  facilities." 

Mr.  Lovett.  I  ha^-e  not.  Judge  Sims.  It  is  a  very  large  part  of 
the  cost  of  railroad  facilities,  and  I  believe  that  future  expenditures 
will  bee  relatively  larger  for  terminals,  using  that  term  in  the  general 
sense  that  you  have  just  stated,  than  almost  any  other  part  of  rail- 
road development,  but  I  do  not  know  the  proportion. 

Mr.  Sims.  And  the  tendency,  then,  will  be  that  a  larger  propor- 
tion of  railway  earnings  will  have  to  be  used  in  providing  future 
terminals  or  enlarging  those  you  now  have  than  has  heretofore  been 
the  case? 

Mr.  Lovett.  I  believe  that  is  true,  using  the  word  "  terminals  " 

Mr.  Sims.  In  a  general  way. 

Mr.  Lovett.  To  include  practically  everything  except  main  tracks. 

ilr.  Sims.  Now,  is  it  also  not  a  fact  that  that  increase  can  not  be 
prevented  by  anything  or  any  kind  of  economic  operation  of  the 
railroads  that  can  be  devised; "that  it  can  not  be  prevented,  in  other 
words,  by  any  method  that  may  be  adopted  in  the  way  of  adminis- 
trative or  economic  policies  by  the  railroads? 

Sir. 
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Mr.  LovETT.  No ;  I  do  not  know  of  any  way  of  avoiding  it.  The 
only  way  that  it  will  be  prevented,  of  course,  Avill  be  lack  of  money. 

Mr.  Sims.  I  want  to  ask  you  another  question  in  connection  with 
that.  Do  you  or  not  think  it  would  be  a  wise  policy  to  adopt,  on  the 
part  of  the  railroads,  to  make  a  specific  special  terminal  charge  for 
all  traffic  that  has  the  benefit  of  a  particular  terminal — the  direct 
benefit— or  passengers,  in  addition  to  the  general  line-haul  charge, 
to  be  paid  exclusively  by  those  who  receive  the  direct  benefit  from  a 
specific  terminal  ? 

Mr.  LovETT.  I  believe  the  present  method  of  dealing  with  that 
item  of  cost  or  expense  in  transportation  is  best.  It  is  not  the  same 
in  all  cases;  it  is  adapted  to  the  needs  of  the  particular  situation, 
and  is  based  on  experience  of  the  roads  in  dealing  with  the  subject, 
and  I  do  not  know  of  any  method  of  improving  it.  If  there  were 
any  I  believe  the  railroads  would  find  it  out. 

Mr.  Sims.  The  present  method,  as  I  understand  it,  is  to  have  a 
terminal  company  organized — in  other  words,  the  terminal  is  op- 
erated by  a  separate  corporation,  the  stock  of  which  may  be  owned 
by  one  railroad  or  any  number  of  railroads,  or  by  anybody  that  may 
want  to  take  the  stock,  and  the  railroads  using  the  terminal  pay  such 
charge  for  its  use  as  is  determined  by  the  terminal  company.  Is 
that,  in  substance,  the  way  it  is  done  now  ? 

Mr.  LovETT.  There  are  many  terminals  that  are  handled  in  that 
way,  but  there  are  a  great  many  handled  in  other  ways.  There  is  a 
great  variety  of  methods. 

Mr.  Sims.  I  am  not  familiar  with  the  methods  used,  and,  as  you 
said,  "  present  methods,"  I  only  wanted  to  know  what  they  were, 
without  going  into  lengthy  details. 

Mr.  LovETT.  I  meant  that  the  present  methods  vary,  that  the  ar- 
rangement for  handling  the  expense  is  adjusted  or  applied  to  each 
particular  situation,  and  there  is  no  hard-and-fast  rule  for  conduct- 
ing terminals.  There  is  a  great  variety  of  methods,  and  I  think  that 
each  case  is  based  upon  the  experience  of  railroad  companies  in  deal- 
ing with  the  question. 

Mr.  Sims.  Are  the  terminal  costs — I  mean  the  New  York  terminal 
costs — in  any  way  a  charge  upon  the  traffic,  passenger  or  freight,  of 
any  railroad  companies  which  do  not  either  initiate  from  one  of  these 
terminals  or  in  any  way  receive  a  specific  benefit  from  such  terminal 
service  ? 

Mr.  LovETT.  You  speak  now  of  the  New  York  Central  Terminal? 

Mr.  Sims.  I  referred  to  the  New  York  Central  and  the  Pennsyl- 
vania, because  they  are  the  only  terminals  on  Manhattan  Island, 
N.  Y.,  that  I  know  of. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  I  do  not  believe  there  are  any  others. 

Mr.  LovETT.  No. 

Mr.  Sims.  And  because  they  are  very  expensive  terminals. 

■Mf.  LovETT.  Yes;  they  are.  Without  going  into  all  of  the  detail 
or  the  history  of  those  matters 

Mr.  Sims.  I  care  nothing  about  that ;  I  just  want  to  know  what  the 
effect  of  it  is  on  the  business  not  emanating  in  New  York  or  going  to 
New  York. 


828  INTERSTATE   AND   FOREIGN    TRANSPORTATION. 

Mr.  LovETT.  A  terminal,  Judge  Sims,  answering  your  question  in 
a  general  way,  is  merely  a  facility,  and  is  part  of  the  general  plant, 
and  it  enters  into  the  general  capital  requirements,  and  the  gfeneral 
expenses  of  the  railroad  company.  Now,  rates — I  am  dealing  with  the 
two  terminals  that  you  spoke  of,  which  are  passenger  terminals;  not 
freight. 

Mr.  Sims.  Yes;  I  know.  But  they  illustrate  what  I  am  trying  to 
get  at. 

Mr.  LovETT.  Yes.  The  passenger  pays  a  certain  rate.  He  is  not 
concerned  with  the  terminal,  and  the  expense  of  carrying  that  ter- 
minal is  a  part  of  the  general  expense  of  the  company,  just  like  some 
intermediate  bridge,  the  track,  or  anything  else.  It  is  part  of  the  ex- 
pease,  and  it  does  not  figure  separately  in  the  passenger  rate.  I  do 
not  know  how  the  railroads  deal  wiith  that  terminal  in  their  ac- 
counts, except  that,  in  the  case  of  the  New  York  Central  Terminal, 
the  New  Haven,  which  is  the  tenant,  pays  a  fixed  rental  of  so  much, 
regardless  of  the  amount  of  business  it  does,  which  is  very  much  less 
than  one-half  of  the  capital  on  the  cost  of  tlie  terminal.  Then  the 
expenses  are  apportioned  on  the  basis  of  use.  There  is  a  certain 
amount  required  to  carry  that  terminal,  or  to  maintain  and  operate 
the  terminal,  and  that  is  apportioned  between  the  vafious  companies 
that  use  it,  on  the  number  of  cars  they  handle  in  and  out  of  the  ter- 
minal. That,  however,  is  not  fairly  illustrative  of  the  general  ter- , 
minal  situation.  In  many  cases  there  is  an  allowance — several  cents 
a  hundred  or  so  much  per  ton — on  all  the  freight  that  goes  in  and 
out  of  the  terminal,  for  the  terminal  charge.  But  that  is  merely  a 
matter  of  dividing  the  through  rate. 

Mr.  Adajison.  That  terminal  charge  would  go  into  the  general 
fund? 

Mr.  Lg\'Ett.  Yes:  that  goes  into  the  general  fund.  For  instance, 
the  Southern  Pacific  owns  the  terminals  at  San  Francisco,  and  it 
being  a  verj'  large  expense  and  an  apportionment  of  the  through  rate 
on  a  strict  mileage  basis  being  unfair  to  the  Southern  Pacific,  as  it 
includes  that  terminal,  the  Southern  Pacific  gets  an  allowance  of  so 
many  cents  a  hundred  out  of  the  aggregate  through  rate  on  all  traffic 
to  and  from  San  Francisco  going  into  those  terminals.  Now,  the 
shipper  has  nothing  to  do  with  that.  The  through  rate  is  so  much, 
and  he  is  not  concerned,  as  the  Interstate  Commerce  Commission  has 
said  many  times,  with  how  that  through  rate  is  divided  among  the 
carriers.  Take  the  Union  Pacific:  For  our  Missouri  Eiver  Bridge 
and  other  terminals  in  Omaha  the  Union  Pacific,  out  of  transcon- 
tinental rates  by  its  connecting  lines,  is  allowed  a  certain  amount  in 
addition  to  its  ordinary  mileage  division  of  the  through  rate  to  cover 
this  terminal  charge.  The  shipper  is  wholly  unconcerned  with  that. 
He  has  nothing  to  do  with  the  division  of  this  through  rate.  It  is  a 
matter  of  trading  between  the  connecting  lines  in  apportioning 
among  themselves  the  aggregate  rate.  Does  that  answer  your  ques- 
tion? 

Mr.  Sims.  It  is  information;  that  is  what  I  am  after.  These  two 
terminals  in  New  York,  which  you  have  referred  to,  you  have  desig- 
nated as  "  passenger  terminals."  Now,  is  there  any  increase  upon  the 
passenger  tariif  of  these  two  companies  in  addition  to  the  passenger 
tariff  on  any  other  company  not  using  these  terminals?    I  mean,  as 
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compared  with  any  other  city  they  serve,  in  order  to  provide  for 
this  extraordinary  passenger  facility  in  New  York? 

Mr.  LovETT.  No. 

Mr.  Sims.  None  whatever? 

Mr.  LovETT.  I  never  heard  of  a  passenger  rate  or  a  freight  rate 
being  raised  beyond  what  it  was  formerly  by  reason  of  the  addition 
of  new  terminals.  That  is  one  of  the  burdens  a  railroad  company 
must  bear  in  providing  additional  facilities. 

Mr.  Sims.  The  burden,  then,  in  New  York  of  these  two  terminals 
is  a  burden  upon  the  resources  of  the  railroad  companies  in  common  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  On  all  their  earnings — freight  and  passenger  ? 

Mr.  LovETT.  Yes;  I  should  say  so. 

Mr.  Sims.  But  it  is  exclusively  a  passenger  facility  or  benefit? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Do  these  two  railroad  companies  make  more  money 
out  of  the  passenger  business  by  reason  of  these  excessive  terminal 
facilities — I  mean  excessive  in  the  way  of  price  or  cost — than  they 
would  if  they  had  less  costly  terminals  ? 

Mr.  LovETT.  Wliy,  the  hope  of  greater  revenue  and  competition 
and  the  requirements  of  the  public  force  these  things.  I  do  not 
know  the  motive  of  the  passenger  terminals  in  New  York  originally, 
but  I  think  the  purpose  is  rather  apparent  on  the  surface.  The 
Pennsylvania  Co.,  being  a  very  progressive  railroad  company, 
felt  that  it  ought  to  get  into  the  city  of  New  York.  I  have  no  infor- 
mation ;  I  am  just  giving  you  my  assumption. 

Mr.  Sims.  Surmising? 

Mr.  LovETT.  Yes.  It  was  a  very  large  expenditure.  For  the 
West,  where  it  was  in  competition  with  the  New^  York  Central,  it 
was  at  a  disadvantage,  because  passengers  going  west,  if  going  oyer 
the  Pennsylvania,  would  have  to  go  down  town  to  Twenty-third 
Street,  or  farther  down  town,  and  take  the  ferry  to  Jersey  City,  and 
then  take  the  train  in  Jersey  City.  It  was  an  expedition  that  would 
take  anywhere  from  half  an  hour  to  an  hour  or  more;  whereas 
thev  could  go  right  to  the  Grand  Central  Terminal,  go  right  into 
the' car,  and  they  were  settled  then  for  their  western  trip.  I  fancy 
that  the  Pennsylvania  considered  that  they  were  at  considerable  of 
a  disadvantage,  and  thereupon  they  determined  to  get  into  or  onto 
Manhattan  Island  with  a  terminal.  I  am  quite  sure  they  were  also 
actuated  bv  a  progressive  spirit.  The  old  terminals  in  Jersey  City 
were  really  not  up  to  what  a  first-class  railroad  ought  to  have  in  a 
great  city.  That  actuated  them.  Now,  the  Pennsylvania  having 
done  that,  and  the  New  York  Central  being  compelled  by  the  growth 
and  development  of  the  passenger  business,  both  of  the  New  Haven 
and  the  New  York  Central,  and  the  general  growth  of  the  city,  and 
beino'  under  criticism  for  the  antiquated  method  of  handling  the 
terminal  in  such  a  city,  with  steam  engines  in  a  tunnel,  found  it 
necessary,  under  pressure  of  public  opinion,  to  build  a  new  terminal 
and  adopt  electricitv  as  a  motive  power.  The  Pennsylvania  having 
made  this  expenditure  and  seeking  advantage,  the  New  York  Cen- 
tral, in  a  progressive  and  competitive  spirit,  provided  a  very  hand- 
some and  a  very  great  terminal  at  a  very  large  expense.  That,  I 
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should  say,  about  explains  the  conditions  that  brought  about  the  es- 
tablishment of  those  terminals. 

Mr.  Sims.  And  such  additional  expense  as  is  added  to  these  rail- 
roads makes  them  less  able  to  reduce  freight  rates,  does  it  not? 

Mr.  LovETT.  The  cost  of  these  terminals  was  an  additional  burden, 
a  fixed  charge  upon  the  Pennsylvania  Railroad  and  the  New  York 
Central,  and  it  is  a  part  of  their  general  needs;  but  I  would  not  say 
that  it  made  them  less  able  to  provide  freight  facilities  or  to  reduce- 
freight  charges,  because  nobody  can  measure  the  value  of  improve- 
ments of  that  character.  The  prominence,  the  great  advertising 
effect  of  this  new  Pennsylvania  terminal  I  have  no  sort  of  doubt 
enormously  increased  their  freight  revenue,  and  when  the  New 
York  Central  met  it  it  increased  its  revenue. 

Mr.  Sims.  Although  neither  of  those  terminals  is  in  any  way  used 
for  freight  traffic  or  is  any  money  benefit  to  freight  traffic? 

Mr.  LovETT.  Yes.     In  the  case  of  the  Union  Pacific  we  run  a 
number  of  transcontinental  trains,  and  while  I  do  not  think  we  run  , 
any  of  them  at  a  loss,  some  of  them  are  not  particularly  profitablej'j 
but  for  us  to  abandon  those  trains  would  be  a  step  backward  that 
I  am  sure  would  hurt  us  a  great  deal  in  other  directions. 

Mr.   Sims.  You  spoke  of  the  competition  existing  between  the 
New  York  Central  and  the  Pennsylvania  on  Manhattan  Island  re- 
garding the  passenger  terminals,  and  of  one  having  built  a  terminal, 
and  that  it  did  not  confine  its  cost  strictly  to  utilitarian  purposes;  ■ 
that  it  then  became  almost  necessary,  as  a  protective  measure,  for. 
the  New  Yoik  Central  to  make  a  like  expenditure  for  the  same  pur- ,. 
pose  ?  ' 

Mr.  LovETT.  Yes.  - 

Mr.  Sims.  Consequently  there  is  a  burden  put  upon  all  the  users  of 
that  railroad — the  freight  payers  and  the  passenger  payers,  whether 
they  ever  go  inside  of  those  terminals  or  not — made  necessary  by 
existing  competition  between  two  great  railroad  companies  or  rail- 
road systems  that  enter  the  same  city. 

Mr.  LovETT.  I  do  not  call  it  a  "  burden,"  Judge  Sims. 

Mr.  Sims.  Well,  it  is  certainly  a  financial  burden. 

Mr.  LovETT.  And  a  financial  benefit. 

Mr.  Sims.  You  have  got  to  have  more  earnings,  and  you  do  not  get 
them  out  of  the  passenger  stations;  you  charge  nothing  additionalfor 
a  passenger  coming  into  that  station.  If  I  go  to  New  York  and  get 
off  in  Jersey  City,  on  this  side,  I  have  to  pay  as  much  as  if  had  , 
bought  a  ticket  to  the  Pennsylvania  Central  Station.  Consequently 
there  is  no  additional  revenue,  so  far  as  passengers  are  concerned, 
that  is  derived  from  these  two  terminals,  unless  by  reason  of  having 
these  finer  terminals  a  greater  number  of  passengers  go  to  New  York 
over  your  lines,  or  over  those  two  lines,  than  would  otherwise  go. 
Therefore  there  is  a  greater  profit  in  canning  passengers. 

Mr.  LovETT.  I  believe  that  is  true. 

Mr.  Sims.  Then,  it  should  not  become  a  burden  upon  the  freight 
traffic  of  these  two  roads  ? 

Mr.  TiiOM.  You  said,  Mr.  Lovett,  "  I  believe  that  is  true  " — ;-      ' 

Mr.  Sims.  I  have  reference  to  the  increase  in  passenger  business. 

Mr.  Lovett.  I  believe  there  is  an  increase  in  passenger  business  by 
reason  of  those  two  terminals. 
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Mr.  Sims.  We  now  have  systems  of  railroads,  and  they  are  com- 
peting. In  a  general  way,  does  not  competition  affect  a  system  the 
same  as  it  does  two  single  railroads  that  are  competing  in  the  same 
cities  for  the  same  service,  both  good  and  bad?  Does  that  have  the 
same  effect  ? 

Mr.  LovE'j'T.  .Vre  you  distinguishing  between  a  system  of  railroads 
and  particular  railroads? 

Mr.  Sims.  Take  the  A"ew  York  Central  Lines,  or  your  lines;  that 
is  what  I  mean  when  I  say  a  "  system." 

Mr.  LovETT.  Yes. 

Mr.  Sims.  The  railroads  under  one  ownership  and  control? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  They  compete  with  other  railroads  under  one  ownership 
and  control  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  You  have  called  them  systems,  I  believe,  in  speaking  of 
them. 

Mr.  LovETT.  Yes ;  that  is  what  I  meant. 

Mr.  Sims.  These  sj'stems,  therefore,  give  the  passengers  a  better 
service  by  reason  of  the  two  railroads  competing  with  each  other  in 
tlie  matter  of  terminals  in  New  York  City  ? 

Mr.  LovE'iT.  Yes. 

Mr.  Sims.  But  while  the  passengers  get  a  better  service  for  their 
money  than  they  did  before,  yet  your  earnings,  your  revenue,  must 
be  collected  from  the  entire  service  of  the  railways  in  order  to  main- 
tain these  tremendouslj'  expensive  terminals;  therefore  it  is  not  a 
b^efit  in  that  way  to  have  these  extraordinarily  costly  terminals, 
and  in  that  way  competition  has  produced,  you  might  say,  an  evil; 
and,  furthei'inoi'e,  you  have  just  stated  that  you  think  both  of  those 
railroads  carry  more  passengers  to  New  York  City  by  reason  of  those 
terminals  than  they  otherwise  would,  and  I  think  so,  too ;  it  is  com- 
moii  sense'  that  they  would.  If  I  can  go  from  here  to  the  Pennsyl- 
vania Station  on  Manhattan  Island  for  the  same  fare  that  I  would 
have  to  pay  if  I  got  off  at  Jersey  City,  of  course  I  will  choose  the 
former;  but  while  that  is  true,  the  road  that  has  not  the  benefit  of 
such  a  terminal  will  lose  all  the  passengers  that  the  other  roads  gain. 
Now,  is  not  that  true  ? 

Mr.  LovETT.  It  will  certainly  lose  some;  it  will  suffer  some. 

Mr.  Srais.  It  will  lose  to  the  extent  of  the  gain  of  the  other  roads  ? 

Mr.  LovETT.  The  other  road  may  gain  passengers  from  other  lines. 

Mr.  Siars.  I  mean,  that  for  this  particular  and  specific  reason  these 
two  companies,  I  am  confident,  get  a  large  passenger  traffic  that  they 
would  not  get  except  for  the  reason  of  these  terminals. 

Mr.  LovETT.  I  am  sure  of  that. 

Mr.  Sims.  And  those  passengers  are  persons  who  would  otherwise 
go  on  some  other  road? 

Mr.  LovETa'.  Undoubtedly. 

Mr.  Sims.  And,  therefore,  this  competition  takes  from  the  weaker 
roads  some  of  their  traffic — those  which  can  not  avail  themselves  of 
these  fine  terminal  facilities? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Therefore  competition  is  war. 

Mr.  LovETT.  Yes. 
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Mr.  Sims.  Ajid  it  may  be  a  peaceable  war,  as  in  this  case — two 
great  railroads  trying  to  equal  the  facilities  of  each  other  ? 

Mr.  LovETT.  Yes. 

Mv.  Sims.  But  to  the  disadvantage  of  the  weaker  roads,  which  are 
not  able  to  maintain  such  fine  terminal  facilities.  i  ■ 

Mr.  LovETT.  Yes. 

Mr.  SiJis.  I  believe  that  the  railroad  companies  of  this  country 
have  what  they  call  "  basing  points."  I  suppose  New  York  City  is  a 
basing  point,  is  it  not  ?  , 

Mr.  LovEiT.  I  am  not  familiar  with  the  details  of  rate  matters, 
Judge  Sims.    I  can  not  tell  you  very  much  of  them. 

Mr.  Sims.  I  thought,  next  to  Mr.  Thom,  you  were  the  most  super- 
expert  we  have  on  this  subject,  and  I  have  asked  you  all  kinds  of 
questions,  supposing  that  you  knew  in  a  general  way  about  all  of 
them. 

Mr.  LovETT.  You  flatter  me  greatly.    I  do  not  know  about  all  of  it. 

Mr.  Sims.  That  was  my  understanding. 

Mr.  LovETT.  I  know  something,  in  a  general  way,  about  traffic  mat- 
ters, but  when  you  ask  me  about  particular  basing  points  I  can  not 
tell  you,  Judge. 

Mr.  Sims.  We  had  quite  a  contention  between  the  railroads  basing 
on  the  Ohio  River,  running  through  Nashville,  Tenn.,  to  Atlanta,  j 
Ga.,  and  the -Nashville  milling  people  have  what  they  call  milling  in 
transit — if  that  is  what  it  is  called  ? 

Mr.  Thom.  Milling  in  transit  ? 

Mr.  Sims.  Yes ;  milling  in  transit.  Now,  it  was  claimed  that  from  < 
these  basing  points  on  the  Ohio  River  wheat  would  be  shipped  as 
wheat  to  Atlanta,  as  though  it  was  going  direct  to  Atlanta,  and  the 
through  rate  was  charged,  say,  from  Louisville  to  Atlanta,  but  giving 
the  privilege  for  the  wheat  to  stop  off  in  Nashville  and  stay  there 
six  months,  and  then  give  a  flour  rate  or  a  rate  on  the  manufactured 
product  of  this  wheat  to  Atlanta  that  was  equal  to  the  rate  from  or 
not  exceeding  the  rate  from  Louisville  to  Atlanta  in  the  first  instance;  ■ 
but  in  shipping  from  Nashville  to  Atlanta — not  to  Atlanta,  but  to 
some  point  nearer  to  Nashville  than  Atlanta 

Mr.  Adamson.  Intermediate  poiiit. 

Mr.  Sims.  Well,  one  nearer  Nashville  than  Atlanta,  that  Atlanta 
being  the  basing  point  the  charge  was  made  from  Nashville  on  the 
flour  to  Atlanta,  adding  the  local  rate  from  Atlanta  to  this  point  to 
which  the  flour  was  actually  going ;  and,  as  a  matter  of  course,  that 
cost  Nashville  flOur  people  that  much  more  money  than  it  would  by 
receiving  the  benefit  of  the  milling-in-transit  rate. 

Now,  I  understand  that  a  basing  point,  operated  in  that  way,  im- 
poses upon  every  town  or  shipper  or  consumer  within  that  basing 
radius  the  same  rates  plus  the  rate  from  the  basing  point  to  an 
intermediate  point,  although  that  intermediate  point  may  be  on  the 
line  over  which  the  property  would  go  if  it  went  to  Atlanta.  Now, 
that  is  my  idea  of  the  practical  effect  of  fixing  a  basing  point.  Is 
that,  in  a  general  way,  correct  ?  I  do  not  know.  I  am  asking  for 
information. 

Mr.  LovETT.  I  am  not  traffic  man  enough  to  answer  as  to  whether 
you  would  call  that  a  basing  rate  oi'  not.     1   know  that  there, are 
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ertain  basing  points  that  are  Tisecl  as  a  means  of  arriving  at  a  rate 

0  some  other  point. 

That  is  simply  part  of  the  argument — part  of  the  reasons  for  ar- 
■iving  at  it — ^but  I  am  not  sufficiently  familiar  with  the  rate  struc- 
ure  of  the  country  to  give  you  any  information  really  as  to  the  de- 
ails  of  rates  or  rate  making,  or  rates  from  different  basing  points. 

Mr.  Sims.  Let  me  state  a  concrete  case,  then,  that  will  illustrate  it. 
[f  you  do  not  know,  of  course  you  can  not  answer. 

Mr.  Thom.  There  will  be  certain  rate  men  on  the  Avitness  stand 
Prom  the  various  rate  territories  of  the  country  and  you  will  have 
\n  opportunity  of  learning  these  things  from  them. 

Mr.  Sims.  I  suppose  they  are  special  experts  on  that? 

Mr.  Thom.  Sir? 

Mr.  Sims.  I  suppose  they  are  special  experts  on  rate  matters,  but 

1  should  think  that  this  committee  of  railroad  executives  would  be 
experts  on  all  of  them ;  perhaps  not  the  details,  but  in  a  general  way. 

Mr.  LovETT.  I  have  been  in  litigation  involving  rate  matters.  I 
have  had  a  great  deal  of  experience  in  the  principles  of  rate  making, 
but  I  have  never  had  occasion  to  deal  with  concrete  rates  from  any 
particular  place,  and  how  anj^  particular  rate  is  made,  except  the 
rates  involved  in  that  particular  litigation.  I  know,  in  a  general 
way,  the  principles  of  rate  making. 

Mr.  Sims.  That  is  exactly  what  I  wanted  to  ask  you  about. 

Mr.  LovETT.  But  I  would  not  undertake  to  deal  with  any  concrete 
rate  problem,  because  the  conditions  change  and  we  can  not  discuss 
the  merits  of  a  rate  unless  we  know  all  of  the  circumstances  that 
enter  into  its  making. 

Mr.  Sims.  I  am  talking  about  the  general  rule  that  is  adopted  in 
rate  making  by  railroads,  with  refei-ence  to  what  they  call  "  basing 
points." 

Mr.  Sims.  Now,  suppose  freight  is  leaving  Louisville,  Ky.,  and 
going  in  or  out — I  do  not  care  what — to  Atlanta,  Ga. 

Mr.  Adamson.  Judge  Sims,  I  believe  Mr.  Thom  will  tell  you  that 
under  the  recent  adjustment  of  the  short-and-long-haul  clause  the 
commission  has  either  done  away  with  basing  points  or  greatly  modi- 
fied thera. 

Mr.  Thom.  Greatly  modified  them. 

Mr.  LovETT.  I  woiild  prefer.  Judge  Sims — of  course,  I  will  under- 
take to  answer  your  question 

Mr.  Sims.  I  will  be  frank  with  you  on  that  question.  I  want  to 
get  ttiis  in  regarding  terminals ;  that  is  why  I  am  laying  this  f  ounda- 

Mr.  LovETT.-Of  course,  we  will  send  traffic  men  here  who  will 
answer  any  of  these  questions.  t    i  •   i         i.    i 

Mr.  Adamson.  It  is  dangerous  to  fool  with  them ;  i  think  we  had 
better  take  our  chances  with  you. 

Mr.  Sims.  My  experience  with  experts,  without  any  discredit  to 
them',  has  always  been  that  they  know  exactly  how  to  tell  what  they 
want  to  tell  and  exactly  how  to  keep  a  layman  from  finding  out  what 
he  wants  to  and  does  not  know  how. 

Mr.  LovETT.  I  will  do  my  best. 


834  INTERSTATE    AND    FOEEIGN    TBANSPOBTATION. 

Mr.  Sims.  But  you  are  general,  and  therefore  I  am  consideringyou 
good  on  all  of  them,  and  not  an  expert  on  dodging,  because  I  do  npt^, 
think  you  show  any  attempt  to  do  anything  in  that  line.  But  here  is 
a  manufacturing  company  at  Louisville,  Ky.,  manufacturing  ma- 
terial. It  gets  a  through  rate  to  Atlanta.  Now,  on  the  same  rail- 
road, 50  miles  nearer  Louisville  than  Atlanta,  we  will  say,  there  is  a 
manufacturing  concern  that  uses  that  material  brought  from  Louis- 
ville. I  am  only  taking  it  for  granted  that  there  is  a  freight  ter- 
minal in  Atlanta  similar  to  that  in  New  York,  a  great,  expensive 
freight  terminal  in  the  city  of  Atlanta.  I  understand,  in  effect,  and 
in  operation  to-day,  that  the  railroad  company  will  charge  freight 
on  this  manufacturing  material  which  is  unloaded  50  miles  nearer ' 
Louisville  than  Atlanta  the  full  rate  from  Louisville  to  Atlanta  plus 
the  rate  from  Atlanta  back  to  the  manufacturing  point,  50  miles. 
Now,  in  that  rate,  the  freight  not  going  to  Atlanta,  stopping  as  it 
went  on,  never  having  gone  inside  of  the  Atlanta  terminal — it  does 
not  need  the  Atlanta  terminal,  does  not  use  it  directly  or  indirectly— 
do  you  think  it  is  commercially  just  and  fair  that  a  terminal  charge, 
or  a  portion  of  it,  or  any  part  of  it,  or  an  interest  charge  on  terminal 
bonds  should  be  placed  upon  this  man  outside  of  Atlanta,  who  has  a 
shorter  haul,  to  that  extent  becoming  a  burden  upon  his  products? 
I  am  speaking  about  the  policy,  the  principle  involved  in  such  a 
practice,  if  such  a  practice  exists. 

Mr.  LovET'i.  T  think  that  depends  upon  the  circumstances  of  the 
case.    Perhaps  I  can  answer  your  question  better  by  telling  of  an 
immemorial  practice  in  making  rates  to  the  Pacific  coast.    Whether 
that  is  still  in  force  I  am  not  prepared  to  say.     But  we  will  take 
Reno,  Nev.    The  rate  from  New  York  to  Reno,  Nev.,  was  formerly, 
and,  so  far  as  I  know,  is  still,  made  by  taking  the  rate  from  New' 
York  to  Stin  Francisco,  the  transcontinental  rate,  and  adding  to' 
that  the  local  rate  of  the  Southern  Pacific  from  San  Francisco  back 
to  Eeno.     The  carload  of  freight  will  move  overland  to  Eeno  and' 
stop  there,  never  going  to   San  Francisco,  but  the  shipper  pays 
exactly  what  it  would  cost  him  if  that  car  of  freight  had  gone  "to 
San  Francisco  and  been  hauled  back.    The  Reno  man,  on  a  super- 
ficial examination,  will  say,  "  That  is  not  fair ;  this  car  does  not  go  ' 
to  San  Francisco;  the  Southern  Pacific  ought  not  to  be  paid' for 
hauling  this  freight  to  San  Francisco  and  back  to  Eeno  when'it 
hauls  it  only  to  Eeno."    And  upon  the  face  of  it,  it  looks  as  if  he 
were  right.    Now,  the  Southern  Pacific's  answer  to  that  is  .that  the 
rate  from  New  York  to  Eeno  overland  really  ought  to  be  higher  thaii" 
this  combination  makes  it ;  that  considering  the  whole  traffic  of  the 
railroad,  the  fixed  charges,  and  all  the  obligations,  and  to  afford  a 
fair  return  upon  the  property,  the  rate  from  New  York  to  EeflO 
ought  to  be  higher  than  the  aggregate  of  these  two  sums.    We; 
will  say  that  the  aggregate  of  the  rate  from  New  York  to  San  Fran- 
cisco is  a  dollar  a  hundred  and  the  rate  from  San  Francisco  back  to 
Reno  is  50  cents,  making  the  Reno  rate  $1.50.    The  Southern  Pacific' 
will  say,  as  a  matter  of  fact,  and  in  justice  to  the  railroads,  the  rate 
from  New  York  to  Reno  ought  to  be  $2  a  hundred,  but  it  has  to  ^ 
make  the  rate  $1  a  hundred  to  San  Francisco  to  meet  water  competi-| 
tion.    That  is  all  it  can  get  out  of  the  San  Francisco  rate,  for  if  it* 
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should  chargf  the  Reno  man  $2,  what  he  ought  to  pay,  he  could  send 
it  by  water  to  San  Francisco  and  pay  the  local  rate  to  Reno  and  get 
the  freight  at  $1.50.  Therefore  it  charges  the  $1.50,  which  is  all  it 
can  get. 

Mr.  Adam^on.  Then,  in  effect,  you  iiave  to  meet  water  competition 
everywhere,  in  some  degree? 

Mr.  LovETT.  Yes,  nir.  That  takes  the  New  York-San  Francisco 
as  a  basing  rate  and  adds  the  local  back,  when  the  freight  never  goes 
to  San  Francisco  or  within  150  miles  of  San  P'rancisco.  Does  that 
answer  your  question  'i 

Mr.  Sims.  1  knew  all  that. 

Mr.  LovETT.  I  am  very  sorry 

Mr.  Sims.  That  is  all  right;  it  goes  in  these  hearings.  We  had 
that  up  before,  though,  and  that  is  why  I  happened  to  know  about 
it.  The  railroad  company  has  to  meet  the  water  competition  from 
New  York  to  San  Francisco  or  else  not  do  business.  Now,  Reno 
prefers  to  pay  the  local  rate  from  San  Francisco  to  Reno  in  order  to 
get  the  advantage  to  that  extent  of  the  water  reduction. 

Mr.  LovETT.  Certainly. 

Mr.  Sims.  I  understand  that  perfectly,  and  understand  whj?  it  is. 
That  is  a  special  case  and  a  case  where  it  is  compelled  by  Avater  com- 
petition. But  the  question  I  am  getting  at — you  have  answered  here, 
and,  I  think,  very  correctly,  that  the  terminal  costs  are  going  to  in- 
crease, and  3'ou  have  shown  here  why  the  New  York  Central  had  to 
meet  the  terminal  expenditure  for  passenger  traffic  in  New  York 
City. 

Mr.  LovE'iT.  I  can  answer  very  briefly.  Judge  Sims 

Mr.  Sims.  I  will  ask  it,  so  as  to  make  it  contiguous.  Your  com- 
pany operates  from  San  Francisco  to  Reno,  does  it? 

Mr.  LovETT.  No;  the  Southern  Pacific  does. 

Mr.  Sims.  I  mean  the  Southern  Pacific. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Now,  if  some  other  great  company,  a  strong  railroad  com- 
pany, enters  San  Francisco  and  puts  up  enormous,  beautiful,  and  at- 
tractive passenger  terminals,  and  the  Southern  Pacific,  in  order  to 
compete  with  it,  just  as  you  have  described  in  New  York,  puts  up  a 
very  fine  terminal  there,  the  tendency  of  which  is  to  reduce  their 
ability  to  perform  their  general  service  as  well  as  they  otherwise 
could^  ought  the  Reno  man  have  to  pay  an  additional  cost  on  his 
freight  that  neither  goes  to  San  Francisco  nor,  if  it  did,  would  enter  a 
passenger  terminal  ?  I  am  trying  to  see  what  effect  these  increasing 
passenger  terminal  services  are  going  to  have  in  an  economic  way 
upon  the  railroads,  unless  there  is  a  specific  terminal  charge  paid  by 
the  passengers  who  use  them. 

Mr.  Lo\-ett:  I  can  make  this  general  answer.  Judge  Sims:  You 
can  not  split  up  the  different  elements  in  the  cost  of  railroad  trans- 
portation. It  is  easy  to  find  sources  of  revenue,  how  much  from  pas- 
sengers, how  much  from  freight,  and  how  much  from  particular 
commodities.  The  Interstate  Commerce  Commission  attempted  to 
require  the  separation  of  the  expenses  on  the  passenger  and  freight 
business,  and  we  are  making  some  statistics.  What  they  do  with 
them  I  do  not  know.    But  your  idea,  as  I  gather  it,  is  that  it  is  not 
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fair,  for  instance,  to  require  a  shipper  of  freight  to  be  taxed  with 
any  part  of  the  capital  of  iDroriding  these  great  passenger  terminals. 

Mr.  Sims.  That  is  the  thought. 

Mr.  LovETT.  Yes;  that  is  the  thought.  You  can  follow  that  out, 
for  instance,  by  saying  that  here  is  a  coal  shipper  that  does  not  use 
freight  houses  or  freight  terminals.  Is  it  fair  to  require  him  to  bear 
a  part  of  the  expense,  not  merely  of  providing  a  passenger  terminal 
in  New  York  but  of  freight  stations  all  along  the  line  and  passenger 
stations  at  various  points  along  the  line  ?  There  is  about  as  much 
reason  in  one  as  in  the  other.  The  shipper  of  freight  who  does  not 
use  the  New  York  terminal  is  interested  in  the  general  operations 
of  the  New  York  Central.  It  is  to  be  supposed  that  the  construction 
of  this  very'  expensive  terminal  in  New  York  was  a  good  business 
proposition  for  the  New  York  Central;  that  it  either  preserved  its 
revenue  against  the  aggressions  of  a  competitor  or  produced  addi- 
tional revenue.  In  either  event  it  lightened  the  burden  on  the  ship- 
per. If  it  was  not  a  good  business  proposition,  if  it  was  not  for' 
the  interest  of  the  New  York  Central  to  build  this  terminal,  and 
for  the  Pennsylvania  to  build  its  terminal,  it  was  not  for  anybody's 
benefit.  But,  theoretically,  and  as  far  as  I  am  able  to  judge  of  the 
situation  actually,  the  construction  of  those  terminals  was  good  busi- 
ness for  the  general  Avelfare,  and  either  by  increasing  the  passenger 
business  or  by  holding  what  they  had  to  their  lines,  they  swell  the 
general  resources  and  general  revenue  of  the  company  and  to  some 
extent  lighten  the  charge  Avhich  the  freight  shipper  would  otherwise 
have  to  bear. 

Mr.  Sims.  For  competitive  purposes  and  the  purposes  you  have 
just  named,  it  seems  to  me  it  is  beyond  criticism;  it  is  ideal.  But  we 
get  right  back  to  the  question,  Is  it  a  nation-wide  benefit?  You  de- 
scribed yesterday,  I  think  it  was,  a  large  number  of  weak  roads  that 
were  carrying  more  traffic  than  the  strong  ones.  Now,  every  compet- 
itive action  of  this  sort  further  weakens  the  weak  road,  and  if  the 
weak  road  performs  a  service  as  it  should  be  performed,  of  course 
the  stockholders  must  either  accept  less  revenue  or  the  patrons  must 
pay  a  higher  rate,  or  else  absolute  bankruptcy  must  come  by  such, 
means  of  competition.  Now,  competition  is  all  right  if  competition 
is  to  be  the  theory ;  but  to  avoid  competition  is  the  very  reason  why 
these  great  sj'stems  of  railroads  have  been  bought  up  and  built  up— 
to  have  as  few  competitive  points  as  possible. 

Mr.  LovETT.  I  do  not  agree  to  that. 

Mr.  Sims.  Now,  if  competition  as  a  principle  and  as  a  practice, 
general  competition,  is  beneficial,  then  the  more  competition  the  bet- 
ter for  the  public,  for  the  people. 

Mr.  LovETT.  I  am  not  expected  to  express  any  assent  or  dissent 
where  you  are  expressing  your  own  opinions. 

Mr.  Sims.  No  ;  that  is  simply  my  own  opinion.  I  w- ould  not  expect 
you  to  indorse  my  views  unless  they  are  yours.  And  in  this  case  I 
am  not  expressing  my  views ;  I  am  only  saying  what  appears  to  me 
would  be  the  effect  if  competition  is  to  be  the  rule  adopted  with  ref- 
erence to  public  utilities.  If  all  lines  are  to  be  competitive  they 
would  all  have  to  build  fine  passenger  stations,  or  none  build  them. 
But  where  competition  is  reduced,  and  by  the  verv  reduction  of 


INTERSTATE   AND   FOEEIGN    TBANSPOHTATION.  837 

competition  you  have  built  up  such  great  systems  as  the  Pennsylvania 
and  the  New  York  Central  and  the  Union  Pacific— I  mean  by  reduc- 
ing the  number  of  owners,  the  number  of  competitive  properties — 
you  have  brought  about  a  benefit.  Now,  if  reducing  competition  in 
an  area  is  a  good  thing,  Avhy  would  it  not  apply  to  the  whole  United 
States,  if  it  could  be  so  applied  ? 

Mr.  LovETT.  I  do  not  believe  that  reducing  competition  is  a  good 
thing.  _  I  have  expressed  myself  several  times  before  this  comraittea 
as  distinctly  in  favor  of  competition  in  facilities  and  service. 

Mr.  Sims.  I  know  you  have.  But  reducing  competition  among 
■quite  a  number  of  railroads  was  what  made  the  New  York  Central 
system,  was  it  not  ? 

Mr.  LovETT.  I  do  not  understand  so. 
"  Mr.  Sims.  It  made  the  Pennsylvania,  did  it  not  ? 

Mr.  LovETT.  I  do  not  understand  so. 

Mr.  Sims.  Without  asking  for  any  particular  sj^stem,  did  you  not 
say  yesterday  that  many  of  these  systems,  or  some  of  them,  have 
absorbed  many  weak,  unprofitable  lines  and  made  them  a  part  of 
their  system  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Do  j'ou  not  think  that  it  was  a  benefit  to  the  people  on 
those  weak  lines  to  have  them  thus  absorbed? 

Mr.  LovETT.  I  think  it  was. 

Mr.  Sims.  Therefore  this  elimination  of  competition 

Mr.  LovETT.  I  did  not  mean  to  say  that  they  absorbed  weak  lines 
that  were  competitors. 

Mr.  Sims.  You  mean  technically,  I  suppose.  Well,  it  was  a  benefit 
to  them,  or  they  would  not  have  done  it  ? 

Mr.  LovETT.  Yes.    They  got  them  at  a  bargain,  probably. 

Mr.  Sims.  It  became  a  benefit  to  unify  the  service  in  this  area? 

Mr.  LovETT.  Yes.  There  are  a  good  many  lines  that  we  would 
like  to  absorb  that  are  not  competitors  if  we  could  get  them  at  a  satis- 
factory price.    The  question  of  price  enters  in. 

Mr.  Sims.  You  woidd  like  to  absorb  the  Pennsylvania,  I  imagine, 
and  the  New  York  Central,  if  you  could  buy  them  at  a  profit;  I 
mean  if  you  could  make  money  by  doing  so? 

Mr.  LovETT.  It  is  a  little  too  big  for  us. 

Mr.  Sims.  I  said  you  would  like  to ;  I  did  not  say  you  could  do  it. 

Now,  I  do  not  know  whether  you  have  given  thought  to  this  or  not, 
but  when  we  take  the  burden  of  transportation — call  it  a  burden  or 
a  benefit,  whichever  way  you  Avant  to — of  all  transportation,  railway 
and  water,  highway,  trolley  or  other  kind  of  railroad,  transportation 
of  every  kind,  I  will  ask  you  if,  in  a  general  and  large  way,  taken 
altogether  and  all  added  together,  if  it  does  not  amount  to  50  per 
cent  of  the  cost  to  the  ultimate  consumer— what  he  finally  pays  for 
it,  upon  the  average  ? 

Mr.  LovETT.  I  have  no  information  on  that  subject.  Judge  Sims. 

Mr!  Sims.  The  gross  receipts  of  the  railroad  companies  are  shown 
in  round  numbers  to  be  $4,000,000,000  a  year  now  for  such  as  have 
reported  gross  earnings.  Of  course,  the  shipper  or  patron  pays  the 
gross  charge;  he  has  nothing  to  do  with  the  net.  Now,  I  have  not 
heard  of  anybody  claiming  that  the  railroads  of  this  country,  includ- 


838  INTBBSTATB   AND   FOREIGN   TKANSPOETATION. 

ing  every  element  of  value,  are  worth  over  $20,000,000,000.  In  five 
years  the  gross  earnings  would  absolutely  pay  for  every  railroad  in 
the  United  States,  with  all  elements  of  value  now  included. 

Mr.  LovETT.  The  gross  earnings? 

Mr.  Sims.  The  gross  earnings  would  absolutely  pay  for  every  rail- 
road in  the  United  States  in  five  years. 

Mr.  LovETT.  But  who  would  pay  the  operating  expenses  ? 

Mr.  Sims.  I  am  talking  about  what  it  would  cost  the  person  who 
pays  the  gross  earnings ;  and  gross  earnings  of  every  kind  are  net 
losses  to  the  consumer. 

Mr.  LovETT.  Judge  Sims,  you  know  the  cotton  grower  and  the  wheat 
glower  will  tell  you  that  the  producer  pays  the  cost  of  the  freight, 
and  the  man  who  buys  the  cotton  and  wheat  will  probably  say  that 
the  consumer  pays  it.  That  is  a  big  economic  discussion  that  I  can 
not  go  into. 

Mr.  Sims.  If  this  railroad  problem  is  not  a  very  big  economic  one, 
in  a  national  way,  I  do  not  know  why. 

Mr.  LovErr.  It  is ;  ver^'  big. 

Mr.  Sims.  Of  course,  if  rates  are  reduced  from  the  wheat-growing 
regions  of,  say,  Kansas  to  New  York,  the  price  of  wheat  products  will 
be  reduced  to  some  extent  in  New  York,  and  the  price  of  wheat  will 
be  to  some  extent  advanced  in  Kansas,  due  to  that? 

]\Ir.  LovETT.  That  is  a  theory.  Judge. 

jNIr.  Sims.  The  farmer  who  ships  from  Iowa  does  not  get  all  the 
benefit  of  a  reduction  of  rates,  because  if  the  purchaser  of  the  farm 
products  in  New  York,  who  distributes  them  there,  can  buy  them 
that  much  cheaper,  of  course  he  will  do  it.  Consequently,  when 
there-  is  one  cent  more  charged  for  carrying  these  products  from  the 
place  of  production  to  the  place  of  final  and  ultimate  consumption, 
than  might  by  some  change  in  the  method  of  transportation  be 
charged,  it  must  be  either  a  net  loss  entirely  to  the  shipper  or  a  net 
benefit  entirely  to  the  consumer,  or  a  divided  cost  and  reduction? 

Mr.  LovETT.  That  is  a  problem  in  economics  upon  which  I  have 
some  views,  but  I  think  you  are  quite  as  capable  of  deciding  that 
question  as  I  am. 

Mr.  SiBis.  It  seems  to  me  it  is  inevitable  that  such  would  be  the 
result,  only  in  exceptional  circumstances.    Therefore,  every  consumer 
of  products  that  pays  freight  of  any  kind,  wherever  he  may  be  situ- . 
ated,  is  vitally  interested  in  the  cost  of  transportation,  and  that  makes 
him  vitally  interested  in  every  element  of  the  cost  of  transportation. 

Mr.  t/OVETT.  My  own  opinion,  if  I  may  observe  right  here,  is  that 
99  per  cent  of  the  people  of  the  United  States  are  more  interested  in 
the  quality  of  the  service  than  in  these  fine  shades 'of  cost. 

Mr.  Sims.  Mr.  Lovett,  would  a  man  in  New  York,  making  bread, 
care  anything  about  whether  the  wheat  was  shipped  in  a  silver-lined 
car  or  in  an  open  flat,  just  so  he  got  it? 

Mr.  LovETT.  No ;  but  he  would  be  interested  in  facilities  that  would 
put  it  to  him  when  it  was  needed. 

Mr.  Sims.  With  the  greatest  expedition  and  the  least  charge  on  the 
wheat.  Now,  I  want  to  ask  you  another  question,  Mr.  Lovett:  Do 
you  not  think  that  if  conditions  remain  as  they  are  now — if  the  States ; 
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retain  all  their  powers  to  regulate  and  do  the  things  they  are  doing, 
and  the  United  States  Government  exercises  such  as  it  sees  proper — 
that  the  economic  hindrances  which  are  now  felt  by  the  railroad  com- 
panies in  the  way  of  credit  operations  are  going  to  be  increased 
instead  of  decreased? 

Mr.  LovETT.  I  think  so. 

Mr.  Sims.  Is  it  not  naturally  inevitable  ? 

Mr.  LovETT.  I  think  the  present  method  of  regulation  is  intolerable 
or  will  become  so. 

Mr.  Sims.  Do  you  mean  by  "intolerable''  that  it  is  going  to  cost. 
if  it  is  continued  to  its  probabilities,  a  sum  which  the  people  will  not 
agree  to  pay  in  freight  or  passenger  fares? 

Mr.  LovETT.  I  will  not  say  that  it  is  going  to  cost  any  such  sums  as 
you  suggest.  It  may  or  may  not.  But  it  is  going  to  deprive  the 
people  of  the  additional  transportation  facilities  they  must  ha\'e  in 
this  country. 

Mr.  Sims.  And  is  it  not  going  to  inci'ease  the  cost  to  ns  of  those 
that  we  have  ? 

Mr.  LovETT.  I  think  it  will. 

Mr.  Sims.  Why,  this  very  matter  of  terminals;  if  the  cost  of  ter- 
minals is  going  to  be  an  ever-increasing  proportion  to  the  total  cost  of 
a  railway  line,  and  the  cost  of  these  terminals  must  be  absorbed  in 
part  at  least — assumed,  if  j^ou  want  to  use  that  word — even  that  of 
itself  will  increase  the  operating  expenses  of  the  railroads  to  a  very 
great  extent  that  can  not  now  be  foreseen.  Along  a  line  that  is  a 
rather  delicate  one  at  this  time,  can  anybody  foresee  now  what  ell'ect 
or  what  the  cost  of  the  labor  charge  upon  railroad  services  is  going 
to  be  in  the  future  ? 

Mr.  LovETT.  I  can  not. 

Mr.  Sims.  It  is  utterly  impossible  to  foresee  just  what  effect  it  is 
going  to  have  ? 

Mr.  tovETT.  I  am  quite  sure  that  it  will  not  lessen. 

Mr.  Sims.  That  it  will  not  grow  less? 

Mr.  LovETT.  Yes ;  I  do  not  say  that  it  should.  I  think  labor  ought 
to  be  well  paid,  fairly  paid. 

Mr.  Sims.  And  I  see  immediately,  since  the  decision  of  the  Adam- 
son  law  case,  that  the  railroads  are  applying  for  15  per  cent  increase 
in  freight  rates. 

Mr.  LovETT.  I  notice  an  application  is  made  by  most  of  the  roads. 

Mr.  Sims.  I  say  there  is  an  application  for  15  per  cent  increase 
in  freight  rates  due,  I  suppose,  to  some  extent,  perhaps  very  largely,  to 
the  supposed  increase  by  reason  of  putting  the  Adamson  law  into 
operation. 

Mr.  LovETT.  I  read  Mr.  Eea's  statement  to  the  effect  that  increase 
in  the  price  of  coal  alone  added  six  millions  a  year  to  the  operating 
costs  pi  the  Pennsylvania,  and  the  increase  of  the  wages  due  to  the 
application  of  the  Adamson  law  meant  nine  millions,  and  that  the 
increase  in  the  cost  of  all  materials  required  in  maintenance  and 
operation,  which  Mr.  Eea  estimated  at  one  half  of  the  total  cost, 
the  other  half  being  labor,  added  an  amount  which  I  do  not  remem- 
ber, but  which,  Avith  increase  in  taxation  due  to  recent  acts  of  Con- 
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gress,  meant  a  total  addition  to  the  operating  costs  and  taxes  of  the 
Pennsylvania  system  aggregating  $29,000,000  a  year.  If  that  is  true—, 
and  I  have  no  sort  of  doubt  it  is — it  simply  means  that  the  Pennsyl- 
vania and  all  other  roads  similarly  situated  must  have  an  increase  in 
rates. 

Mr.  Adajisok.  Judge  Sims,  pardon  me  right  there.  Congress,  in 
passing  the  Adamson  eight-hour  lavs',  provided  a  method  of  deter- 
mining a  dispute  as  to  whether  there  would  be  an  increased  cost  on  a 
proper  compliance  with  that  law,  and  if  so,  how  much  it  would  he. 
Now,  my  suggestion  to  you  is  that  if  you  would  avoid  that  conflict 
for  the  present  and  avoid  the  law  by  letting  the  men  run  121  miles 
an  hour,  with  properly  loaded  trains,  and  base  your  application  for 
increased  rates  on  the  irrefutable  fact  that  money  is  cheaper  now 
than  at  any  other  time  in  the  history  of  the  world,  and  does  not  buy 
so  much,  I  think  you  would  have  some  hope  of  your  increase. 

Mr.  LovETT.  We  know.  Judge  Adamson,  just  what  it  is  going  to 
cost  us. 

Mr.  Adamson.  You  know  what  it  is  going  to  cost  if  you  do  .not 
regard  it ;  but  if  you  regard  it  and  let  those  men  run  100-mile  runs 
in  eight  hours,  which  they  all  say  they  can  do,  it  will  be  quite  different 
from  Mr.  Eea's  estimates. 

Mr.  LovETT.  Yes ;  those  men  talk — they  are  very  shrewd  and  they 
are  good  negotiators ;  I  do  not  know  any  abler  men  in  the  country — 
but  we  Imow  what  it  amounts  to.  We  know  if  we  increase  the  speed 
of  our  freight  trains  we  have  got  to  reduce  the  load. 

]Mr.  Adamson.  Of  course,  you  have  got  to  reduce  them  to  a  proper 
load. 

Mr.  LovETT.  And  if  we  reduce  the  load,  we  will  have  to  run  more 
freight  trains  and  employ  more  men. 

Mr.  Adamson.  Engineers  and  conductors  came  to  our  committee 
room  and  told  us  that  if  you  figure  on  your  drawhead  breaks  and 
delayed  time  caused  by  derailed  trains,  that  will  more  than  counter- 
balance the  saving. 

Mr.  Lo^TETT.  It  is  too  bad  that  out  of  all  the  supposed  talent  that 
is  engaged  in  railroad  operations  in  this  country,  the  universal  con- 
viction of  the  men  who  are  running  the  railroads  is  to  the  contrary. 
Put  one  of  these  men  that  came  before  your  committee  and  told  you 
that  in  the  positio,n  of  superintendent  and  see  how  long  he  would  act 
on  that  principle. 

Mr.  Adamson.  It  is  too  bad,  but  nevertheless  it  looks  reasonable 
that  all  the  numerous  conductors  and  engineers  who  run  your  trains 
may  be  supposed  to  know  as  much  about  the  actual  physical  opera- 
tion as  superintendents  and  managers. 

Mr.  LovETT.  Yes ;  but  you  must  also  consider  when  a  man  is  trad- 
ing. 

Mr.  Adamson.  We  have  got  to  consider  that;  and  in  considering  , 
that  difference,  we  passed  a  law  to  determine  it.  ' 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  Now,  I  do  not  think  you  are  going  to  get  anywhere, 
by  forestalling  or  trying  to  forestall  the  method  and  instrumentality    . 
provided  by  Congress  to  decide  that  dispute  between  you. 
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Mr.  LovETT.  I  do  not  understand  there  is  any  effort  to  forestall  it; 
but  the  railroads  can  show  to  anybodj^  their  present  condition  re- 
sulting from  these  various .  items.  Thej^  have  so  much  net  mone}% 
the  rates  remain  the  same,  and  we  have  so  much  net  under  former 
conditions.  Here,  for  instance,  is  the  price  of  coal;  we  know  what 
that  is.  We  know  what  these  additional  taxes  are.  We  know  what 
difference  we  are  paying  for  material,  for  eq^iipment,  and  every- 
thing that  is  used  for  maintenance  and  operation  of  the  road.  There 
is  no  theory  about  that.  And  we  think  Ave  know  pretty  well  what 
the  additional  cost  of  the  Adamson  eight-hour  law  is. 

Mr.  Adamson.  You  have  got  a  commission  appointed  to  hear  that 
during  the  next  nine  months. 

Mr.  LovETT.  Yes ;  and  if  we  wait  for  the  report  of  that  commission 
for  nine  months  to  see  what  they  are  going  to  do,  some  of  the  roads 
may  be  in  the  hands  of  a  receiver  in  the  meantime. 

Mr.  Adamson.  You  had  better  change  tlie  way  you  have  been 
figuring  and  tell  the  men  that  necessary  overtime  is  allowed  and  let 
them  run  a  hundred  miles  in  eight  hours,  as  they  said  they  could  do. 

Mr.  LovETT.  I  know  perfectly  well  that  they  can  run  a  hundred 
miles  in  eight  hours;  but  when  they  do  it  we  must  put  on  more  trains 
and  employ  more  men. 

Mr.  Adamson.  You  mean  if  joxi  stop  overloading  your  trains  and 
make  them  less'  than  2  miles  long,  with  two  or  three  engines  at  the 
head  of  each  one,  you  will  have  to  put  on  more  trains,  of  course. 

Mr.  LovETT.  I  deny  very  emphatically  that  they  are  overloading. 

Mr.  Adamson.  It  should  be  required  that  you  do  not  overload  your 
trains  and  do  not  run  them  too  long  and  that  you  do  make  trains  that 
are  mobile. 

Mr.  LovETT.  Any  railroad  maii  that  overloads  his  train  ought  to  be 
fired. 

]\Ir.  Adamson.  I  see  it  down  in  my  country  every  time  I  see  one. 

Mr.  LovETT.  Judge,  perhaps  you  are  not  as  good  a  judge  of  over- 
loading trains  as  railroad  men. 

Mr.  Adamson.  I  have  been  an  administrator  of  railroads  as  long 
as  you  have.  I  have  seen  the  trouble  that  these  men  have  with  trains 
breaking  down  and  costing  you  more  than  if  you  made  them  of  the 
proper  size. 

You  and  I  are  both  administrators  of  these  railroads.  The  dif- 
ference is  that  you  get  paid  for  it  and  I  do  not;  and  I  am  not  on  the 
side  between  one  class  of  employees  and  another. 

Mr.  LovETT.  Nor  am  I,  Judge. 

Mr.  Sims.  Now,  I  want  to  drop  back  to  where  I  started. 

Mr.  Adamson.  I  thought  I  would  relieve  Judge  Sims  for  a  minute. 

Mr.  Sims.  It  was  a  very  interesting  break  in. 

Mr.  EscH.  I  assume  Judge  Lovett  would  like  to  finish  his  testi- 
mony by  half  past  1.  There  are  two  other  members  of  the  com- 
mittee who  have  not  yet  put  their  questions.  Would  it  be  possible 
for  us  to  finish  with  judge  Lovett  to-day  ? 

Mr.  Adamson.  I  will  ask  Mr.  Hamilton  and  Mr.  Townsend  if  they 
can  fiinish. 

Mr.  Sims.  I  am  trying  to  finish  as  quickly  as  I  can. 
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Mr.  Adamson.  How  much  time  do  you  want,  Mr.  Hamilton? 

Mr.  Hamilix)n.  I  do  not  care  how  much  time  I  get.  I  have  only  a 
few  questions. 

Mr.  Adamson.  How  much  time  will  you  take,  Mr.  Sims? 

Mr.  Sims.  It  all  depends  on  Judge  Lovett's  answers. 

Mr.  LovETT.  I  will  answer  yes  and  no,  if  you  so  desire. 

Mr.  Sims.  I  want  you  to  answer  as  you  have  been  answering.  I  am 
after  information.  I  have  not  come  into  this  investigation  with  a 
fixed  opinion  one  way  or  another.  I  want  to  get  all  the  information 
I  can  get  out  of  j'ou  gentlemen.  I  know  this  country  will  regard 
your  opinions  as  entitled  to  weight,  and  I  see  no  objection  on  earth 
to  what  Mr.  Adamson  has  said  or  to  the  answers  Mr.  Lovett  has 
given. 

Mr.  Hamilton.  I  think  the  best  information  on  earth  is  informa- 
tion that  is  boiled  down. 

Mr.  Sims.  Then,  if  you  want  to  abridge  this  examination — if  you 
want  to  boil  it  down — we  might  as  well  say  we  will  adjourn  in  10 
days. 

Mr.  Hajiilton.  Oh,  no. 

Mr.  Sims.  I  do  not  want  to  get  away  from  wliat  I  had  in  my  mind 
and  what  I  was  intending  to  bring  out  by  referring  to  this  application 
for  an  incrense.  With  the  tendency  and  effect  of  State  regulation 
and  the  exercise  of  the  powers  of  the  States  which  they  now  lawfully  ' 
exercise,  from  the  fact  that  Congress  has  not  occupied  the  field — I 
suppose  that  these  railroads  that  liave  applied  for  an  increase  of  rates 
are  candid  and  sincere  and  that  they  would  not  ask  for  it  if  they  did 
not  think  that  they  had  to  have  it;  that  they  are  not  asking  for  it 
simply  to  augment  profits.    I  am  assuming  that  to  be  the  case. 

Mr.  Lo^ETT.  I  think  your  assumption  is  entirely  justified. 

Mr.  Sims.  I  have  no  right  to  draw  any  other  assumption  unless  I 
knew  facts  to  the  contrary.    Now,  suppose  the  Interstate  Commerce  | 
Commission  agrees  with  these  railroad  companies  and  authorizes  the 
increase — it  has  no  power  to  make  it  mandatory,  of  course — but  sup-'| 
pose  that  each  State  through  which  these  several  railroads  run,  witlij] 
reference  to  a  part  or  all  of  the  items  on  which  the  increase  is  made,^| 
exercises  the  power  that  Pennsj'lvania  did  and  nullifies  the  increase. 
Would  the  railroads  get  any  benefit  by  reason  of  the  increase  if  it 
should  be  so  treated  by  all  the  other  States? 

Mr.  LovE'iT.  If  the  decreases  of  the  States  wei'e  put  into  effect  it  is 
obvious  they  would  not.  , 

Mr.  Sisis.  I  am  supposing  they  will  do  like  Pennsylvania;  that  J 
they  will  make  an  order  nullifying  the  increase.  "It  is  within  thej 
powers  of  the  States  in  the  present  condition  of  national  legislation.! 
So  there  is  bound  to  be,  necessarily,  with  the  amount  of  powei'  thats 
the  States  have  and  with  the  unoccupied  Federal  field  covered  by  ,j 
State  legislation  and  with  the  tendency  to  increase  this  exercise  of| 
power  on  the  part  of  the  States,  that  the  commission  is  powerless 
to  put  in  a  rate  or  to  give  a  rate  that  can  be  successfully  operated  > 
or  maintained,  and  therefore  the  uncertainty  must  not  only  remain—  >: 
the  uncei'tainty  that  now^  exists — but  it  must  increase.  Now,  is  notj 
that  a  thing  to  be  reasonably  apprehended?  | 


INTEBSTATE    AND   EOBEIGX    TEANSPOKTAIION.  843 

Mr.  LovETT.  I  have  apprehended  such  conditions.  Of  course,  as 
to  how  far  the  Shreveport  case  may  be  applicable  to  the  particular 
situation  you  describe  I  am  not  prepared  to  say. 

Mr.  Sims.  I  am  speaking  of  possibilities,  and  possibilities  to  the 
States  that  are  profitable  to  their  inhabitants  are  very  likely  to 
become  probabilities.  I  want  to  ask  you,  Judge  Lovett,  if  Congress 
does  not  have  the  power,  within  the  limitations  of  not  making  a  law 
that  will  operate  to  confiscate  property — if  Congress  does  not  have 
the  power  to  declare  all  classes  of  traffic  mailable  matter  and  pre- 
scribe the  rates  of  railway  mail  pay  for  any  and  all  classes  of 
property  ? 

Mr.  Lovett.  I  should  think  so,  within  the  bounds  of  reasonable 
rates. 

Mr.  Sims.  Eailways  doing  an  interstate  business? 

Mr.  Lovett.  Yes,  sir;  I  think  so. 

Mr.  Sims.  Congress  has  created  what  is  called  the  parcel-post  law, 
which  simply  added  a  number  of  articles  and  increased  the  weight 
of  packages  and  also  reduced  the  postage;  and  the  i-aihvays  are 
complying  with  it  because  it  is  not  confiscatory.  Now,  sometimes  we 
get  up  the  idea — at  least  it  so  appears  to  me — that  there  is  something 
sacred  about  the  movement  of  the  United  States  mails;  that  if  a 
strike  should  prevent  the  moving  of  the  United  States  mails,  it  would 
be  of  greater  consequence  to  the  public  on  that  account.  In  other 
words,  if  it  is  criminal  at  all,  or  immoral,  it  would  be  of  a  higher 
order  of  criminality  or  immorality  to  stop  the  United  States  mails 
than  other  kinds  of  property  being  transported,  and  we  should  give 
the  United  States  Government  the  power  to  move  the  United  States 
mails.  I  can  not  see  anything  sacred  about  the  moving  of  the  Sears  & 
Roebuck  catalogue  in  interstate  commerce  i\nj  more  than  moving  a 
dozen  of  eggs  through  interstate  commerce,  or  anj'thing  of  that  sort. 
Now,  if  Congress  can  declare  all  goods  mailable,  regardless  of  size 
or  bulk,  by  simply  prescribing  rules  that  will  make  it  practicable  to 
do  so,  has  not  the  United  States  Government,  through  Congress,  at 
this  time,  the  power  to  absolutely  control  all  intra  and  interstate 
commerce,  so  far  as  the  rate  to  be  paid  and  general  rules  and  regula- 
tions, by  simply  extending  the  present  parcel-post  law  in  the  way  I 
lave  indicated? 

Mr.  Lovett.  I  have  not  supposed  Congress  had  the  power  to  de- 
;lare  everything  mail  matter. 

Mr.  Sims.  Why  not? 

Mr.  Lovett.  It  is  not  mail  matter. 

Mr.  Sims.  AVhat  is  constitutionally  expressed  mail  matter  ? 

Mr.  Lovett.  I  do  not  know  that  the  Constitution  expresses  it. 

Mr.  Sims.  Then  it  is  not  unconstitutional  to  do  it? 

Mr.  Lovett.  Congress  can  not  make  a  cow  a  horse  Idv  simply 
ieclaring  it  so. 

Mr.  Adamson.  The  Constitution  does  not  say  "mail  matter.  it 
says  "  post  offices  and  post  roads."  _ 

Mr.  Lovett.  I  think  this  answers  your  question.  Judge  Sims,  if  I 
understand  it:  Congress  has  the  same  power  over  interstate  com- 
merce and  with  respect  to  the  movement  of  interstate  commerce  as  it 
las  with  respect  to  the  movement  of  the  mails. 
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Mr.  Sims.  Now,  in  practice  and  in  theory,  what  is  the  difference 
in  sending  a  60-pound  package  over  a  railway  train 

Mr.  LovETT.  And  sending  a  carload  of  coal? 

Mr.  Sims.  Ves ;  and  sending  a  500-ponnd  package  ? 

Mr.  LovETT.  The  difference  is  a  50-pound  package  and  a  500- 
pound  package. 

Mr.  Sims.  I  mean  in  principle  and  legal  effect  or  constitutional 
power.  The  facilities  certainly  do  not  depend  upon  constitutional 
requirements.  I  think  your  first  answer  was  exactly  correct,  that 
Congress  does  have  the  power.  It  might  not  be  wise  to  exercise  it, 
and  it  may  never  do  it,  but  it  does  have  the  power  to  declare  all  kinds 
of  products  transportable  in  the  mails,  and  prescribe  the  classes  and 
the  rates  and  everything  as  it  does  now,  touching  the  present  parcel 
post. 

Mr.  LovETT.  I  stated  in  my  answers  to  questions  before,  several 
times,  that  according  to  my  'understanding  of  the  power  of  Congress 
under  the  Constitution,  Congress  can  make  complete  regulation  of 
commerce  on  interstate  railroads — railroads  engaged  in  interstate 
commerce.  T  believe  it  can  do  that  without  the  necessity  of  declar- 
ing a  carload  of  coal  to  be  parcel-post  matter — subject  to  parcel-post 
transportation  or  mail  matter.  It  comes  under  the  power  of  Congress 
to  regulate  interstate  commerce.  I  think  Congress  has  complete 
power  over  the  subject,  with  existing  corporations,  and  it  is  merely 
a.  question  as  to  what  is  the  best  and  most  practical  method  of  deal- 
ing with  the  subject — how  will  operate — whethei'  best  on  existing  cor- 
porations or  whether  it  will  be  better  to  make  them  Federal  corpora- 
tions  

Mr.  Sims.  I  ain  coming  to  that.  If  we  grant  compulsory  national 
charters,  can  we  not  make  that  one  of  the  general  pro;visions,  that 
the  railroad  company  shall  carry,  at  the  rates  prescribed,  whatever 
Congi'css  declares  to  be  mailable  matter  or  subject  to  be  carried  by 
these  railroads,  and  prescribe  the  terms? 

Mr.  LovETT.  That  is  a  constitutional  question.  If  Federal  incor- 
poration were  not  compulsory,  but  left  optional,  Congress  could  re- 
<]uire  corporations,  as  a  condition,  to  assent  to  any  condition  that 
Congress  might  impose,  and  it  would  be  a  part  of  the  contract.  But 
if  it  is  to  be  compulsory,  I  do  not  think  Congress  can  compel  them 
to  carry  except  at  reasonable  rates. 

Mr.  Sims.  A  rate  that  is  not  confiscatory  is  constitutional,  is  it  not? 

Mr.  IjOvett.  I  think  it  is. 

Mr.  Sims.  It  can,  in  this  way,  take  charge  of  the  traffic  all  over 
tlie  country? 

Mr.  Lo\TETT.  Yes. 

Mr.  Sims.  And  in  which  case,  the  States  through  which  the  rail- 
i'oad  may  run,  through  its  regulations,  could  not  affect  it? 

Mr.  LovETT.  No ;  it  could  not. 

Mr.  Sims.  And  that  is  one  of  the  things  that  is  thought  to  be  to 
the  economic  advantage  of  the  railway  service  of  the  country. 

Mr.  LovETT.  To  the  extent  that  it  involves  rates  and  the  issuing  , 
of  securities 

Mr.  Sims.  Eates  is  all  of  it.    That  is  very  fundamental,  is  it  not:? 

Mr.  LovETT.  No ;  I  think  the  most  urgent  aspect  of  the  matter  is 
the  necessity  of  regulating  the  issuance  of  securities. 
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Mr.  Sims.  How  can  you  market  securities  unless  you  can  show  to 
the  parties  to  whom  you  wish  to  sell  them,  that  you  have  a  rate  that 
will  enable  you  to  pay  the  interest  ? 

Mr.  LovETT.  You  can  not. 

Mr.  Sims.  Then,  rates  is  a  fundamental  matter  then,  is  it  not? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  As  stated  yesterday. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  You  remember  Senator  Cummins's  inquiry  the  other  day 
of  you  was,  in  substance,  what  can  be  done  to  give  the  weak  railroads 
what  they  need  and  must  have,  without  giving  the  strong  roads  the 
same  degree  of  aid,  which  they  do  not  need  ?  I  believe  that  was  the 
substance  of  Senator  Cummins's  question. 

Mr.  LovBTT.  I  should  prefer  to  refer  to  the  record. 

Mr.  Sims.  That  covers  the  substance  of  the  inquiry.  As  I  under- 
stand, he  wanted  to  laiow  what  Congress  can  do — what  can  be  done — 
to  give  the  weak  railroads  such  relief  as  they  need,  without  giving 
that  same  relief  to  the  strong  roads,  which  do  not  need  it. 

Mr.  LovETT.  I  think  I  expressed  my  views  on  that. 

Mr.  Sims.  And  your  views  were  that  the  Government  would  have 
to  do  it;  that  it  could  not  be  done  without  the  other  roads  partici- 
pating in  it. 

Mr.  LovETT.  Or,  in  substance,  that  I  do  not  believe  Congress  or 
the  Government  could  compel  a  comparatively  small  group  of  people 
owning  the  stock  of  the  prosperous  roads  to  assume  for  the  whole 
country,  or  for  the  patrons  of  a  weak  road,  a  burden  that  did  not 
concern  them,  but  concerned,  rather,  the  whole  country;  that  if  the 
interests  of  the  country  required  the  weak  road  to  be  operated,  then 
either  the  Government  or  the  whole  people  should  bear  the  burden, 
or  the  people  who  are  served  by  that  road  should  bear  it.  That  it 
should  not  be  put  on  a  particular  group  of  people  who  have  no  in- 
terest in  the  matter. 

Mr.  Sims.  That  looks  like  it  applies  to  great  terminals  as  well. 

Mr.  LovETT.  I  do  not  think  it  is  analagous.  A  great  bridge  may 
be  required  to  be  built  over  some  stream  involving  an  extraordinary 
expense.  That  may  be  used  only  by  this  particular  line  for  a  certain 
portion  of  its  haul 

Mr.  Sims.  And  the  railroad  must  necessarily  collect  something 
more  out  of  that  portion  of  the  haul  that  does  not  use  the  bridge  than 
they  would  ordinarily  charge. 

Mr.  LovETT.  You  can  not  separate  it. 

Mr.  Sims.  And  that  railroad  could  not  exist  without  doing  that. 

Mr.  LovETT.  Of  course  not. 

Mr.  Sims.  Because  it  would  be  so  oppressive  to  the  freight  that 
did  go  through  the  tunnel,  where  it  goes  over  a  mountain  or  a  bridge, 
where  it  traverses  a  stream — it  would  be  so  oppressive  to  that  par- 
ticular traffic  as  to  prevent  the  traffic  from  moving. 

Mr.  LovETT.  The  Union  Pacific  has  several  hundred  miles  of  rail- 
road that  does  not  produce  a  dollar. 

Mr.  Sims.  I  know  it  will  be  a  matter  of  relief  to  the  committee,  if 
not  to  you — I  am  about  to  quit — but  I  want  to  come  down  now  to  the 
inevitable. 
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Mr.  LoYETT.  Not  on  my  account.  -.^ 

Mr.  Sims.  No  ;  not  on  yours.     I  have  no  mercy  on  you-  . 

Now,  looking  at  it  as  I  do,  that  regulation  will  increase  instead!- 
of  decreasing  tnrough  Congress,  through  the  States,  and  every  other 
regulating  power,  I  can  see  how  that  regulation  may  not  be  profitable 
to  the  present  stockholders  of  these  railroads.  I  can  see  very  easily 
how  it  may  make  it  less  profitable,  but  the  object  of  all  that  regulation 
is,  as  I  understand  it,  for  the  benefit  of  the  public,  as  viewed  by  the 
regulating  body.  Now,  if  the  Pennsylvania  Railroad  serves  a  section, 
which  it  does  serve,  better  than  it  ever  was  served  before,  by  means 
of  consolidation  and  unification;  by  means  of  the  economies  it  is 
able  to  adopt,  why  would  it  not  be  a  good  thing  to  have  the  Pennsyl- 
vania Railroad  serve  the  whole  United  States?  Of  course,  it  would 
eliminate  these  things  you  spoke  of  in  the  way  of  competitive  service, 

Mr.  LovETT.  The  answer  to  that  is 

Mr.  Sims.  That  would  apply  to  the  Union  Pacific  or  any  other 
well-regulated  railroad. 

Mr.  LovETT.  In  other  words,  whether  one  railroad  should  not  own 
them  all? 

Mr.  Sims.  And  let  this  charge  for  transportation  facilities,  like 
you  said  about  the  bridge  and  tunnel,  fall  on  the  whole  country. 

Mr.  LovETT.  My  judgment,  as  I  have  expressed  it  several  times,  is 
that  it  would  absolutely  eliminate  competition,  and  it  tvould,  be  a 
great  detriment  to  the  country ;  it  would  cause  stagnation  of  improve- 
ments in  railroad  fncilities.  You  would  net  have  the  conveniences 
and  service  and  facilities  which  you  have  to-day.  It  takes  the  spur 
of  competition  and  the  spur  of  example  to  make  these  improvements 
and  develop  initiative.  There  was  never  a  truer  expression  than 
"  necessity  is  the  mother  of  invention,"  and  the  necessity  of  meeting  ' 
competition  is  responsible  for  the  development  and  inventions  in  the 
railroad  service  to  a  very  great  extent.  There  is  a  difference  of 
opinion  among  railroad  men,  but  my  best  judgment  is  that  competi- 
tion in  service  and  facilities  is  necessary  for  the  development  and 
improvement  and  progress  of  the  railroad  business  of  this  country, 
and  to  avoid  stagnation. 

Mr.  Sims.  Now,  Judge,  don't  you  think,  if  what  you  say  is  true— 
I  am  not  controverting  it — that  if  competition  in  ownership  is  a 
benefit  to  the  whole  service,  don't  you  think,  then,  that  competition 
in  regulation  might  tend  in  the  same  direction  ? 

Mr.  LovETT.  No,  sir;  it  is  a  hamper. 

Mr.  Sims.  You  are  not  in  favor  of  competitive  regulation? 

Mr.  LovETT.  I  am  not. 

Mr.  Sims.  But  you  are  in  favor  of  competitive  ownership  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  But  you  must  admit 

Mr.  LovETT.  I  do  not  know ;  "  competitive  ownership  "  is  a  new 
phrase.     I  am  in  favor  of  competition  in  service  and  facilities. 

Mr.  Sims.  Then  you  are  in  favor  of  competition  in  ownership. 

Mr.  LovETT.  I  will  accept  that  phrase.     It  is  a  new  one  to  me. 

Mr.  Sims.  What  you  mean  is  the  railroads  should  not  be  owned  by  ■ 
one  company. 

Mr.  LovETT.  Yes ;  I  will  accept  your  answer  to  that  question.         "-t 

Mr.  Sims.  Is  it  not  a  fact  that,  as  a  rule,  your  railroad  company, 
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<0T  -.smf  other  railroad,  will  not  do  a  thing  unless  it  will  operate  in  a 
jgeneual  way  as  a  benefit  to  the  company  ?  , 

Mr.  LovETT.  It  depends  on  your  definition  of  "  benefits."  We  do  a 
greEfifc  many  things  that  produce  no  financial  reward  or  return,  but 
it  gees  to  the  general  improvement  of  the  public  relations,  or  it  may 
he  advertising  or  any  other  matter.  It  is  to  our  benefit  to  have  the 
good  will  of  the  people.  We  do  a  great  many  things  for  the  sake  of 
go©d  will. 

Mr.  Sims.  And  you  think  that  competition  between  different  com- 
panies serving  the  public  brings  about  more  good  to  the  public  ? 

Mr.  LovETT.  More  regard  for  the  public. 

Mr.  Sims.  Does  not  competition  in  systems  as  well  as, in  railroads 
result  in  duplication  of  the  instruments  of  service — unnecessary 
■dxqplication  of  instruments  of  service? 

Mr.  Lo'vETT.  Yes. 

Mr.  Sims.  And  therefore  adds  to  the  general  expense  growing 
out  of  competition? 

Mr.  LovEiT.  Yes. 

Mr.  Sims.  Now  as  legislators  we  have  to  decide  between  necessary 
facilities — those  that  are  absolutely  necessarj' — and  increased  con- 
veniences or  luxuries.  In  deciding  between  them  which  do  you 
tiiink  the  country  would  indorse  ? 

Mr.  LovETT.  Why,  Judge  Sims,  the  American  people  is  a  Nation 
of  spenders  and  are  progressive.  They  do  not  want  to  be  held 
down  to  the  smallest  amount  on  which  they  can  get  through.  They 
want  the  facilities  and  conveniences  of  doing  Dusiness  and  they 
want  comforts,  and,  generally,  they  are  willing  to  pay  for  them. 
I  do  not  think  anybody  would  want  to  see  the  Pennsylvania  ter- 
minal in  New  York  or  the  New  York  Central  terminal  in  New  York 
eliminated,  to  avoid  an  infinitesimal  amount  in  the  general  cost  of 
the  transportation  afforded  by  those  companies.  We  must  have 
improvements  and  progress.  The  sentiment  of  the  people,  I  hope, 
never  will  be  such  that  they  want  to  get  through  on  the  smallest 
possible  amount. 

Mr.  Sims.  Suppose  the  New  York  Central,  of  which  you  are  a 
director,  should  run  sleepers,  without  charge,  on  their  lines.  The 
Pennsylvania,  serving  the  same  points,  would  have  to  do  it  also, 
would  it  not? 

Mr.  LovETT.  Undoubtedly. 

Mr.  Sims.  You  would  either  lose  money  by  doing  so  or  charge 
the  people  not  using  those  sleeping  cars  more  than  they  would 
otherwise  be  charged  for  the  service  rendered  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  That  explains  the  difference  between  what  I  think  is  a 
luxury  or  comfort  and  a  necessity.  I  do  not  believe  it  is  wise  for 
us  to  adopt  any  policv  which  would  permit  increased  cost  upon  the 
necessaries  of  life,  that  must  move,  simply  in  order  that  some  people, 
who  are  not  limited  in  their  resources,  may  have  accommodations  foi* 
which  they  do  not  wholly  pay  for.  ,  ,  ^  ^^  ^^  ^^  ^  ,  r.  x  i 
Mr.  LovETT.  There  is  no  danger  of  that.  If  the  New  York  Central 
or  the  Pennsylvania  should  give  free  sleeping  service,  and  wanted  to 
increase  their  rates,  the  Interstate  Commerce  Commission  would 
say  to  them  that  the  burden  of  transportation  was  not  properly  dig- 
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tributed,  and  that  they  should  charge  the  man  using  those  accommo- 
dations, and  get  the  revenue  they  wanted  out  of  the  men  being  car- 
ried free  in  the  sleeping  cars. 

Mr.  Sims.  Don't  you  think  that  is  exactly  what  they  ought  to  say? 

Mr.  LovETT.  Yes;  and,  therefore,  there  is  no  danger  from  that 
source. 

Mr.  Sims.  Why  not,  if  competition  makes  it  necessary  ? 

Mr.  LovETT.  Because  they  know  the  country  would  not  stand  for  it. 

Mr.  Sims.  Supposing  the  New  York  Central  and  the  Pennsyl- 
vania, both  serving  Chicago — one  should  furnish  free  sleeping  cars; 
the  other  would  have  to  do  it,  would  it  not  ? 

Mr.  LovET*!.  Yes. 

Mr.  Sims.  And  would  they  not  get  their  money  for  that  service 
out  of  the  other  people  using  these  transportation  facilities? 

Mr.  LovETT,  No;  the  Interstate  Commerce  Commission  would  Say 
to  them,  "If  you  can  afford  to  run  these  cars  free,  you  can  reduce 
your  freight  rates,  because  you  are  not  distributing  the  cost  of  your 
service  properly.    We  will  make  you  reduce  them." 

Mr.  Sims.  Would  you  not  come  back  and  say,  just  as  you  have 
about  the  terminals,  that  it  increases  the  popularity  of  the  road  and 
the  service  to  the  patrons  ? 

Mr.  LovETT.  They  are  not  analogous  at  all.  Judge. 

Mr.  Sims.  They  may  not  be.  I  am  trying  to  ask  questions  in  order 
that  I  may  get  this  information  from  you. 

Mr.  LovETT.  Then  I  would  say,  as  an  answer,  that  there  is  no  sort 
of  relation  between  suitable  terminal  facilities  and  free  sleeping  fa- 
cilities. 

Mr.  Sims.  If  you  pay  twice  as  much  for  a  terminal  in  New  York 
as  is  needed  from  the  standpoint  of  necessity,  I  can  not  see  why  you 
should  not  be  permitted  to  do  some  other  expensive  service  along 
that  line  if  it  is  made  necessary  by  competition. 

Mr.  LovETT.  That  is,  assuming  they  paid  twice  as  much  as  was 
necessary. 

Mr.  Sims.  I  am  assuming  they  did,  and  that  it  was  made  necessary  ; 
by  one  terminal  being  built,  making  it  necessary  to  build  the  othei;.,' 

Mr.  LovETT.  I  will  have  to  take  the  contrary  assumption  that  they 
did  not. 

Mr.  Sims.  I  want  to  ask  you  how  can  any  theory  of  public-utility ' 
economics  justify  the  placing  of  Mr.  Cassatt's  statue  in  the  Pennsyl- 
vania Station  in  New  York  if  it  becomes  a  charge  on  the  whole  line? 

Mr.  LovETT.  I  think  that  was  a  very  proper  and  appropriate  ex- 
penditure of  the  company's  money. 

Mr.  Sims.  Of  the  stockholders'  money? 

Mr.  LovETT.  Well,  of  the  stockholders'  money. 

Mr.  Sims.  That  is  right — the  stockholders'  money. 

Mr.  LovETT.  I  think  it  was  a  very  proper  expenditure,  whethei 
you  choose  to  call  it  the  company's  money  or  the  public's  money.  Mr- 
Cassatt  conceived  that  enterprise,  and  he  pulled  the  Pennsylvania 
Kailroad  almost  out  of  the  mud  and  made  a  great  railroad  out  of  it. 
I  think  he  was  one  of  the  greatest  benefactors  of  the  country. 

Mr.  Adamson.  Considered  merely  as  an  ornamental  statue,  does 
not  Mr.  Cassatt's  statue  look  as  well  there  as  anybody  else's 
would  look? 
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Mr.  LovETT.  Perhaps  more  so. 

Mr.  Sims.  I  am  holding  it  is  not  necessary  to  put  his  statue  or 
anybody  else's  statue  there. 

Mr.  LovETT.  That  is  where  you  and  I  differ.  You  assume  that  the 
people  of  this  country  want  to  hold  the  railroads  down  to  the  last 
cent  in  expenditures  for  necessities.  I  do  not  believe  that  is  correct. 
I  believe  it  is  the  policy  of  the  Government,  and  I  think  it  is  the 
wish  of  the  people,  that  we  should  make  progress  and  development. 

Mr.  Sims.  I  do  not  care  how  much  the  railroad  owners  spend  of 
their  own  money,  but  I  do  object  seriously  to  the  owners  imposing 
this  cost  or  tax  upon  the  patrons  of  the  railroad,  simply  to  meet  a 
certain  standard  of  taste  or  art  that  they  themselves  regard  as  de- 
sirable. 

Mr.  EscH.  This  city  has  been  filled  with  statues  at  the  expense  of 
the  people. 

Mr.  Adamson.  Along  that  line,  I  will  say  that  one  of  the  railroads 
in  Atlanta  has  a  flower  garden  in  the  grounds  around  the  depot. 

Mr.  Sims.  There  is  no  objection  to  putting  these  ornaments  there, 
or  taxing  the  people  of  the  country  for  statues  in  this  city,  but 
remember  that  the  taxing  power  puts  them  there.  Whenever  a  rail- 
road goes  to  ornamenting  its  property  with  something  not  conducive 
to  and  not  aiding  it  in  the  services  performed  for  the  public,  involun- 
tarily paid  by  the  public,  to  comply  with  a  requirement  of  art  or 
taste  that  they  may  have. 

Mr.  Adamson.  If  Judge  Sims  will  just  yield  to  me  for  a  minute, 
while  he  is  on  this  subject  of  discrimination,  I  would  like  to  ask  if 
it  is  fair  on  the  part  of  the  railroads  to  transport  Tom  Thumb,  who 
only  weighs  75  pounds,  at  the  same  rate  they  transport  OUie  James, 
who  weighs  nearly  500  pounds  ? 

Mr.  Sims.  Self-interest  forbids  my  being  a  disinterested  witness. 

Mr.  Hamilton.  I  want  to  say,  for  illustration,  that  the  station  in 
my  town,  on  the  Michigan  Central,  or  the  New  York  Central  line,  has 
been  greatly  Ibeautified.  The  company  has  spent  a  great  deal  of 
money  beautifying  the  grounds,  so  that  it  is  one  of  the  most  beautiful 
stations  anywhere  in  the  country,  and  nobody  complains  about  it. 
The  people  all  along  the  line  are  proud  of  it.  I  think  that  is  the 
general  feeling.  They  are  glad  to  see  the  stations  of  the  railroads 
improved  and  beautified. 

-  Mr.  Sims.  Certainly.  I  am  glad  to  see  some  women  beautified  and 
ornamented,  but  you  do  not  want  to  pay  for  beautifying  every  woman 
in  the  country  out  of  the  Public  Treasury. 

Mr.  Hamilton.  They  do  not  have  to  pay  for  it. 

Mr.  Adamson.  I  insist  that  it  is  rank  discrimination  for  the  rail- 
roads to  transport  Judge  Sims  and,  for  instance,  one  of  the  news- 
paper  men  over  there,  not  weighing  half  as  much  as  Judge  Sims,  for 
the  same  rate.  Why  is  it  fair  to  let  a  big  man  nde  for  the  same 
rate  as  a  small  man ?  •  •  •  •       .i         ,.• 

Mr.  Sims.  I  do  not  want  to  be  understood  as  criticizmg  the  putting 
of  the  statue  of  Mr.  Cassatt  in  the  New  York  Pennsylvania  Station. 
I  was  trying  to  illustrate  an  unbridled  and  unhmited  power  of  a 
public-service  corporation  to  make  an  expenditure  not  necessarily 
related  to  the  service  perif ormed.  n      ,      ,         •     •  i 

'  Mr.  LovETT.  We  violate  what  I  understand  to  be  the  principle  you 
favor  in  passenger  cars  we  buy ;  we  include  things  that  are  not  abso- 
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lutely  necessary  to  the  use  of  the  car.  In  every  statfei^.  Tre  buili 
we  violate  that  principle.  Every  other  railroad  does  tlj«:.^Tne  thing. 
Mr  Sims.  I  have  not  any  doubt  that  these  gardens---- 
Mr  LovETT  Yes^  we  try  to  keep  gardens  at  stations  iix  the  Eocky 
Mountains.  If  we  felt  there  was  public  sentimenjt.  ajgainst  thosQ. 
things,  we  would  not  do  them. 

Mr   Adamson.  When  the  president  of  a  railroad!  wears  a  Priflqe. 
Albert  coat  he  has  two  buttons  on  the  back  whieh  do.  not  buttoij, 
anything  on  the  face  of  the  earth,  and  somebody  might  obifi<it.1iO;th9<li.. 
Mr  Sims   I  really  want  to  finish  my  questions, 
Mr  Hamilton,  those  buttons  have  a  historic  purppeeh.  .. 

Mr  Sims  Judge  Lovett,  I  understood  you  to,  say^  allfelltoHgb  \^m 
not  repeating  your  words  exactly,  and  I  dp,  not  want  to.  M!ssta,l||; 
them  that  the  Union  Pacific  Eailroad  provides  tor  the  cr^ljioiiai  af 
a  pension  fund,"  or  sick-benefit  fund,  or  tMiigs  g-loag  that  lia^.fesr 
their  employees,  and  that  the  cost  of  tfc#.t  ig,  to.  b%  <^ar^  \»p  as 
operating  expenses. 

Mr.  Lovett.  Yes.  ■  ^ 

Mr.  Sims.  That  is  true,  is  it? 
Mr.  Lovett.  Yes. 

Mr.  Sims.  Now,  that  operatiii^'  ^:pen,sfe  is  paid  by  patrons  of  the 
road,  is  it  not? 
Mr.  Lovett.  Yes. 

Mr.  Sims.  And  that  is  p»id  for  by  those  who  use  th^  road? 
Mr.  Lovett.  Yes.  _  .  - 

Mr.  Sims.  I  think  you  further  stated  that  in  case  the  employees, 
left  the  road,  quit  the  service,  that  they  lost  these  benefits? 
Mr.  Lovett.  Yes. 

Mr.  Sims.  Then  you  offer  these  benefits  as  an  induQement  for  them 
to  continue  their  service,  in  part  ? 
Mr.  Lovett.  Yes.  ' 

Mr.  Sims.  And  the  public  is  paying  for  those  inducements?      ^  •.  ■. 
Mr.  Lovett.  Yes. 

Mr.  Sims.  But  you  think,  I  suppose,  that  in  a  general  way  the 
service  of  the  road  is  enhanced,  its  ability  to  serve  the  public  is  in- 
creased, by  such  a  policy  to  the  extent  of  the  cost? 

Mr.  Lovett.  It  is  one  of  the  inducements  to  the  men  to  take  the 
service,  just  like  the  salary.  We  pay  the  wages  provided  under 
the  Adamson  bill  for  the  purpose  of  keeping  them  in  the  service. ,  It 
is  an  inducement. 

Mr.  Adamson.  I  demand  that  you  comply  with  the  law,  that  there 
be  no  overtime,  and  that  you  be  declared  criminal  if  you  do  not  quit, 
[Laughter.]  r^ 

Mr.  Sims.  Then,  is  it  not  done  to  prevent  strikes  on  that  railroad? 
Mr.  Lovett.  I  do  not  think  it  will  prevent  any  strikes.  ; 

Mr.  Sims.  I  mean,  is  that  not  the  purpose  you  have  in  view? 
Mr.  Lovett.  I  believe  a  man  will  think  the  second  time  before  he 
gives  up  that  employment  and  takes  the  ri^  of  not  getting  back. 
Judge  Sims,  we  have  built  clubhouses  at  various  points. 
Mr.  Sims.  And  eating  houses,  which  you  have  described? 
Mr.  Lovett.  No  ;  we  do  not  build  eating  houses. 
Mr.  Sims.  I  thought  you  said  vou  built  eating  houses  the  other 
day.  "  ...  .; 
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Mr.  LovETT.  No.  We  have  built  clubhouses  costing  anywhen 
from  $20,000  to  $50,000  each,  equipped  with  baths  and  reading  roomi 
and  various  other  facilities  to  make  the  men  comfortable,  where  th< 
men  can  go  as  you  would  go  to  a  club.  We  make  them  attractive 
We  did  not  have  to  do  that,  but  we  believed  it  would  make  employ 
ment  on  the  road  more  attractive  to  the  men — keep  them  away  f  ron 
saloons,  perhaps.  In  many  western  towns  the  saloon  is  about  th( 
only  place  in  certain  hours  of  the  night  where  there  will  be  a  hous( 
open. 

Mr.  Sims.  You  mean  you  have  lockers  in  those  clubhouses? 

Mr.  LovETT.  Yes;  we  do. 

Mr.  Sims.  You  consider  the  erection  of  those  clubhouses  both  eco 
jQomic  and  humanitarian^  I  suppose? 

_Mr.  LovETT.  Yes.  We  did  it  for  a  variety  of  considerations 
Firstj  to  make  the  place  attractive  to  the  men,  take  care  of  them 
make  them  better  men  and  afford  them  better  working  conditions. 

Mr.  Sims.  While  from  the  standpoint  of  private  ownership  yoi 
.  have  the  right  to  fill  your  central  station  with  statues  of  anybody— 
yours  or  anybody  else's — ^you  have  the  right  to  choose  to  do  all  thes( 
things  with  your  own  money,  to  do  just  as  you  please,  so  long  as  yoi 
are  not  interfering  with  anybody  else.  The  only  question  about  these 
things  is  that  when  there  is  an  ever-increasing  burden  upon  the  rail 
roads,  as  admitted  by  yourself,  an  ever-increasing  tendency  to  thu! 
increase  expenses,  and  a  character  of  regulation  which  adds  to  you: 
expenses,  do  you  not  think  that  improvements  like  the  statue  referrec 
to  should  be  charged  to  the  dividends  of  the  owners?  In  othe: 
words,  that  they  should  be  paid  for  by  the  owners  ? 

Mr.  LovETT.  I  do  not. 

Mr.  Sims.   And  not  by  the  public?  , 

Mr.  LovETT.  I  think  they  should  be  charged  as  part  of  the  expense: 
of  the  road. 

Mr.  Sims.  If  you  can  charge  any  part  of  such  expenditures  to  ex 
pense  you  can  charge  all  such  things  to  expense,  can  you  not  ? 

Mr.  LovETT.  Yes.  I  do  not  know  how  the  Cassatt  statue  was 
charged. 

Mr.  Sims.  I  do  not  know,  and  I  do  not  care.  It  may  have  beei 
put  there  by  an  individual  admirer  of  Mr.  Cassatt. 

Mr.  LovETT.  I  represent  the  public  that  my  road  serves,  and  I  rep 
resent  as  well  the  stockholders,  the  bondholders,  the  employees,  anc 
our  trustees,  for  everybody  else,  and  we  do  not  expend  any  money  w( 
think  the  public  would  disapprove  of  or  the  public  object  to  paying 
interest  in  the  way  of  freight  rates.  We  never  have  spent  a  dollai 
that  I  thought  the  patrons  of  our  road  would  object  to.  I  believe  oui 
.  patrons  approve  of  the  building  of  these  clubhouses  and  the  growin| 
of  these  flower  and  grass  plots  at  the  stations. 

Mr.  Sims.  The  necessary  requirements  for  the  future  deyelopmeni 
of  the  country  are  such  that  freight  rates  should  grow  less  instead  oi 
larger.     Is  that  not  true?  »    ,    ,  , ,.     -,■ 

Mr.  LovETT.  If  the  time  ever  comes  when  I  feel  the  public  dis 
approves  of  these  things  I  would  want  to  quit  the  railroad  business 
,'  Mr.  Sims.  It  is  not  a  question  of  the  public  approving  when  th( 
rates  are  going  up  all  the  time.  They  have  got  to  pay  the  rates 
whether  they  approve  or  do  not  approve  them^  and  you  are  speaking 
of  the  multiplicity  of  regulation  as  tending  to  increase  your  expenses 
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•which  naturally  brings  about  the  question  of  the  amount  to  be 
charged  for  your  service,  and  you  have  nothing  but  service  to  sell. 

Now,  everything  that  brings  about  an  increase  in  expenses  are 
reasons  or  grounds  or  excuses  for  increasing  freight  rates.  It  seems 
to  me,  in  view  of  the  situation,  that  all  such  improvements,  such  as  a 
fine  terminal  or  a  fine  sleeping-car  service,  should  fall  as  far  as  pos- 
sible upon  those  who  use  such  facilities.  Now,  I  want  to  make  a  sug- 
gestion as  an  answer  to  Senator  Cummins's  inquiry  the  other  day, 
and  you  -can  express  your  opinion  or  not,  as  you  may  desire,  as  to  the 
suggestion.  I  am  trying  to  look  at  this  question  from  the  stand- 
pomt  of  what  is  best  for  the  whole  country,  including  the  carriers 
and  including  the  people  who  are  served  by  the  carriers. 

Mr.  LovETT.  So  am  I,  Judge  Sims. 

Mr.  Sims.  And  including  those  whose  cost  of  living,  in  a,  large  part, 
depends  upon  transportation  costs. 

Here  is  the  way  I  would  answer  Senator  Cummins's  question  and 
retain  private  ownership.  Of  course  everybody  knows  that  the 
alternative,  when  everything  else  fails,  is  Government  ownership. 
You  said  a  while  ago  if  the  people  did  so  and  so  you  would  want  to  go 
out  of  the  railroad  business.  That  means,  as  a  matter  of. course, 
certain  kinds  of  regulation.  If  the  railroads  become  unprofitable 
the  people  who  own  them  will  want  to  dispose  of  them,  and  what 
makes  me  think  they  are  profitable  is  that  there  does  not  seem  to  be 
any  demand  for  Government  ownership  by  the  stockholders  of  the 
railroads.  I  think  that  this  country,  in  order  to  further  develop  as 
it  should  as  a  whole,  must  have  increased  railroad  facilities,  and;  if 
possible,  diminishing  freight  charges  if  it  is  possible. 

Now,  as  to  private  ownership  I  am  going  to  suggest  the  following. 
On  the  questions  of  eliminating  competition  by  systems,  or  otherwise,! 
and  i»  order  that  the  weak  roads  may  be  supported  by  the  strong, 
my  answer  to  Senator  Cummins  would  be  this : 

Create  a  national  corporation  and  authorize  it  to  purchase  all  the" 
railroads,  terminals,  docks,  and  other  property  necessarily  connected- 
with  the  operation  of  the  railroads  through  agreement  as  to  the  value 
of  the  roads  so  purchased,  to  be  approved  by  the  Interstate  Commerce . 
Commission,  or  through  condemnation,  sale,  and  purchase.  The 
mony  to  be  raised  by  an  issue  of  bonds  bearing  not  exceeding  4  per 
cent  interest,  guaranteed  as  to  both  principal  and  interest  by  the 
United  States  Government,  and  to  be  free  from  all  taxation,  both  as 
to  principal  and  interest  by  the  United  States  Government,  or  any 
other  taxing  power,  and  also  by  the  issuance  of  capital  stock  in 
amounts  to  be  determined  by  the  Interstate  Commerce  Commission, 
but  upon  which  no  dividends  are  ever  to  be  paid  in  excess  of  6  per 
cent  per  annum,  but  no  taxes  of  any  kind  or  by  any  taxing  power  ever 
to  be  levied  or  collected,  both  as  to  the  stock  and  dividends  thereon. 
That  all  rates  and  charges  of  every  character  are  to  be  subject  to'  the 
approval  of  the  Interstate  Commerce  Commission  before  being,  put 
into  effect;  that  all  improvements  of  existing  railroad  properties 
requiring  the  sale  of  stocks  or  bonds  or  both,  shall  first  be  authorized 
and  approved  by  the  Interstate  Commerce  Commission,  provided 
that  all  surplus  revenues  of  the  corporation  shall  be  first  applibd'to 
the  maintenance  of  the  road  and  structures  and  the  cost  of  such  new 
ilnprovements  before  using  any  of  the  proceeds  of  such  bond  and  stock 
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sales.  I  mean  after  paying  the  dividends  and  interest.  That  said 
corporation  shall  be  authorized  and  required  to  build  any  and  all 
such  additional  railroads  that  may  be  required  by  act  of  Congress, 
or  by  the  order  of  the  Interstate  Commerce  Commission. 

Mr.  Hamilton.  May  I  interrupt  you,  Judge.  Sims,  to  inquire  of 
you  if  some  such  method  as  that  has  not  paved  the  way  to  Gov- 
ernment ownership  of  railroads  in  Europe  ? 

Mr.  Sims.  Whenever  I  get  through  with  this  statement  I  shall 
be  very  glad  to  answer  any  questions  you  wish  to  ask  me.  I  just 
want  to  make  my  statement  uninterruptedly. 

Mr.  Hamilton.  I  thought  you  had  finished  it. 

Mr.  Sims.  No  ;  I  have  not. 

Mr.  Hamilton.  I  beg  your  pardon. 

Mr.  Sims.  The  Government  also  to  appoint  a  certain  number  of 
the  directors  of  this  corporation,  such  directors'  salaries  to  be  paid 
out  of  the  earnings  of  the  corporation,  similarly  to  the  members  of 
the  Eeserve  Banking  Board. 

Now,  just  a  word  of  comment.  I  am  trying  to  avoid  the  objec- 
tions of  Government  ownership  and  at  the  same  time  get  as  much 
of  the  benefits  of  unified  ownership  as  possible.  If  4  per  cent  is 
guaranteed  on  the  corporation's  bonds  by  the  Government  of  the 
United  States,  the  Government,  of  course,  retaining  a  lien  upon  the 
property  or  the  right  to  appropriate  its  proceeds,  which  is  the  same 
thing,  would  eliminate  all  competitive  conditions  as  to  capital  re- 
quirements as  far  as  bonds  are  concerned.  The  investment  would 
be  inviting  to  permanent  investors  of  every  kind  and  would  not 
allow  them  to  be  taxed,  would  make  them  very  attractive,  while 
leaving  all  the  property  of  the  corporation,  which  means  all  rail- 
roads and  terminals,  docks,  etc.,  subject  to  State,  county,  and  mu- 
nicipal taxation,  requiring  that  all  roads,  whenever  the  Interstate 
Commerce  Commission  should  determine  that  it  would  be  to  the 
public  interests  to  double-track  its  line,  and  for  such  purpose  to 
sell  bonds  of  the  corporation,  guaranteed  by  the  Government  of  the 
United  States,  both  as  to  principle  and  interest. 

And  now,  in  order  to  encourage  the  speculative  investor  to  some 
extent  authorize  the  sale  of  stocks,  the  dividend  on  which  never  to 
exceed  6  per  cent,  in  such  volume  as  the  Interstate  Commerce  Com- 
mission may  prescribe.  That  would  provide  for  an  attractive  form 
of  stock,  in  vestment  to  the  man  or  woman  of  small  means.  The 
stock  and  earnings,  being  exempt  from  all  taxation,  would  give 
it  an  element  of  value  which  the  stocks  of  no  private  company  could 
have.  Part  of  the  directors  being  appointed  by  the  President  of  the 
United  States  and  confirmed  by  the  Senate  for  such  length  of  terms 
as  might  be  thought  advisable  would  give  the  public  a  sitting  in, 
so  to  speak,  and  I  do  not  think  it  will  be  contended  for  a  moment 
that  if  all  the  railroads  in  the  United  States  were  operated  by  one 

freat  railroad  company,  both  the  weak  and  strong,  that  there  would 
e  any  question  to-day  about  them  being  able  to  market  bonds  and 
securities  at  reasonable  prices.  But  certainly  by  putting  the  Gov- 
ernment of  the  United  States  back  of  all  of  it  would  remove  all 
question  as  to  credit  of  the  railroad  companies— it  would  eliminate 
all  the  objectionable  features  now  existing,  as  it  appears  to  me,  with- 
out resort  to  public  ownership. 
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This  is  my  attempt  to  answer  Senator  Cummins'  question  withia' 
the  limits  and  by  means  of  private  ownership  and  by  private  opera- 
:tion. 

Mr.  Adaimson.  I  do  not  know  whether  Senator  Cumminswill  sub-' 
scribe  to  that  answer  or  not,  but  I  submit  that  it  would  be  more 
easily  fixed  if  we  merely  provide  that  every  railroad  should  do  the 
best  it  could,  then  eliminate  all  thought  about  credit  and  finances,;; 
;and  make  up  the  deficit  out  of  the  Treasury. 

Mr.  Sims.  That  would  be  coming  out  of  the  taxpayer. 

Mr.  Hamilton.  I  should  like  to  supplement  that  suggestion  of 
Judge  Adamson  by  the  suggestion  that  France  recently  acquired  tke 
railroad  system  known  as  the  Western  France  for  some  such  reasons 
as  would  be  involved  in  the  method  of  financing  which  you  suggest. 

Mr.  Sims.  Now,  I  want  to  ask  Mr.  Lovett,  and  I  am  serious  about 
this  thing,  although  it  may  be  a  very  impractical  and  impossible 
thing  to  do;  I  want  to  ask  you  seriously.  Judge  Lovett,  not  face- 
tiously— I  have  not  made  this  proposition  as  a  mere  matter  of 
levity;  I  do  not  feel  that  as  a  member  of  this  committee  I  should 
perform  my  duties  along  such  a  plane. 

Mr.  Hamilton.  I  was  not  indulging  in  that  plane ;  I  was  not  in- 
dulging in  levity.  a 

Mr.  Sims.  It  may  be  very  laughable  to  everybody  who  hears  it,.3 
but  I  want  to  know  of  you,  Judge  Lovett,  as  you  have  had  long  ex-  , 
perience  in  connection  with  railroads  and  your  opinion  is  entitled  ' 
to  great  weight,  and  it  has  great  weight  with  me,  as  I  believe  youi 
are  a  candid  man  with  opportunities  to  know  the  facts,  do  youj 
think  such  a  plan  as  that  is  constitutional  and  would  put  the  rail-- 
roads  of  the  country  upon  an  enduring  and  substantial  basis  and 
remove  them  from  all  these  aggravating  and   annoying  and  ex- 
pensive troubles  of  which  you  speak,  and  if  that  would  not  avoid,; 
possibly,  ultimate  absolute  Government  ownership? 

Mr.  Lovett.  I  see  no  constitutional  objection  to  the  plan,  Judge^ 
Sims ;  none  appears  to  me  at  the  moment.  But  that  is  about  all" 
that  really  I  can  say  for  it.  j 

Mr.  Sims.  You  mean  favorably?  j 

Mr.  Lovett.  Yes. 

Mr.  Sims.  I  want  you  to  say  just  what  you  think.  It  does  not 
make  any  difference  to  me. 

Mr.  Lo-vtett.  It  means  the  elimination  of  all  competition. 

Mr.  Sims.  That  is  undoubtedly  true. 

Mr.  Lovett.  And  I  have  already  stated  my  very  strong  conviction 
that  competition  in  service  and  facilities  is  absolutely  necessary  for 
the  development  of  railroad  facilities,  of  the  country.  That  is  one 
very  serious  objection  I  have  to  it. 

Mr.  Sims.  This  would  be  an  absolute  consolidation,  I  admit.  ' 

Mr.  Lovett.  As  I  understood  the  statement  of  the  proposition  no 
yirovision  was  made  for  the  regulation  of  future  capitalizatioo  and' 
future  enterprises  except  by  the  directors,  that  they  could  make;; 
whatever 

Mr.  Sims.  Subject  to  previous  approval  of  the  Interstate,  Com- 
merce Commission. 

Mr.  Lovett.  I  do  not  think  any  one  commission  could  perf ofiaall 
the  duties  or  half  a  dozen  commissions  could  perform  all  the  duti^^ 
that  would  devolve  upon  them  under  that  plan.  | 
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Mr.  Sims.  That  is  a  detail  of  the  proposed  plan. 

Mr.  LovETT.  It  is  something  more  than  a  detail.  There  are  the 
'questions  of  sidetracks,  shop  facilities,  new  stations,  branch  lines,  the 
•question  of  statues  and  gardens  at  stations,  substituting  electric 
lights  for  oil  lights,  and  the  thousand  and  one  capital  expenditures 
that  on  a  railroad  have  to  be  made,  and  which  would  have  to  be 
capitalized  on  the  credit  of  the  Government.  These  woudl  have  to  be 
supervised  by  somebody.  You  could  not  administer  it  through  any 
one  governmental  agency,  and  yet  it  is  to  be  done  on  the  credit  of  the 
(Government. 

Mr.  Sims.  Conditionally. 

Mr.  LovETT.  But  I  believe  if  the  time  ever  comes  when  the  Gov- 
ernment's credit  must  be  used  to  provide  rilroad  facilities,  the  Gov- 
ernment ought  to  own  the  facilities  it  provides,  unless  it  be  some  par- 
ticular enterprise  that  the  Government  should  provide  for  some 
special  purpose.  But  for  general  transportation  facilities  such  as 
you  have  indicated,  I  think  if  the  Government  is  to  hold  the  bag  it 
ought  to  have  control.  I  am  opposed,  however,  to  using  the  Gov- 
ernment's credit  for  any  business  that  can  be  conducted  by  private 
capital.  The  Government  has  complete  and  practically  unrestricted 
right  of  regulation;  and  with  reasonable  and  proper  regulation  it 
■will  get  all  the  railroad  facilities  and  all  the  capital  that  is  needed 
for  transportation  purposes.  I  do  not  for  the  life  of  me  see  why  the 
Government  should  use  its  own  money  or  strain  its  own  credit  to  pro- 
vide what  private  capital  will  provide  and  still  leave  absolutely  sub- 
ject to  Government  regulation  at  most  to  the  same  extent  as  if  owned. 
I  can  not  indorse  the  wisdom  of  any  such  policy. 
Mr.  Sims.  Eight  there,  in  the  answer  to  Senator  Cummins  that  I 
tried  to  frame,  I  had  in  mind  your  answer  to  Senator  Cummins  was 
-as  to  these  weak  roads,  that  there  was  no  recourse  for  them  except 

Government  aid.  t         .■      r^ 

Mr  LovETT  I  hope  you  did  not  understand  me  as  advocating  (tov- 
?  .  ernment  aid.  Senator  Cummins  submitted  the  problem  as  to  how 
;        this  can  be  done.     In  telling  how  I  thought  it  could  be  done,  1  do 

not  wish  to  be  understood  as  saying  it  ought  to  be  done  at  all,  becausi? 

I  do  not  think  it  should.  ■,  ^i,      9 

Senator  Cummins.  May  I  interpose  a  word  there  i 

Senator  Ctjmmins.  I  do  not  want  it  understood  that  the  thought  in 
mv  mind  contemplated  the  elimination  of  competition.  I  regard  th( 
maintenance  of  competition,  so  long  as  P"^^t%o^,^f,^^^P.;'^?"; 
system,  as  absolutely  necessary.  The  regrouping  that  I  had  m  mmc 
would  have  intensified  rather  than  diminished  the  proper  competit  or 
Is  to  service,  facilities,  and  the  like.     But  not  to  treat  hghtly  th. 

.         plan  just  proposed  by  Judge  Sims,  because  it  has  been  very  seriously 

t  studied  and  it  has  been  adopted  in  other  countries,  and  is  one  of  th( 
SsthTis  entirely  possible,  although  I  do  not  believe  it  is  the  bes 
S  to  handle  the  whole  subject.  Our  railroads  were  not  built  upoi 
SvloS  theory.     The  greater  number  of  them  were  built  becaus, 

i  JSseS  promoted  them  could  make  money  out  of  their  construe 
tion     That  was  a  very  worthy  motive,  too.    But,  as  the  country  ha 

^  '  St  up  as  the  countrv  had  grown  and  expanded,  these  railroads  ar. 
Sly  no?  logically  situated,  and  they  can  not  compete  with  ead 
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other  on  even  terms,  although  they  are  compelled  to  compete  with 
each  other. 

Mr.  LovETT.  I  do  not  wish  to  be  understood  as  treating  Judge 
Sims's  proposition  lightly  at  all. 

Senator  Cummins.  I  was  not  referring  to  Judge  Lovett. 

Mr.  Sims.  I  do  not  know  whether  you  were  through  or  not,  Judgfe 
Lovett.  I  broke  in  there  because  I  wanted  to  give  you  the  reason 
why  it  was  offered  as  an  answer  to  Senator  Cummins's  inqliiry,  not  that 
you  suggested  the  remedy,  and  I  thought  Senator  Cummins,  as  the 
saying  is,  "  hit  the  bull's  eye  "  in  his  question  and  in  order  to  answer 
it  as  to  how  this  can  be  done  without  Government  ownership  and  yet 
have  the  benefits  of  Government  ownership  without  the  evilsj  if 
there  are  evils,  I  suggested  this  plan,  of  course,  a  mere  crude  outhne, 
not  including  every  administrative  detail.  I  should  like,  if  you  have 
anything  further  to  say  about  it,  for  you  to  proceed. 

Mr.  Lovett.  Nothing  further  occurs  to  me  except  possibly  to  refer 
a  moment  to  somewhat  similar  systems  in  other  countries.  I  am 
not  familiar  with  all  the  details  of  them.  But  taking  the  French 
system,  to  which  Mr.  Hamilton  referred,  I  understand  that  France 
has  divided  French  territory  into  certain  sections  and  fixed  the 
rates  on  the  railroads  in  each,  and  that  the  Government  guarantee 
certain  dividends  and  certain  interest  rates,  which  provide  not 
only  for  the  current  return  on  the  capital,  but  which  amortize  the 
capital,  and  after  the  expiration  of  so  many  years  the  capital  will 
be  paid  off  and  the  railroads  will  belong  to  the  Government.  That 
is  about  the  only  difference,  and  the  fact  that  it  provides  only  for  a 
certain  section  of  the  country — that  is  about  the  only  difference  that 
exists,  as  I  see  it,  between  your  plan  and  the  French  plan. 

I  think  your  plan  would  be  much  better  than  the  French  plan,  be- 
cause the  French  plan  puts  upon  the  present  generation,  or  the 
present  and  the  next  generation  the  entire  burden  of  the  capital 
for  these  railroad  facilities,  whereas  I  think  the  burden  of  the  capi- 
tal ought  to  be  a  continuous  burden  to  be  borne  by  generation  after 
generation  that  gets  the  benefit  of  it;  and  that  would  be  the  result 
of  your  system. 

Mr.  Sims.  I  do  not  provide  any  length  of  time  the  bonds  should 
run,  because  Congress  could  take  care  of  that  matter.  Now,  if 
private  ownership  with  complex  and  multiple  regulation  results 
in  an  ever-increasing  freight  charge 

Mr.  Adamson.  I  want  to  say  something  before  you  go  any  fur- 
ther. Judge  Lovett  and  Senator  Cummins  have  both  explained  thai 
they  are  not  guilty  of  levity.  That  leaves  Mr.  Hamilton  and  my- 
self the  only  parties  guilty  if  we  remain  silent.  I  want  to  say  that 
I  had  not  the  slightest  intention  of  indulging  in  levity.  It  was  only 
a  mild  impulse  on  my  part  to  express  my  failure  entirely  to  agree 
with  the  proposition. 

Mr.  Hamilton.  I  want  to  say  most  solemnly  that  I  disclaim  any 
intention  of  even  smiling  in  that  connection.  It  occured  to  me 
that  the  guaranteeing  of  railroad  obligations  and  some  such  system 
of  finance  also  as  suggested  by  Judge  Sims  had  been  tried  out  in 
various  European  countries,  and  had  resulted  in  various  instances  in 
Government  ownership  of  railroads,  and  it  occured  to  me  that  that 
was  the  next  step  in  the  direction  of  Government  ownership,  and 
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that  Mr.  Sims's  proposal  was  paving  the  way  to  that  end,  and  I' 
therefore  suggested  it. 

Senator  Cummins.  I  mentioned  it,  because  Judge  Sims  seemed  to 
think  or  feel  that  there  was  in  the  room  somewhere — I  am  not  going 
to  try  to  locate  it — that  there  was  levity,  and  I  was  trying  to 

Mr.  Adamson.  I  am  sure  I  did  not  intend  to  be  guilty  of  any 
levity.  I  urgently  insist  on  perfecting  the  present  system  and  look 
with  disfavor  on  any  proposed  innovation.  That  is  my  position  in 
the  matter,  and  I  agree  with  Judge  Lovett 

Mr.  Hamilton.  I  think  Judge  Sims  ought  to  be  permitted  to 
finish. 

Mr.  Adamson.  But  I  do  insist  that  if  we  are  going  to  make  a 
change  and  put  the  burden  on  the  Government,  there  is  no  use  for 
so  much  circumlocution  about  it.  Just  go  ahead  and  put  the  burden 
on  the  Government  without  so  much  circumlocution. 

Mr.  Sims.  There  is,  it  seems  to  me,  in  certain  circles  a  disposition 
to  treat  the  question  of  public  ownership  as  a  matter  of  levity.  I  do 
not  mean  by  any  member  of  this  committee,  but  I  am  looking  upon 
this  resolution  in  its  broad  entirety,  and  it  provides  for  the  discussion 
of  every  possible  situation  or  phase  that  can  arise  in  connection  with 
or  touching  railway  transportation  and  other  things  related  thereto. 
1  have  not  any  other  motive,  and  I  do  not  entertain  any  fixed  opinion. 
I  do  want  to  ask  another  question,  and  then  I  am  through  as  far  as  I 
know  now.  Mr.  Lovett,  do  you  think  it  would  be  more  desirable  and 
more  beneficial  to  the  country  to  have  direct  absolute  Government 
ownership  and  control,  thereby  absolutely  abolishing  all  private 
ownership  of  transportation  facilities  in  this  country  rather  than 
some  plan  by  which  we  may  have  a  unified  control  and  service  through 
a  Government-controlled  corporation? 

Mr.  LovETT.  I  should  consider  either  of  them  a  great  disaster,  Judge 
Sims,  to  the  country. 

Mr.  Sims.  I  asked  you  to  take  your  choice,  if  you  would. 

Mr.  Lovett.  But  if  I  have  to  take  the  choice  of  evils,  I  believe,  if 
the  Government  is  to  be  put  in  the  position  of  guaranteeing  the  obli- 
gations, it  might  as  well  take  ownership  in  the  first  instance.  I  think 
that  is  what  it  would  result  in. 

Mr.  Sims.  Does  not  that  imply,  Mr.  Lovett,  that  the  Government 
would  be  doing  an  unsafe  thing  to  do  so? 

Mr.  Lovett.  Yes ;  I  think  so. 

Mr.  Sims.  Then,  you  think  these  railroads,  all  of  them  combined 
in  one,  getting  capital  at  4  per  cent  on  bonds  and  not  exceeding  6 
per  cent  on  stocks,  eliminating  all  unnecessary  and  expensive  compe- 
tition, would  not  be  able  to  pay  the  4  per  cent  on  bonds  and  6  per  cent 
on  stock  and  maintain  and  keep  up  their  lines? 

Mr.  Lovett.  Under  such  conditions  as  would  exist,  I  think  not. 

Mr.  Sims.  But  I  did  not  mean  under  present  conditions.  Of  course, 
with  a  single  corporation,  a  national  corporation,  doing  all  the 
business,  to  do  which  we  now  have  several  hundred.  I  understand 
the  States  would  not  have  any  regulative  power  over  such  a  corpora- 
Mr.  Lovett.  The  whole  point  about  it.  Judge,  is  that  you  eliminate 
by  that  sort  of  management  all  of  the  economies  of  private  ownership. 
Every  railroad  management  is  struggling,  while  providing  the  best 
facilities  they  can  at  the  rates  they  get,  to  do  it  in  the  most  economical 
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manner  p'fiSsible.    By  that  plan  you  absolutely  eliminate  the-  enormous^ 
forces  working  for  economy.  ...  .         = 

Mr.  Sims.  My  own  personal  theory  of  all  public  utility  ser\fiice  is- 
that  it  should  be  done  at  the  cost  of  performing  the  service  without 
any  kind  of  profit  whatever;  but  if  private  ownership  can  give  ,a 
service  just  as  good  as  the  Government  can  and,  at  the  same  time,, 
make  a  profit  upon  the  investment,  the  people  are  not  hurt  by  private- 
ownership. 

Mr.  LovETT.  Somebody  has  to  pay  for  the  railroads.  If  the  Gov- 
ernment takes  them  it  has  got  to  pay  for  them.  My  contention  is 
that  the  railroads,  through  private  management,  can  give  the  public" 
better  service  at  lower  rates  and  still  make  a  profit  than  the  Goy- 
ernment  can,  and  pay  interest  on  the  bonds  that  are  issued  in  se- 
curing the  necessary  capital. 

Mr.  Sims.  And  build  roads  wherever  they  ought  to  be-  built?' 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Eegardless  of  whether  it  pays  to  build  them  there  or' 
not? 

Mr.  LovETT.  The  question  of  where  they  ought  to  be  built  de- 
pends on  who  is  to  determine  that. 

Mr.  Sims.  Wherever  they  will  benefit  the  country  as  a  whole;- 
When  Germany  took  over  the  railroads  my  understanding  is  that' 
they  built  railroads  into  parts  of  the  country  where  the  promised'/ 
traffic  would  not  induce  private  capital  to  build  roads;-  but  tie- 
government  built  the  roads,  and  afterwards  those  sections  were  so 
built  up  and  improved  by  reason  of  the  building  of  the  roads  thafc 
they  became  paying  properties. 

Mr.  LovETT.  I  know  many  sections  in  this  country  that  would- 
like  to  have  additional  railroads;  that  are  without  them  and  tliat-^ 
probably  never  will  get  them  under  private  ownership.  I  believe-  ' 
that  if  there  were  Government  ownership  they  would,  through  a 
combination  of  interests  and  a  pooling  of  interests  in  Congress— I'^ 
mean  no  reflection  by  that;  of  course,  you  gentleman  know  perfectly  I 
well  what  I  mean — that  many  of  those  roads  would  be  built  and  thej 
burden  would  fall  upon  the  whole  people.  Now,  I  do  not  believe^ 
the  general  commerce  of  the  country  ought  to  be  burdened  with  5 
the  cost  of  building  local  roads  that  are  not  justified  by  commercial^ 
conditions  and  that  can  never  support  themselves. 

Mr.  Sims.  And  because  of  the  lack  of  which  the  locality  they;^'! 
would  serve  can  never  be  developed  beyond  its  present  status?  '< 

Mr.  LovETT.  The  locality  would  not  be  developed  anyway; 

Mr.  Sims.  They  were  in  Germany. 

Mr.  LovETT.  I  know  sections  of  the  country  that  are  unlike  any- 
thing in  Germany,  and  where  Germany  would  not  be  able  to  do* ; 
what  they  have  done  over  there.  ' 

Mr.  Sims.  I  take  it  that  Congress  would  never  direct  that  a  rail- 
road be  built  where  there  was  no  possibility  of  development.  ;, 

Mr.  LovETT.  You  have  more  faith  in  that  than  I  have.  'i 

Mr.  Adamson.  I  know  some  sections  where  the  railroads  say  that,.-i 
although  they  know  that  they  are  inviting  to  them,  they  do  not  wantj 
to  encroach  upon  the  territory  of  other  railroads.  '*-! 

Mr.  Sims.  The  play  of  competition  comes  in.  ? 

Mr.  LovETT.  I  do  not  know  of  any  such  locality. 

Mr.  Adamson.  I  do.    I  am  very  familiar  with  several'  o£  them-.. 
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Mr.  Sims.  1  could  give  you  one  or  two  instances  right  in  my  own 
sction  of  the  country,  but  I  do  not  think  this  discussion  ought  to 
roceed  along  the  lines  of  exceptional  conditions.  I  almost  feel 
ke  apologizing  to  the  committee  and  to  you  for  the  length  of  time 

have  consumed,  but  I  might  as  well  admit  that  it  is  my  lack  of 
iformation  that  has  caused  me  to  carry  my  questions  so  far. 

Mr.  LovETT.  It  is  absolutely  all  right.  Judge. 

Mr.  Sims.  I  am  much  interested  in  the  subject,  and  in  response  to 
'hat  I  feel  is  my  duty  as  an  humble  member  of  this  committee,  I 
'ant  to  say  that  I  think  you  have  been  very  frank  and  candid,  and 
ersonally,  as  a  member  of  this  committee,  I  have  derived  very  much, 
enefit  by  taking  up  your  time  and  the  time  of  the  committee. 

Mr.  LovETT.  Thank  you  very  much,  sir. 

Mr.  Sims.  I  am  through.  , 

The  Chairman.  Mr.  Esch,  you  may  proceed. 

_Mr.  EscH.  Judge  Lovett,  I  want  to  take  up  the  question  of  re- 
eiverships  for  interstate  carriers  for  just  a  moment.  Is  the  law  withi 
eference  to  receiverships  for  interstate  carriers  well  establish,  or  is. 
[lere  any  Federal  law  that  is  sufficient  to  reach  receiverships  for 
iterstate  carriers? 

Judge  Lovett.  I  am  not  sure  that  I  understand  the  question,  Mr., 
5sch ;  but  if  you  mean  to  ask  whether  there  is  any  Federal  law  that; 
irovides  for  receiverships  of  interstate  carriers  as  such,  I  should  say- 
.0.  Of  course,  if  a  Federal  court  gets  jurisdiction  of  litigation,  and 
E  in  the  course  of  that  litigation  there  is  occasion  for  the  appoint- 
lent  of  a  receiver,  why,  the  court  may  appoint  a  receiver;  but  if" 
ou  mean  to  inquire  whether  there  is  any  law  that  provides  for  the 
eeeivership  of  an  interstate  carrier  at  the  suit  of  the  Government, 
or  the  violation  of  any  Federal  statute,  I  do  not  remediber  any. 

Mr.  Esch.  I  agree  with  you  there  is  none.  Of  course.  State  courts 
an  also  take  jurisdiction  of  these  receivershipSj  can  they  not? 

Mr.  Lovett.  Yes;  when  they  have  jurisdiction  of  the  subject 
latter  of  private  litigation.  And  in  addition  to  that  the  State,  by 
irtue  of  the  fact  that  it  does  create  the  corporation,  has  power  to 
orfeit  its  charter  for  an  abuse  of  its  corporate  privileges  or  for  vio- 
ition  of  the  laws;  and  in  forfeiting  the  charter  may  appoint  a 
Bceiver. 

Mr.  Esch.  It  is  a  fact,  is  it  not,  the  court  first  takes  jurisdiction 
sgarding  it  ?  , 

Mr.  Lovett.  Yes. 

Mr.  Esch.  Notwithstanding  the  fact  it  may  extend  into  another 
itate  or  into  another  United  States  judicial  circuit;  that  has 
Iready  been  determined  by  the  Supreme  Court? 

Mr.  Lovett.  Yes.  I  do  not  understand,  however,  that  a,  State 
Burt  can  take  jurisdiction  of  that  portion  of  the  carrier's  lines  ex- 
jndiag  beyond  the  territorial  bounds  of  the  State. 

Mr.  Esch.  It  is  true  it  has  no  extra-territorial  jurisdiction  ? 

Mr.  Lovett.  It  has  none.  ... 

Mr.  Esch.  In  appointing  receivers,  who  makes  the  application  ? 

Mr.  Lovett.  If  it  is  in  a  suit  by  creditors,  the  application  is  made 
sually  by  the  complainant  in  the  case.  If  it  is  in  a  suit  by  the  State 
gainst  a  corporation  created  by  it,  the  application  is  made  by  the 
tq,te  as  complainant.    I  have  know  of  many  such  cases. 
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Mr.  EscH.  Well,  where  the  State  guarantees  the  bonds,  for  in- 
stance, or  has  a  direct  pecuniary  interest  in  the  securities  of  the 
company,  the  State  could  do  that  ? 

Mr.  LovETT.  The  State  would  have  the  same  right  as  any  other  liti- 
gant.   I  do  not  know  of  any  such  case,  but  there  may  be  cases. 

Mr.  EscH.  There  is  no  law  and  no  custom  as  to  the  amount  of  se- 
curities or  security  that  may  be  represented  by  the  applicant  for  a 
leceivership  ? 

Mr.  LovETT.  There  is  not.  One  of  the  famous  receivership  cases  of 
a  railroad  company  was  based  upon  a  pending  suit  for  damages  over 
a  telegram,  which  was  charged  to  the  railroad  company  m  some 
way ;  and  by  reason  of  that  unliquidated  claim  application  for  a  re- 
ceiver was  made  to  a  State  court  and  was  granted,  and  some  thou- 
sand or  fifteen  hundred  miles  of  railroad  was  put  into  the  hands  of 
a  receiver,  where  it  remained  for  a  number  of  years. 

Mr.  EscH.  That  fact  leads  me  to  ask  this  question :  Ought  thesre, 
therefore,  not  be  some  statute  that  would  make  it  a  condition  prece- 
dent to  the  granting  of  an  application  or  to  the  permitting  of  an 
application  for  a  receivership  ?  Should  receiverships  be  allowed  on 
inconsequential  causes  that  will  enable  the  applicant  to  tie  up,  as  you 
say,  a  great  system? 

Mr.  Lo^'ETT.  I  should  say  no;  that  ought  not  to  be  permitted. 

Mr.  EscH.  That,  therefore,  there  ought  to  be  some  regulation? 

Mr.  LovETT.  I  should  think  so.  If  you  are  going  to  make  it  exclu-, 
sive,  I  believe  under  the  existiijg  statutes  of  the  United  States  courts, 
as  courts  of  equity,  that  such  matters  are  fairly  well  guarded.  But 
the  power  of  some  of  the  States  over  the  corporations  they  create,  by 
virtue  of  the  fact  that  they  are  the  creatures  of  the  State  to  put  them; 
into  the  hands  of  receivers,  is  one  of  the  dangerous  factors  in  the 
situation. 

Mr.  EscT-i.  And  you  think  that  ought  to  be  safeguarded  ? 

Mr.  LovETT.  Yes ;  I  think  that  would  be  one  effect  of  the  Federal 
incorporation  of  railroads.  I  have  to  go  back  again  to  Texas  for  an 
illustration,  and  you  can  find  there  a  precedent  for  almost  anything 
in  railroad  regulation.  All  companies  operating  in  Texas,  except 
the  TejJas  &  Pacific,  are  creatures  of  the  State  of  Texas,  and  one  of 
the  favorite  and  most  popular  methods  of  coercion,  if  I  may  use  that 
term,  of  Texas  railroads  is  the  threat  of  a  quo  warranto  proceeding 
to  forfeit  the  charter.  Such  proceedings  are  brought  by  the  attor- 
ney general  of  the  State  in  the  district  court  at  the  capital  of  the 
State,  and  they  can  be  sumrnary  to  a  very  large  extent.  Any  rail- 
road corporation  of  Texas  is  liable  at  any  time  to  find  itself  in  the 
hands  of  a  receiver. 

Mr.  Escii.  But  that  does  not  obtain  in  any  other  Sta,te,  does  it? 

Mr.  LovETT.  I  do  not  know  to  what  extent  it  is  actually  practiced 
in  other  States.  It  is  just  as  possible  in  any  other  State  as  in  the 
State  of  Texas. 

Mr.  EscH.  In  an  application  for  a  receivership  notice  is  not  given 
the  stockholders  or  to  the  security  holders,  as  a  rule,  is  it  ? 

Mr,  LovETT.  No. 

Mr.  Escii.  Do  you  see,  in  that  a  defect  in  the  present  practice? 
Should  their  interests  not  be  safeguarded  by  having  an  opportunity 
of  appearing  before  the  receivership  is  granted  and  before  the  ordef 
is  made  ? 
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Mr.  LovETT.  I  do  not  see  any  need  of  giving  notice  to  the  stock- 
holders, as  such,  or  to  the  bondholders,  as  such,  because  notice  to  the 
corporation,  its  president,  or  secretary,  or  its  directors,  is  notice,  and 
ought  to  be  considered  notice  so  far  as  the  stockholders  are  con- 
cerned. As  to  the  bondholders,  notice  to  the  trustee  should  be  con- 
sidered notice  to  the  bondholders. 

Mr.  EscH.  Yet,  if  I  remember  rightly,  the  Grand  Trunk  got  a  re- 
ceivership for  the  Vermont  Central  without  even  the  president  of 
the  Vermont  Central  knowing  anything  about  it.  Receiverships  are 
gotten  overnight.  They  have  been  granted  at  2  o'clock  in  the  morn- 
ing. They  have  been  very  summary  proceedings;  no  notice.  Do 
,  you  think  that  that  practice  should  be  continued  or  should  it  be  safe- 
guarded ? 

Mr.  LovETT.  I  think  that  in  an  action  by  creditors  the  present 
arrangement  is  sufficient  so  far  as  the  Federal  court  is  concerned. 
I  a^  not  familiar  with  the  practice  of  the  various  States.  But  the 
other  practice  as  to  public  proceedings  for  receiverships  by  the 
States  for  the  alleged  abuses  of  corporate  franchises  and  functions 
may  be  an  injustice. 

Mr.  EscH.  As  a  rule  who  are  appointed  receivers  by  the  courts  ? 

Mr.  LovETT.  Are  you  asking  now  about  the  Federal  courts  as 
distinguished  from  the  State  courts? 

Mr.  EscH.  No ;  the  Federal  courts ;  for  I  think  the  great  majority 
of  these  cases  go  before  the  Federal  courts. 

Mr.  LovETT.  The  great  majority  of  the  cases  involving  insolvency, 
I  think,  do  go  to  the  Federal  courts.  That  practice  varies.  I  notice 
in  recent  years  the  president  or  the  chief  operating  officer  of  the 
railroad  system  generally  is  appointed  receiver.  Sometimes  there 
are  two  or  more  receivers  appointed,  in  which  case  some  man  known 
personally  to  the  judge  of  the  court  is  appointed  as  coreceiver. 

Mr.  EscH.  Is  it  the  modern  practice  to  appoint  as  one  of  the 
receivers  a  man  versed  in  railroad  matters? 

Mr.  LovETT.  Yes ;  that  has  been  my  observation. 

Mr.  EscH.  And  do  the  bondholders  generally  have  a  representative 
in  receiverships? 

Mr.  LovETT.  Frequently. 

Mr.  EscH.  They  are  appointed,  however,  without  any  action  of  the 
security  holders  or  of  the  stockholders? 

Mr.  LovETT.  Generally  at  the  instance  of  the  trustee. 

Mr.  EscH.  Of  the  trustee ;  yes. 

Mr. ,  LovETT.  Take  the  receiverships  that  exist  now  as  far  as  I 
recall  them.  Take  Missouri,  Kansas  &  Texas  Railway;  Mr.  Schaff, 
who  was  the  president  and  chief  operating  officer  of  that  company, 
was  appointed  receiver,  and  I  believe  is  the  only  receiver  of  the 
system.  In  the  Frisco  receivership  the  chief  operating  officer  was 
appointed  receiver,  and  I  believe  a  merchant  or  a  banker  or  some 
man  residing  in  the  same  town  with  the  judge  who  made  the  ap- 
pointment, a  well-known  man,  I  assume,  to  the  judge,  was  appointed 
coreceiver.  In  the  Wabash  receivership  the  chief  opera-ting  officer 
was  appointed  receiver  with  an  individual  who  is  not  a  railroad  man, 
but  who,  I  presume,  was  well  known  to  the  judge,  was  appointed.  I 
think  that  is  true  of  all  the  receiverships  I  recall  now.  In  each 
90590— PT 11—17 14 
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instance  an  operating  man  was  appointed  as  receiver  and  really  di- 
rected the  operation  of  the  railroad. 

Mr.  EscH.  But,  as  a  rule,  one  of  the  two  receivers  is  an  officer  of 
the  company  itself? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  And  possibly  one  of  the  executive  officers  ? 

Mr.  LovETT.  Yes;  but  generally  he  is  not  a  man  who  has  any 
material  interest  in  the  property.    He  is  a  salaried  man. 

Mr.  EscH.  But  he  may  have  been  one  through  whose  mismanage- 
ment or  want  of  judgment  the  company  may  have  been  thrown  into 
a  receivership? 

Mr.  LovETT.  That  is  a  possibility,  but  I  should  say  it  is  highly 
improbable.  I  do  not  know  of  such  a  case  and  have  not  known  ot 
such  a  case. 

Mr.  EscH.  When  a  receivership  is  threatened,  and  before  appli- 
cation therefor,  it  is  customary  to  have  a  reorganization  committee 
named  ? 

Mr.  LdvETT.  At  or  before  the  receivership? 

Mr.  EscH.  Yes. 

Mr.  LovETT.  No ;  I  have  never  known  of  such  a  case.  There  may 
be  such,  but  I  have  never  known  of  a  case  where  a  reorganization 
committee  was  named  before  the  receivership  occurred. 

Mr.  EscH.  Well,  if  not  before,  immediately  thereafter? 

Mr.  LovETT.  I  would  say  as  to  that,  Mr.  Esch,  the  practice  now 
seems  to  be  that  as  soon  as  a  receiver  is  appointed  there  is  a  very 
active  industry  in  organizing  protective  committees.  I  am  speaking 
simply  of  my  observation  of  these  things.  Let  a  large  railroad  sys- 
tem get  into  the  hands  of  a  receiver,  and  within  the  next  day  or  two 
there  is  a  protective  committee  on  behalf  of  one  class  of  bonds  and  a 
protective  committee  on  behalf  of  another,  and  a  protective  commit- 
tee on  behalf  of  some  division  mortgage,  and  a  protective  committee 
on  behalf  of  the  common-stock  holders,  and  a  protective  committee 
on  behalf  of  the  preferred-stock  holders.  It  seems  to  be  a  very  popu- 
lar occupation — and  then  sooner  or  later  those  committees  get  to- 
gether on  some  one  committee  as  a  reorganization  committee.  Some- 
times a  reorganization  committee  is  selected  from  these  various 
groups  and  they  try  to  reconcile  their  differences,  but  generally  all 
of  them  are  in  at  the  death. 

Mr.  EscH.  As  a  rule  some  great  banking  house  acts  as  the  mana- 
ger, does  it  not? 

Mr.  LovETT.  It  is  not  always  a  great  banking  house,  but  for  suc- 
cessful reorganization  they  generally  get  a  great  banking  house. 

Mr.  Esch.  And  then  they  ask  for  a  deposit  of  securities,  dfl  they 
not? 

Mr.  LovETT.  Generally  each  protective  committee  calls  for  the 
deposit  of  securities,  which  it  purports  to  represent.  They  all  start 
out  with  the  usual  statement: 

Having  been  requested  by  the  holders  of  large  amounts  of  certain  securities 
to  act  as  a  protective  committee,  you  are  Invited  to  deposit  your  securities 
with  a  trust  company  and  receive  negotiable  trust  certificates,  which  will  be 
listed  on  the  stock  exchange,  etc. 

When  the  reorganization  committee  gets  control,  all  of  the  securi- 
ties deposited  are  taken  care  of  in  the  reorganization.  Sometimes 
some  of  them  are  not  taken  care  of. 
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Mr.  EscH.  I  was  going  to  ask,  what  is  the  penalty  for  a  security- 
holder who  does  not  file  with  one  of  these  protective  reorganization 
committees  ? 

Mr.  LovETT.  I  do  not  know  of  any  such.  Sooner  or  later  they  will 
all  come  in. 

Mr.  EscH.  I  think  in  the  case  of  the  Pittsburgh- Wheeling  Ter- 
minal Co.'s  affairs,  which  were  presented  before  our  committee  two 
years  ago,  there  were  several  protective  committees,  and  there  were  a 
large  number  of  minority  stockholders  who  contended  they  were 
practically  left  out  in  the  cold. 

Mr.  LovETT.  I  understand  this  to  be  the  course :  Suppose  you  are 
a  stockholder,  or  you  are  a  bondholder,  and  you  decide  not  to  deposit 
your  securities  and  go  into  the  reorganization.  Unless  you  organize 
a  committee  of  your  own,  or  individually  are  able  to  pay  a  higher 
price  for  the  property  than  the  others  pay,  you  may  be  sold  out; 
you  may  be  left  out.  I  do  not  myself  see,  so  far  as  the  deposit  of 
securities  and  cooperation  of  a  certain  class  of  security  holders  are 
concerned,  any  harm.  If  some  man  Is  stubborn  and  is  not  willing 
to  take  the  same  his  fellow  security  holders  take,  why,  he  can  buy  the 
property,  if  he  is  able,  and  if  he  is  not  able,  he  will  be  left  out. 

Mr.  EscH.  Of  course,  that  is  the  trouble.  The  minority  stock- 
holders have  not  the  financial  means  and  can  not  get  the  financial 
companies  of  the  country  to  maintain  their  rights.  They  have  got 
to  come  in  as  a  matter,  perhaps,  of  protection.  They  have  no  alter- 
native. 

Mr.  LovETT.  I  do  not  know  of  any  way  of  solving  the  problem,  Mr. 
Esch.  Take  my  own  case :  I,  unf ortimately,  have  but  a  few  invest- 
ments, but  I  did  have  bonds  of  an  insolvent  railroad  company,  not 
a  great  while  ago.  I  prefer  not  to  call  any  names.  I  thought  those 
bonds  were  good  and  I  believe  yet  they  were  good.  But  a  plan  of 
reorganization  was  agreed  upon  which  involved  the  taking  of  less 
than  I  thought  my  bonds  were  worth.  It  was  a  concession  to  an  infe- 
rior bond  or  inferior  mortgage  that  could  prolong  the  receivership 
and  delay  the  reorganization  a  very  long  time.  The  reorganization 
committee  considered  that  the  wisest-thing  to  do  was  to  make  conces- 
sions. So  they  made  concessions  that  I  personally  should  not  have 
made,  and  I  would  have  fought  it  out.  But  I  do  not  criticize  the 
reorganization  committee  for  that,  for  perhaps  I  was  more  belliger- 
ent and  in  a  position  better  able  to  await  a  Icing  contest  than  many 
other  of  the  security  holders,  but  if  it  had  been  left  to  me  personally 
I  should  have  fought  it  out.  If  I  had  had  money  enough  to  buy  the 
property,  I  would  have  fought  it  out  on  my  own  account,  but  as  I 
should  have  had  to  raise  something  like  $60,000,000  I  gave  it  up. 

Now,  that  is  true  of  a  great  many  people  who  go  mto  these  reor- 
ganizations. It  takes  a  very  large  amount  of  money  to  swmg  a  big 
railroad  reorganization,  and  unless  a  man  is  willing  to  go  along  with 
others  similarly  situated  it  is  up  to  him  to  swing  it  by  himself. 

Mr.  EscH.  Is  that  one  reason  why  in  recent  times  the  great  banks 
have  got  such  a  dominant  hold  upon  the  railroads  of  the  countrv— 
through  reorganizations?  ,      ,     ,  ^^  j      • 

Mr  LovETT.  I  do  not  believe  the  great  banks  have  gotten  a  domi- 
nant hold  on  the  railroads  of  the  country.  I  believe  the  railroads 
are  at  this  time  far  and  away  more  independent  of  bank  control  or 
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any  other  control  than  that  of  the  principal  officers  than  they  ever 
have  been  in  the  history  of  the  country. 

Mr.  EscH.  Do  not  these  reorganization  committees,  after  they 
have  gotten  in  all  the  securities  they  can,  reorganize  and  issue  new 
securities  and  then  establish  a  voting  trust  ? 

Mr.  LovETT.  That  has  been  done  by  a  number  of  banking  insti- 
tutions. 

Mr.  EscH.  Was  not  that  true  of  the  Union  Pacific  ? 

Mr.  LovETT.  A  voting  trust?  I  do  not  recall  any  voting  trust.  If 
there  was  one,  it  did  not  last  very  long. 

Mr.  EscH.  Through  Kuhn,  Loeb  &  Co.,  as  reorganization  man- 
agers, -wsiS  it  not  true  as  to  the  Southern,  when  Morgan  &  Co.  were 
reorganization  managers  and  Morgan  &  Baker  were  made  the  voting 
trustees 

Mr.  LovETT.  First,  in  reference  to  the  Union  Pacific,  I  was  not 
connected  with  the  property  at  the  time  of  the  reorganization.  My 
connection  with  the  Union  Pacific  commenced  January  1,  1904.  It 
was  reorganized,  I  think,  in  1897  or  1898;  but  if  any  voting  trust 
was  created,  it  existed  for  a  very  short  time  and  was  not  in  existence 
when  I  went  with  the  company. 

I  do  not  know  as  to  the  case  of  the  Southern  any  more  than 
hearsay. 

Now,  I  believe  voting  trusts  are  usually  created  for  a  short  time, 
and  I  think  it  eminently  wise  and  proper.  It  ought  not  to  be  con- 
tinued, however,  very  long.  But  a  banking  firm,  a  reputable  bank- 
ing firm  that  reorganizes  a  railroad  property,  wants  to  select  the 
management  itself  to  start  with  and  wants  to  keep  control  of  it  for 
a  short  time,  anyway,  and  when  it  is  firmly  on  its  feet  they  usually 
dissolve. 

I  understand,  simply  as  a  matter  of  public  report  in  the  news- 
papers, that  the  voting  trust  of  the  Southern  and  thfe  voting  trust  of 
a  number  of  the  Morgan  reorganizations  was  dissolved  some  years 
ago. 

Mr.  EscH.  "Well,  the  Southern  voting  trust  was  in  existence  in  1913 
when  the  Monetary  Trust  Comniission  made  its  report. 

Mr.  LovETT.  I  think  a  number  of  them  were  dissolved  about  that 
time.  There  had  been  a  number  continued  for  some  years.  But  so 
far  as  my  actual  knowledge  is  concerned  no  railroad  company  with 
which  I  am  connected  has  had  any  voting  trust,  and  I  am  a  director 
of  a  number. 

Mr.  EscH.  Now,  all  this  matter  with  reference  to  the  voting  trust, 
with  reference  to  the  reorganization  committee,  is  extrajudicial,  is 
it  not? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  And  the  court  that  has  jurisdiction  over  the  receivers 
has  nothing  to  do  whatever  with  this  voting  trust  or  with  the  reor- 
ganization committee? 

Mr.  LovETT.  That  is  true. 

Mr.  EscH.  Do  you  believe  that  is  a  safe  situation  ? 

Mr.  LovETT.  I  do.  I  believe  it  is  the  only  possible  situation.  I  be- 
lieve that  sometimes,  probably  in  the  Union  Pacific,  I  am  not  sure, 
reorganization  plans  have  been  submitted  to  and  approved  by  the 
courts,  but  it  does  not  strike  me  that  it  is  a  matter  with  which  the 


INTEKSTATE  AND  FOREIGN  TRANSPOETATION.  865 

court  ought  to  have  anything  to  do.  The  issuance  of  securities,  capi- 
talization, under  Government  regulation  is  a  matter  of  governmental 
authority.  The  Interstate  Commerce  Commission  should  be  vested 
with  jurisdiction  over  such  matters.  I  do  not  think  the  courts  should 
control  it. 

Mr.  EscH.  Are  you  familiar  with  the  English  Companies  Act,  that 
deals  with  receiverships  ? 

Mr.  LovETT.  I  am  not. 

Mr.  EscH.  That  gives  power  to  the  stockholders  and  the  security 
holders  in  the  matter  of  selection  of  the  receivers.  Three-fourths  of 
each  class  of  security  holders  voting  ior  receivers  puts  them  into 
office,  and  they  also  have  the  right  to  vote  on  the  reorganization  plan. 
There  is  nothing,  under  our  practice,  that  permits  them  to  vote  on 
the  reorganization  plan,  is  there  ? 

Mr.  LovETT.  N'o;  I  think  it  would  be  extremely  unwise  to  allow 
that. 

Mr.  EscH.  Yet  the  English  system  seems  to  have  been  working 
for  some  years,  and  working  practically  ? 

Mr.  LovBTT.  Well,  if  we  ever  have  in  the  railroad  affairs  of  this 
country  the  freedom  in  railroad  matters  the  English  security  holders 
have,  it  might  be  different,  but  we  do  not  expect  that;  and  even 
though  it  is  an  English  practice  well  established  I  think  it  would 
be  extremely  unwise. 

I  will  state  briefly  my  reasons :  If  the  reorganization  plan  is  to  be 
subject  to  the  approval  of  the  security  holders — the  stockholders 
who  may  be  foreclosed  and  cut  off,  or  the  second,  third,  or  fourth 
lien  holders,  who  may  be  cut  off  by  the  foreclosure,  it  will  render 
the  first  liens  valueless  and  destroy  the  credit  and  ability  of  railroad 
companies  to  raise  money  by  first  liens,  or  will  indefinitely  prolong 
and  delay  the  reorganization.  Or,  to  use  more  expressive  terms,  the 
class  of  security  holders  who  are  to  be  foreclosed  will  hold  up  the 
others  and  force  concessions  to  which  they  are  not  in  law  or  equity 
entitled.  The  stockholder  of  a  railroad  company  has  a  security  that 
is  inferior  to  the  bonds  and  the  way  for  him  to  protect  his  interest  is 
to  pay  the  bonds.  Now,  he  ought  not  to  be  put  in  a  position  where 
he  can  destroy  the  valuie  of  the  bonds  on  which  his  company  bor- 
rowed money  or  impair  the  value  of  the  security  ahead  of  him  by 
delaying  or  interrupting  a  reorganization  plan. 

Mr.  EscH.  Under  the  English  system  there  is  no  sale;  the  prop- 
erty owners  get  possession  of  their  property  again  and  go  on.  Under 
our  system,  of  course,  we  have  a  sale  and  the  securities, that  are  de- 
posited with  the  reorganization  committee  are  turned  in  by  way  of 
purchase,  are  they  not?    Is  not  that  true? 

Mr.  LovETT.  As  to  the  first  part  of  that  question,  Mr.  Esch,  1 
can  not  comprehend  any  system  that  does  not  permit  the  fore- 
closure of  a  mortgage  and  the  sale  of  the  property  to  satisfy  it. 
Therefore  I  can  not  say  anything  of  value  upon  that  aspect.  As  to 
the  latter  part  of  the  question  about  the  disposition  of  the  securi- 
ties: Holders  of  old  securities  deposited  with  the  various  protective 
committees  and  ultimately  with  the  reorganization  committee,  and 
to  be  taken  care  of  in  the  reorganization,  receive  new  securities  in 
exchange  upon  such  basis  as  the  reorganization  plan  provides.  They 
either  keep  them  or  sell  them,  as  they  like. 
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Mr.  EscH.  Do  you  believe  it  would  be  wise  to  give  the  Interstate 
Commerce  Commission  certain  powers  with  reference  to  receiver- 
ships? 

Mr.  JjOvett.  I  do  not  see  any  advantage  that  would  be  gained  by 
giving  the  Interstate  Commerce  Commission  any  duties  with  re- 
spect to  receiverships.  But  if  you  mean  with  reference  to  reorgani- 
zations and  the  issue  of  securities  in  carrying  out  a  plan  of  reor- 
ganization I  should  say  that  as  long  as  we  are  all  committed  to  Gov- 
Brnmental  regulation  of  securities  the  Interstate  Commerce  Commis- 
siisn  ought  to  be  given  exclusive  jurisdiction  to  pass  upon  the  issue 
'of  securities  in  connection  with  a  reorganization  plan,  just  as  they 
should  be  given  exclusive  jurisdiction  to  regulate  the  issue  of  rail- 
Toad  securities  for  any  other  purpose. 

Mr.  EscH.  You  think  they  should  be  given  the  power  to  pass  on 
the  plan  of  reorganization  ? 

Mr.  LovETT.  They  must  necessarily  consider  the  plan  of  reorgani- 
zation in  passing  upon  the  issue  of  securities.  The  plan  of  reorgani- 
zation involves  a  very  large  question  of  finance  and  of  relative  values. 
It  is  not  a  question  as  to  what  some  one  would  like  to  do  but  what 
■can  be  done.  Now,  to  put  the  commission  in  a  position  to  say: 
^'  Give  the  first  mortgage  certain  securities,  give  the  second  mortgage 
certain  securities,  give  preferred  stock  certain  securities,  and  give 
common  stock  certain  securities,"  would  not  only  result  in  an  im- 
possible condition  in  many  cases  and  prolong  and  delay  the  reor- 
ganization but  it  would  be  of  very  douotful  constitutionality.  The 
holders  of  bonds  are  entitled,  in  the  absence  of  agreement  on  their 
part,  to  foreclose  their  liens  and  take  the  property  at  foreclosure 
sale  if  they  are  not  paid;  and  that  is  a  right  that  nobody  can  or 
should  take  away  from  them ;  and  any  law  that  attempted  to  author- 
ize the  Interstate  Commerce  Commission  to  compel  the  holder  of  a 
first  mortgage  to  concede  something  to  the  holder  of  a  second  mort- 
gage bond,  or  to  stock,  would,  I  think,  be  unconstitutional. 

Mr.  EscH.  Should  there  be  anything  in  the  law  fixing  the  period 
or  the  duration  of  a  receivership  ? 

Mr.  LovETT.  No. 

Mr.  EscH.  That  has  to  depend  upon  the  exigencies  of  every  case? 

Mr.  LovETT.  Yes ;  and  the  security  holders  are  just  as  eager  as  any 
people  can  be  to  have  the  receivership  ended,  because  usually  their 
interest  is  suspended  during  the  receivership. 

Mr.  EscH.  Yet,  as  a  matter  of  fact,  there  have  been  receiverships 
that  have  extended  over  six  or  seven  years  ? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  In  one  instance,  I  think,  20.  There  can  be  abuse  in 
that? 

Mr.  LovETT.  Yes ;  but  there  is  another  case  of  burning  the  barn  to 
catch  a  few  rats. 

Mr.  EscH.  Yes. 

Mr.  LovETT.  There  will  be  evils  in  any  system  that  can  be  devised, 
but  I  do  not  know,  so  far  as  my  observation  goes,  of  any  case  of  a 
receivership  where  it  was  a  creditors'  bill  that  has  been  prolonged. 
The  cases  of  prolonged  receivership  I  know  were  what  I  call  "  politi- 
cal receiverships,"  to  keep  some  people  in  desirable  positions. 
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_  Mr.  EscH.  That  leads  me  to  ask  this  question :  Is  there  any  justifica- 
tion for  the  criticism  that  the  fees  in  receivership  cases  are  exor- 
bitant? 

Mr.  LovETT.  I  think  there  is. 

Mr.  EscH.  Is  there  any  way  in  which  you  could  reach  that  through 
legislation? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  What  would  you  suggest? 

Mr.  LovETT.  Why,  I  think  that  when  you  invest  the  commission 
with  power  to  regulate  securities  you  very  largely  curb  that.  As  far 
as  I  know,  the  cases  in  which  receivers  get  excessive  or  unreasonable 
compensation  are  very  rare,  but  there  have  been  such  cases. 

Mr.  EscH.  Mr.  Hamilton  suggests  that  he  would  like  an  elaboration 
of  what  you  mean  by  "  political  receiverships." 

Mr.  LovETT.  I  do  not  like  to  call  names,  but  a  case  I  have  in  mind 
is  .where  the  receiver  was  appointed  for  the  nondelivery  of  a  tele- 
gram, and  where  a  number  of  men  very  prominent  in  politics  were 
appointed  receivers  and  receivers'  counsel  and  masters  in  chancery 
and  other  similar  positions,  and  the  reorganization  was  delayed.  It 
is  perhaps  fair  to  say  that  in  that  case  the  receivership  was  probably 
precipitated  by  the  efforts  of  a  large  creditor,  who  was  supposed  also 
to  be  a  large  stockholder,  to  get  a  receivership  of  his  own,  and,  to 
use  a  slang  expression,  "  the  others  beat  him  to  it." 

Mr.  EscH.  Of  course,  receivers  would  be  interested  in  retaining 
their  office  as  long  as  possible? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  Because,  as  a  rule,  the  courts  have  been  very  liberal  in 
their  allowances  to  receivers,  have  they  not? 

Mr.  LovETT.  I  would  not  say  that  they  have  been  unduly  liberal., 
I  do  not  know  of  receivers  who,  as  such  positions  go,  and  if  they 
properly  perform  their  duties,  have  been  unduly  paid. 

Mr.  EscH.  As  to  those  matters,  the  stockholders — the  owners  of 
the  property — ^have  little  or  nothing  to  say?  The  court  passes,  of 
course,  upon  these  fpes  and  charges? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  But  the  property  owners  have  really  no  voice  in  the 
matter  ? 

Mr.  LovETT.  No;  I  do  not  see  how  they  can  have.  You  have  got 
to  trust  the  court.     There  has  been  criticism  of  practices 

Mr.  EscH.  There  have  been  protests  filed  against  reports  of  re- 
ceivers and  criticisms  made  of  various  items  of  their  accounts  ? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  And  a  hearing  had  by  the  court  in  that  way  ? 

Mr.  LovETT.  Yes.  I  have  never  known  a  case  where  any  creditor 
who  wanted  to  object  to  a  receiver's  allowance,  or  his  counsel,  so  far 
as  they  were  fixed  by  the  court,  has  not  had  an  opportunity  to  be 
heard.  Sometimes  the  objections  have  been  sustained.  Those  mat- 
ters are  usually  covered,  however,  as  far  as  my  practice  has  gone,  by 
agreement.  Counsel  representing  the  various  interests  involved, 
which  would  have  to  bear  the  burden,  have  conferred  about  it  and 
have  agreed,  or  the  matter  has  been  determined  by  the  court.  The 
allowances  and  payments  over  which  the  court  has  no  control  are 
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those  made  by  the  reorganization  committee,  or  by  these  various 
protective  committees. 

Mr.  EscH.  They  sometimes  have  been  very  large? 

Mr.  Lo\'ETT.  I  have  a  great  many  neighbors  and  friends  who  act 
in  that  capacity  or  who  have  acted  in  that  capacity.  I  would  dis- 
like to  say  anything  that  would  indicate  they  have  been  unduly  very 
liberal. 

Mr.  EscH.  Eecurring  to  the  subject  of  the  voting  trust,  as  I  stated, 
the  voting  trustee  is  generally  a  representative  of  some  of  the  big 
banking  houses  in  the  country,  in  these  that  I  have  alluded  to. 

Mr.  LiOVETT.  Well,  the  way  that  is  generally  handled,  Mr.  Esch,  is 
this:  After  the  various  protective  committees  have  organized  them- 
selves and  selected  their  chairmen  and  their  membership  and  their 
counsel,  and  the  trust  company  which  is  to  act,  and  filled  all  the 
positions,  and  have  had  a  number  of  conferences  and  put  in  more 
or  less  time,  they  realize  that  the  different  interests  will  either  have 
to  organize  and  come  to  an  agreement  on  a  plan  of  reorganization 
or  fight  it  out  in  court,  which  will  take  a  long  time.  Then  some 
banking  house  that  has  the  standing  with  investors  and  the  financial 
ability  to  put  through  the  plan  is  called  in  and  works  out  a  plan 
that  it  is  willing  to  underwrite.  The  plan  is  then  submitted  to  the 
various  committees,  and  if  they  approve  and  the  bankers  are  en- 
gaged to  undertake  the  underwriting  they  form  a  syndicate,  the 
size  of  which  generally  depends  upon  the  size  of  the  undertaking. 
The  banking  firm  designate  themselves  as  "  reorganization  man- 
agers "  or  "  syndicate  managers,"  and  invite  various  people  of 
means — ^mostly  large,  but  some  of  small,  means — and  various  bond 
houses  who  sell  and  distribute  securities,  to  take  a  share  in  this 
syndicate.  The  syndicate  shares  run  all  the  way  probably  from 
$25,000  to  $1,000,000  or  $10,000,000.  I  have  known  them  to  run 
as  high  as  $10,000,000.  The  syndicate  interest  is  widely  distributed, 
the  banking  house  itself  usually,  as  I  understand,  taking  a  very 
small  interest  itself ;  but  it  is  the  credit  of  the  house  and  the  charac- 
ter of  the  house  that  enables  it  to  put  through  these  big  undertakings. 

There  may  be  thousands  of  people  who  will  buy  some  of  these  ■ 
securities  simply  because  this  banking  house  has  organized  the  syndi- 
cate and  is  the  manager  of  the  reorganization.  Then,  the  banking 
house  generally  feels,  and  very  properly,  a  degree  of  responsibility 
not  only  to  the  syndicate  but  to  all  of  its  customers  for  the  proper 
management  of  the  road,  and  generally  they  either  dictate  the 
management  or  form  a  voting  trust  for  four  or  five  years,  with 
power  to  dissolve  it  earlier  if  the  reason  ceases.  I  do  not  know 
any  large  banking  house  that  wants  to  run  a  railroad;  they  have  a 
business  of  their  own.  But  naturally  they  feel  a  responsibility  for 
the  successful  management  of  a  company  they  have  put  on  its  feet, 
and  they  like  to  keep  in  pretty  close  touch  and  to  select  the  manage- 
ment. A  voting  trust  may  continue — in  some  cases  they  go  on  for 
years,  but  generally  they  are  of  rather  short  duration,  so  far  as  my 
experience  goes.  Different  banking  houses  have  different  policies 
with  respect  to  that ;  some  are  more  insistent  upon  holding  on  with 
the  voting  trust  for  the  full  term  of  it — usually  five  years — ^than 
others. 
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Mr.  EscH.  Would  the  surrender  of  the  voting  privilege  by  stock- 
holders, under  the  reorganization,  to  the  voting  trustee  give  the  vot- 
ing trustee  power  in  case  of  combination  of  systems  ? 

Mr.  LovETT.  The  power  to  bring  about  a  combination? 

Mr.  EscH.  Yes. 

Mr.  LovETT.  Yes;  the  voting  trustee  acts  for  the  stockholder,  and 
he  votes  without  consulting  the  stockholder. 

Mr.  EscH.  Yes ;  he  has  the  whole  privilege  ? 

Mr.  LovETT.  Yes.  I  should  like  to  say  one  further  word  with  ref- 
erence to  the  voting  trust,  if  I  may. 

Mr.  EsCH.  All  right.  Certainly. 
,  Mr.  LovETT.  One  of  the  greatest,  and  to  my  mind  the  great  neces- 
sity for  a  voting  trust,  is  that  when  the  company  is  reorganized  and 
the  stock  is  issued,  the  common  stock  is  sufficient  to  control;  it  is 
the  last  security,  and,  generally,  at  the  outset,  it  will  sell  for  a  very 
low  price^ — 10  or  15  or  20  or  25  or  50  cents  on  the  dollar — and  it 
affords  a  great  opportunity,  if  there  be  no  voting  trustee,  for  some 
plunger  or  group  of  speculators  to  get  the  stock  and  take  over  at 
once  the  management  of  this  reorganized  enterprise  for  purely  specu- 
lative purposes ;  whereas  the  bankers  or  the  syndicate  managers  with 
the  voting  trust,  in  adopting  the  plan,  naturally  believe  it  will  be 
successful  and  that  with  a  few  years'  trial  success  will  be  demon- 
strated and  the  stock  will  rise.  In  the  meantime,  with  a  voting  trust 
it  will  not  be  so  easy  for  speculators  or  plungers  to  get  control  of 
the  company  through  the  purchase  of  the  stock  while  it  is  very  low. 
It  is  really  done  for  the  protection  of  the  stockholders  as  well  as  the 
other  security  holders.  While  it  is  true  voting-trust  certificates  are 
salable,  yet  to  the  average  speculator  nothing  running  four  or  five 
years  has  any  attraction;  he  wants  to  get  something  he  can  turn 
over.  He  does  not  care  much  for  a  voting-trust  certificate  which 
will  not  give  him  control  of  the  property  but  will  simply  represent 
his  investment  for  four  or  five  years.  That,  I  think,  is  one  of  the 
sound  reasons  in  favor  of  voting  trusts  for  reorganized  companies 
for  a  reasonable  time. 

Mr.  EscH.  Has  the  tendency  of  late  been  for  great  railroad  systems 
to  invest  in  the  securities  of  other  systems  ? 

Mr.  LovETT.  If  you  mean  by  "  lately,"  the  last 

Mr.  EsCH.  Say,  10  years. 

Mr.  LovETT  (continuing).  The  last  10  years,  I  should  say  no. 

Mr.  EscH.  Before  this  last  decade,  was  there  quite  a  tendency  in 
that  direction? 

Mr.  LovETT.  Undoubtedly  very  great. 

Mr.  EscH.  What  was  the  main  purpose  for  such  investment  ? 

Mr.  LovETT.  The  Union  Pacific,  I  suppose,  was  about  the  most  con- 
spicuous company  that  followed  that  policy;  and  a  variety  of  pur- 
poses entered  into  and  influenced  it.  I  should  say  that  the  purpose 
of  the  earlier  investments  was  to  strengthen  the  position  of  the  com- 
pany with  respect  to  traffic,  and  to  extend  the  system.  Other  reasons , 
entered  into  it.  One  was  to  prevent  the  acquisition  by  a  rival  line 
of  the  control  of  some  property  that  would  be  very  hurtful  to  the 
Union  Pacific  in  the  hands  of  the  rival  line.  The  purchase  of  the 
Southern  Pacific  control  by  the  Union  Pacific  was,  of  course,  for  the 
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purpose  of  getting  an  outlet  to  the  Pacific  Ocean.  At  tiiat  time  the 
shipper  did  not  have  any  right  to  route  his  traffic ;  the  line  on  which 
it  originated  absolutely  controlled  it.  It  could  send  it  to  any  connect- 
ing line  it  chose;  and  the  Union  Pacific  was  wholly  dependent  on  the 
Southern  Pacific  for  such  traffic  as  the  Southern  Pacific  saw  proper 
to  give  it  at  Ogden.  That  condition  has  changed,  and  was  changed 
by  the  law  that  gave  the  shipper  the  right  to  route  his  traffic ;  and  it 
was  changed  by  the  construction  of  another  line  of  railroad  to  the 
Pacific  coast,  and  then  by  fiercer  competition  by  other  lines  with  the 
Southern  Pacific,  and  greater  improvements  to  the  short  and  direct 
line,  and  other  considerations ;  though  it  is  still  vastly  important  to 
the  Union  Pacific.  Then,  there  was  the  Northern  Pacific  purchase, 
the  object  of  which  was  to  prevent,  as  I  understand,  a  combination 
of  the  Northern  Pacific  and  the  Great  Northern  for  the  control  of 
the  Burlington,  in  the  interest  of  those  companies  and  against  the 
interest  of  the  Union  Pacific.  Without  taking  too  much  time  in  re- 
lating these  transactions,  those  were  the  large  purchases. 

Now,  following  that  the  Union  Pacific  failed,  for  reasons  I  need 
not  take  the  time  to  go  into,  to  get  control  of  the  Northern  Pacific; 
so  the  Northern  Pacific  and  the  Great  Northern  combination,  which 
brought  the  control  of  the  Burlington  into  those  two  systems,  was 
formed  and  still  exists.  Those  two  systems  to-day  control  the  Burl- 
ington. The  Union  Pacific,  as  it  could  not  get  control  and  could  not 
achieve  the  purpose  it  sought  to  accomplish,  sold  the  Northern  Securi- 
ties stock  which  it  took  in  exchange  for  Northern  Pacific,  and  then 
both  the  Northern  Pacific  and  the  Great  Northern  that  it  took  upon 
the  dissolution  of  the  Northern  Securities  Co.,  and  made  a  very  large 
profit.  The  convertible  bonds  which  had  been  issued  by  the  Union 
Pacific  to  raise  money  for  these  stock  purchases  (the  Union  Pacific 
stock  having  risen)  were  converted  into  stock  of  the  Union  Pacific. 
So  the  Union  Pacific  had  the  proceeds  of  this  Northern  Pacific  pur- 
chase and  a  profit  of  about  $58,000,000  on  the  transaction,  which  it 
proceeded  to  invest  in  other  stocks.  It  bought  Baltimore  &  Ohio  stock ; 
it  bought  New  York  Central  stock ;  it  bought  some  Atchison,  Topeka 
&  Santa  Fe  stock ;  it  bought  some  Chicago  &  Alton  stock — ^preferred 
stock — and  various  other  stocks.  It  sold  the  Atchison  stock,  because 
that  owned  a  competing  line,  although  the  amount  was  comparatively 
small— only  $10,000,000, 1  believe,  out  of  a  total  of  over  $200,000,000. 
After  it  lost  control  of  the  Southern  Pacific  it  distributed  the  Balti- 
more &  Ohio  stock  to  its  stockholders  as  an  extra  dividend.  I  forgot 
to  say  that  it  also  bought  Illinois  Central  stock  in  large  amounta 
Now,  the  stock  buying  or  stock  purchasing  substantially  ceased  fol- 
lowing 1907,  when  the  great  attack  was  made  on  the  Union  Pacific  by 
the  Interstate  Commerce  Commission  through  the  investigation  made 
at  that  time,  or,  as  I  always  describe  it,  the  "  attack  on  Harriman." 
Mr.  Harriman  died  in  1909,  and  the  policy  since  then  has  been  not  to 
invest  in  railroad  stocks  as  a  rule,  but  rather  in  bonds,  and  to  avoid 
speculative  securities. 

The  only  stock  I  recall  now  that  we  have  bought  since  1909  was 
some  additional  New  York  Central  stock.  We  increased  our  hold- 
ings from  about  seventeen  millions  of  New  York  Central  stock  to 
twenty  millions  out  of  a  total  of  three  hundred  and  fifty  million 
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dollars,  and.  we  have  exercised  our  subscription  rights  with  respect 
to  stock  of  these  companies  in  which  we  were  already  interested. 
Where  a  corporation  would  increase  it  stock,  and  we  had  the  right 
to  subscribe  at  par,  and  the  stock  was  worth  more  than  par,  we  exer- 
cised our  subscription  rights.  If  the  stock  was  less  than  par  we 
were  likely  to  buy  the  amount  we  were  entitled  to  subscribe  at  par, 
where  we  could  buy  it  at  less  than  par,  keeping  up  our  relative  posi- 
tion. 

Mr.  EscH.  I  notice  all  the  way  through  your  investments  were  in 
stock  and  not  in  bonds. 

Mr.  LovETT.  I  beg  your  pardon  ? 

Mr.  EscH.  I  say  I  notice  all  the  way  through  that  your  invest- 
ments were  in  stock  and  not  in  bonds  of  other  companies. 

Mr.  LovETT.  No;  I  did  not  mean  to  convey  that  impression.  We 
have  bonds  as  well  as  stock,  and  at  this  time  we  have  over  $100,000,000 
of  bonds. 

Mr.  Escii.  And  how  much  of  the  stock  of  other  companies? 

Mr.  LovETT.  Mr.  Esch,  if  you  will  permit  me,  I  would  like  to  hand 
in  a  table. 

Mr.  EscH.  Very  well ;  you  can  do  that. 

Mr.  LovETT.  That  will  show  exactly  the  stock  and  bonds,  rather 
than  give  them  from  memory.  The  tables  referred  to  were  handed 
in  and  are  here  inserted,  as  follows,  viz : 

Secw'ities  owned. 
AFFILIATED  COMPANIES. 


Companies. 


Total  par 
value  out- 
standing 
June  30, 
1916. 


Amount 
owned. 


STOCKS. 

Terminal  a^  transportation: 

Camas  Prairie  Railroad 

Denver  Union  Terminal  Railway 

Kansas  City  Terminal  Railway 

Leavenworth  &  Topeka  Railway 

Leavenworth  Depot  &  Railroad 

Ogden  Union  Railway  &  Depot 

Pacific  Fruit  Express 

St.  Joseph  &  Grand  Island  Railway — 

,  First  preferred 

Second  preferred 

Common 

San  Francisco  &  Portland  Steamship 

San  Pedro,  Los  Angeles  &  Salt  Lake  Railroad.. 

Yakima  Valley  Transportation 

Coal: 

Union  Pacific  Coal 

Land: 

Oregon  &  Washington  Railroad 

Riverside  Homestead 

Short  Line  Land  and  Improvement 

Union  Land 

Water: 

Green  River  Waterworks 

Rattlesnake  Creek  Water 

Union  Pacific  Water 

Uiscellaneous: 

Colorado-Pactflc  Development 

McKeen  Motor  Car - 

Union  Pacific  Equipment  Association 


$100, 000 

30,000 

1, 200, 000 

50,000 

150, 000 

300, 000 

10, 800, 000 

5,499,400 
3, 600, 000 
4, 600, 000 

500, 000 
25,000,000 

500, 000 

5,000,000 

1,000,000 
100,000 
100, 000 
10, 000 

225, 000 
78,300 
100, 000 

1,000,000 

1,000,000 

100, 000 


Total.. 


$50,000 

6,000 

100,000 

25,000 

*62,600 

150,000 

5,400,000 

4,658,850 
3,309,079 
4, 239, 70O 

500,000 
12,500,000 

500,000 

5,000,000 

999,300 
100, 000 
60,000 
10,000 

225,000 
78,300 
100, 000 

549,750 
550,000 
100, 000 

39,162,479 
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Companies. 


Total  par 
value  out- 
standing 
June  30, 
1916. 


Amount 
owned. 


BONDS  AND  NOTES. 

Terminal  and  transportation: 

Denver  Union  Terminal  By. — 

First-mortgage  4J  per  cent  bonds,  due  Mar.  1, 1964.. 
Kansas  City  Terminal  Railway— 

2-year  5}  per  cent  notes,  due  Nov.  30, 1917 

1-year  6  per  cent  notes,  due  Nov.  30, 1915 

Leavenworth  &  Topeka  Ry. — 

First-mortgage  4  per  cent  bonds,  due  Jan.  1, 1930 . . . 

Demand  notes,  4  per  cent 

Leavenworth  Depot  &  R.  B.— 

First-mortgage  5  per  cent  bonds,  due  June  1, 1922 . . . 
Northern  Pacific  Terminal^ 

First-mortgage  6  per  cent  bonds,  due  Jan.  1, 1933 . .  - 
Ogden  Union  Railway  &  Depot — 

First-mortgage  5  per  cent  bonds,  due  Sept.  1, 1918 . . 
Portland  Terminal  Investment — 

Certificate  of  indebtedness,  due  Dec.  21, 1915 ' 

St.  Joseph  &  Grand  Island  Ry. — 

First-mortgage  4  per  cent  bonds,  due  Jan.  1, 1947  — 

Dcfmand  notes,  5  per  cent 

Demand  notes,  6  per  cent 

San  Francisco  &  Portland  Steamship — 

Purchase  money  notes,  6  per  cent,  due  June  1, 1932. , 
San  Pedro,  Los  Angeles  &  Salt  Lake  R.  R.— 

First-mortgage  4  per  cent  bonds,  due  July  1, 1961  — 

Note  due  Jan.  1, 1916,  5  per  cent 

Coal: 

Union  Pacific  Coal — 

First-mortgage  5  per  cent  bonds,  due  May  1, 1921 — 
Water: 

Green  River  Waterworks— 

First-mortgage  6  per  cent  bonds,  due  Jan.  1, 1919 

Rattlesnake  Creek  water — 

First-morgtage  6  per  cent  bonds,  due  July  1, 1920 


Total.. 


000,000 
000,000 


250,000 
377,286 

137,000 
!,  988, 000 

326,000 

!,  899, 047 

1,000,000 
274, 900 
59,154 

275,000 

',053,000 


5,000,000 

194,000 
146,000 


14, 000, 006 
2,000,000 


125,000 
138,643 

57,000 

132,000 

163,000 

2,899,047 

103,000 
274,900 
59,154 

275,000 

28,526,000 


2,473,000 

194,000 
146,000 


41,685,7/14 


OTHER  COMPANIES. 


Companies. 

Maturity. 

Parorfiice 
value. 

STOCKS. 

Baltimore  &  Ohio  Raih-oad: 

Common 

13,594,035 

i:806;992 

Chicago  &  Alton  Railroad: 

Preferred 

10,343,100 
4,018,700 

Chicago  &  North  Western  Railway: 

Chicago,  Milwaukee  &  St.  Paul  Railway: 

Preferred 

1,845,000 

Illinois  Central  Railroad: 

22,500,000 

New  York  Central  Railroad: 

Capital , 

20,000,000 

Railroad  Securities  Co.: 

Common 

3,484,920 

1,936,900 

Total 

69,628,647 

BONDS,  NOTES,  AND  EQUIPMENT. 

Trust  certificates: 

Baltimore  &  Ohio  Railroad- 

Deo.    1,1995 
July     1,1925 
June    1,1916 
1917-1923 

1916-1926 

4,000,000 

Southwestern  division,  first  mortgage  3i  per  cent  bonds 

2;000,000 

4J  per  cent  secured  gold  notes 

6ii,oo6 

Chesapeake  &  Ohio  Railway- 
Equipment  trust  4*  per  cent 

1,240,009 
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OTHER  COMPANIES— Continued. 


Companies. 


Trnst  certificates— Cofltinued. 
Chicago  &  Alton  Eallroad— 

General  mortgage  6  per  cent  bonds 

One  year  6  per  cent  notes 

Equipment  trust  4  per  cent 

Equipment  trust  4^  per  cent 

Equipment  trust  5  per  cent -. 

Chicago  &  Northwestern  Railway — 

General  mortgage  4  per  cent  bonds 

General  mortgage  5  per  cent  bonds 

Equipment  trust  of  1913,  4i  per  cent 

Chicago,  Milwaukee  &  St.  Paul  Railway— 

Convertible  4i  per  cent  bonds 

ConTcrtible  general  and  refunding  mortgage  5  per  cent  bonds. . 

General  mortgage  4*  per  cent  bonds 

General  and  refundiiig  mortgage  4J  per  cent  bonds 

Chicago,  St.  Paul,  Minneapolis  &  Omaha  Railway— 

5  per  cent  debenture  gold  bonds 

Chicago  Union  Station  Co.— 

First  mortgage  4  J  per  cent  bonds 

Delaware  &  Hudson  Co.— 

20-year  conTertible  5  per  cent  bonds 

4  per  cent  10-year  gold  debenture  bonds 

Erie  Railroad — 

3-year  5J  per  cent  collateral  trust  gold  notes 

Florida  East  Coast  Hallway— 

5  per  cent  equipment  trust,  series  A 

Hocking  Valley  Railway — 

1-year  6  per  cent  gold  notes 

Equipment  trust,  series  of  1914,  41  per  cent 

Illinois  Central  Railroad — 

Equipment  trust  4i  per  cent 

Equipment  trust  5  per  cent 

Illinois  Central  R.  R.  &  Chicago,  St.  Louis  &  New  Orleans — 

First  joint  refunding  mortgage  5  per  cent  bonds 

Lehigh  Valley  Railroad- 
General  consolidated  mortgage  4}  per  cent  bonds 

Long  Island  Railroad — 

Equipment  trust  5  per  cent 

Louis\ilIe  &  Nashtille  Railroad- 
Equipment  trust  5  per  cent 

New  York  Central  Railroad — 

Refunding  and  impro .  ement  mortgage  4J  per  cent  bonds 

20-year  6  per  cent  convertible  bonds 

One-year  5  per  cent  notes 

New  York  Connecting  Railroad — 

First  mortgage  4i  per  cent  bonds 

New  York,  New  Haven  &  Hartford  Railroad — 

Equipment  trust  5  per  cent 

Norfolk  &  Western  Railway — 

Equipment  trust  4i  per  cent  of  1914 

Northern  Paciflc-Great  Northern — 

4per  cent  joint  (C,  B.  &  Q.  collateral)  bonds.; 

Pacific  Mail  Steamship — 

Purchase  money  notes 

Pennsylvania  Co.— 

4j  per  cent  gold  loan 

Pennsylvania  Railroad — 

Consolidated  mortgage  4i  per  cent  bonds 

General  mortgage  4J  per  cent  bonds 

3J  per  cent  convertible  bonds 

General  freight  equipment  trust  4i  per  cent 

Southern  Pacific  Co.— 

4  per  cent  20-year  convertible  bonds 

4i  per  cent  20-year  gold  bonds 

4  per  cent  (Central  Pacific  stock  collateral)  bonds 

San  Francisco  Terminal,  first  mortgage  4  per  cent  bonds 

Equipment  trust  4i  per  cent 

Southern  Pacific  Railroad — 

First  refunding  mortgage  4  per  cent  bonds 

Southern  Railway — 

Equipment  trust  45  per  cent 

Utah  Light  &  Traction- 
First  and  refunding  mortgage  6  per  cent  bonds 

Miscellaneous 


Maturity. 


Par  or  face 
value. 


July  1, 1932 
Apr.  29,1917 
June    1,1916 

1916-17 

1916-17 

1916 


Total. 


Nov.    1,1987 

do 

1916-1923 


June 
Jan. 
May 
Jan. 


1, 1932 
1,2014 
1,1989 
1,2014 


Mar.    1, 1930 

July     1, 1963 

Oct.     1, 1935 
Jime  13,1916 

Apr.    1, 1017 

1917-1922 


Nov.    1,1915 
1917-1924.... 


1917-1923. 
1919-1923. 


Dec.  1, 1963 
May  1,2003 
1917-1924 


1916-1923. 


Oct. 
May 
Jan. 


1, 2013 
1, 1935 
22, 1916 


Aug.    1, 1953 
1917-1924 


1916-1924 

July     1, 1921 

Aug.  19,1916 

June  15,1921 

Aug.  1,1960 
June  1, 1965 
Oct.  1,1915 
1917-1923 


June 
July 
Aug. 
Apr. 


1, 1929 
1,1929 
1,1949 
1,1950 


1916-1923. 
Jan.  1,1955 
1916 


Oct.  1,1944 


8,417,000 
450,000 

'""'429,' 656 
246,000 
72,000 

2,000,000 

2,500,000 

697, 000 

387, 400 

230, 60O 

1, 857, 000 

2,600,000 

1, 000, 000 

500,000 

500,000 

1, 000, 000 
210,000 

"'646,' 666 

95,000 
33,000 

5,000,000 

605, 000 

838, 000 

261,000 

3,000,000 
8,000,000 

3,000,000 

800,000 

2,059,000 

4,132,000 


5,000,000 

1,000,000 
2,600,000 

"2,'i66;666 

927,000 

66,000 

6,399,000 

6,000,000 

593,000 

14,668,000 


11,864,000 
64,300 

110,291,300 
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Mr.  EscH.  That  will  be  satisfactory.  I  did  not  know  but  what 
the  object  in  investing  in  the  stock  of  another  carrier  was  because 
stock  carried  the  voting  privilege. 

Mr.  LovETT.  No.  I  would  not  say  that  that  was  the  object.  It  was 
with  some  companies,  but  generally  the  stock  pays  a  larger  return, 
if  it  is  well  selected,  than  bonds ;  and  Mr.  Harriman  testified  in  his 
examination  by  the  Interstate  Commerce  Commission,  as  to  many  of 
these  stocks,  except  the  Southern  Pacific,  that  the  stock  was  pur- 
chased for  the  return.  He  believed  the  stocks  to  be  good,  and  that 
was  the  object.  Of  course,  there  are  different  degrees  of  conservatism, 
and  some  men  will  invest  in  railroad  stock  and  take  whatever  cliance 
there  is  Evolved  in  it,  believing  that,  as  to  many  stocks,  the  risk  is 
extremely  remote.  Others  believe  the  safe  rule  is  to  buy  bonds; 
even  though  they  pay  a  smaller  return,  they  involve  less  risk. 

Mr.  EscH.  Just  one  or  two  other  questions :  You  mentioned  pool- 
ing several  times  in  the  course  of  your  testimony.  Pooling  was,  of 
course,  abolished  by  law,  and  was  abolished  before  the  Hepburn  Act 
in  1906.  Do  you  favor  pooling  if  under  the  regulation  of  the  Inter- 
state Commerce  Commissioii? 

Mr.  LovETT.  I  do  not.    I  am  strictly  opposed  to  it. 

Mr.  EscH.  Any  f orin  of  it  ? 

Mr.  LovETT.  I  am  opposed  to  any  form  of  it.  As  there  was  a  good 
deal  said  yesterday  about  my  possible  representative  capacity,  I  will 
state  that  that  is  a  matter  that  has  not  been  considered  by  the  com- 
mittee of  executives.  I  do  not  know  their  view.  I  stated,  as  to  the 
general  plan  that  we  were  proposing  here  for  legislation,  not  only  my 
own  individual  views,  but  I  knew  them  to  be  the  views  of  the 
advisory  committee.  With  reference  to  this  question  as  to  pooling, 
I  am  expressing  only  my  own  view.  I  do  not  know  what  the  view 
of  the  advisory  committee  is,  but  I  have  not  heard  anybody  suggest 
pooling.    Personally  I  believe  it  would  be  unwise. 

Mr.  EscH.  Even  under  regulation? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  Why? 

Mr.  LovETT.  It  would  tend  to  unreasonably  restrict  competition, 
I  think.  It  would  tend,  perhaps,  to  create  what  I  call  a  "  nuisance 
value  "  in  certain  railroads  that  do  not  have  much  of  any  other  value. 
But  in  principle  I  believe  in  competition  in  the  railroad  service,  not 
competition  in  rates.  Competition  in  rates  is  impossible  without  dis- 
crimination and  rebates,  and  nobody  wants  discrimination  and  re- 
bates. But  competition  in  service  and  facilities  is,  in  my  judgment,, 
necessary  to  prevent  stagnation  in  the  railroad  business. 

Mr.  EscH.  By  "  nuisance  value  "  do  you  mean  the  power  and  abil- 
ity of  holding  up  ? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  Here  is  a  situation :  There  are  six  lines  from,  Chicago 
to  St.  Paul-Minneapolis — two  lines  under  single  management.  There 
are  four  from  Chicago  to  New  York ;  there  are  five  from  Chicago  to 
St.  Louis.  Every  night  at  a  given  hour  there  are  that  number  of 
passenger  trains  starting  from  Chicago  to  those  respective  terminals. 
None  of  them  are  full,  but  each  has  to  maintain  that  service  because 
of  the  competition  of  the  other  rival  lines.  Would  it  be  possible!  to 
have  a  system  of  pooling  that  would  enable  two  or  three  of  those 
lines  to  do  the  passenger  service  and  thus  eliminate  a  certain  degree 
of  expense  and  possible  waste  ? 
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Mr.  LovETT.  No ;  I  do  not  believe  it  ought  to  be  allowed.  I  think 
that  is  foolish  management;  but  at  the  same  time  I  suppose  it  is 
absolutely  necessary  under  existing  law.  But  I  believe  the  managers 
of  those  roads  ought  to  be  allowed  to  get  together  and,  subject  to  the 
approval  of  the  commission,  agree,  if  they  can,  to  reduce  some  of 
those  trains. 

Mr.  EscH.  Could  a  like  arrangement  be  made  with  reference  to 
freight  traffic? 

Mr.  LovETT.  Well,  I  do  not  know  about  that. 

Mr.  EscH.  The  theory  now  is  the  largest  possible  haul  per  train. 
The  ton-mile  haul  is  the  unit  of  measurement  now,  is  it  not  ? 

Mr.  LovETT.  My  feeling  about  it  is  that  there  are  certain  evils  in 
the  present  system  that  are  evils ;  but  I  do  not  believe  it  is  any  more 
possible  to  get  perfection  in  the  railroad  business  than  in  any  other. 
Some  things  we  have  got  to  bear;  we  can  not  help  the  choice  of  evils. 
I  know  a  good  many  railroad  men  who,  if  they  could  get  together 
and  agree  on  freight  schedules,  would  serve  the  public,  and  it  would 
at  the  same  time  be  to  the  interest  of  the  railroads.  There  may  be 
some,  however,  to  whom  I  would  not  cheerfully  trust  a  power  of  that 
sort.  I  believe,  however,  that  it  is  very  desirable  that  railroad 
officers  should  be  allowed  to  get  together  and  agree  on  such  things, 
but  without  pooling  and  subject  to  the  approval  of  the  Interstate 
Commerce  Commission. 

Mr.  EscH.  I  have  used  up  an  hour,  and  I  do  not  care  to  continue 
further. 

Mr.  Adamson.  Considering  the  responsible  positions  held  by  the 
members  of  this  committee,  if  this  investigation  shall  result  in  noth- 
ing more  than  the  education  of  the  members  of  the  committee  it  will 
be  worth  what  it  costs.  Senator  Townsend,  have  you  some  ques- 
tions? 

Senator  Townsend.  I  had  some  questions  that  I  wanted  to  ask, 
but  I  have  not  been  able  to  attend  all  the  sessions,  and  I  think  possibly 
some  of  them  have  been  covered  already.  I  have  several,  however, 
that  I  would  like  to  ask.  I  think  if  the  railroads  are  to  be  con- 
demned for  their  expensive  terminal  facilities,  this  committee  may 
be  condemned  for  its  lack  of  them. 

Mr.  Sims.  Terminal  practices. 

Senator  Townsend.  And  we  ought  to  get  through  with  this  if  it  is 
going  to  be  of  any  particular  value,  and  I  should  attend  the  hearings, 
so  as  not  to  duplicate  any  questions  that  may  have  been  covered.  I 
therefore  shall  ask  only  one  or  two  questions,  congratulating  you  on 
the  fact — and  possibly  the  country — ^that  many  of  the  committee  are 
absent. 

Mr.  Adamson.  You  will  violate  the  rule  against  levity  if  you  don't 
mind. 

Senator  Townsend.  I  wanted  to  ask  you.  Judge  Lovett,  if  you  can 
tell  me,  in  connection  with  our  proposition  to  study  the  question  of 
railroad  controversies,  about  what,  in  your  judgment,  will  be  the 
cost  to  the  railroads  of  the  country  of  the  recent  so-called  Adamson 

Act? 

Mr.  LovETT.  That  was  very  carefully  figured  last  spring  and  sum- 
mer, Senator,  by  the  experts  of  the  railroads  in  operating  matters, 
and  it  was  then  said — and  we  all  believe — that,  based  upon  the  same 
business  as  was  handled  during  the  year  1915,  it  would  cost  them 
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about  $60,000,000  a  year — well,  sixty-four  millions,  I  think.    Is  that 
about  the  amount,  Mr.  Kruttschnitt — about  sixty-four  million? 

Mr.  Kruttschnitt.  I  think  that  was  the  estimate  of  the  men;  of 
the  carriers  it  was  nearly  a  hundred  million. 

Mr.  LovETT.  No.  It  was  this :  The  pay,  based  upon  the  Adamson 
law  as  passed,  was  a  little  over  sixty  millions — $64,000,000,  I  thiii. 
If  the  time-and-a-half  overtime — the  punitive  overtime — was 
granted,  which  was  in  the  original  demand  and  which  was  nearly 
$40,000,000,  it  would  make  a  total  of  about  $100,000,000.  But  as 
punitive  overtime  was  not  granted,  and  was  not  embodied  in  the 
Adamson  law,  the  amount,  based  on  what  was  granted  in  the  Adam- 
son  law,  was  estimated  by  the  railroads  at  a  few  thousand  dollars 
over  $60,000,000  a  year.  The  men  estimated  it,  so  I  understand,  at 
$30,000,000. 

Senator  Townsend.  The  court  having  determined  that  that  law 
is  valid,  the  railroads  will  have  no  difficulty  in  establishing  that 
extra  cost  as  an  additional  reason  for  the  raising  of  rates,  will  they? 

Mr.  LovETT.  None  whatever. 

Senator  Townsend.  As  T  understand  it — it  has  been  my  theory,  at 
least — most  of  these  propositions  are  suggested  by  the  railroads  in 
order  that  that  question  may  be  determined  as  to  whether  that  is  a 
valid  charge  which  they  can  make  in  asking  for  additional  rates? 

Mr.  LovETT.  Well,  1  do  not  understand.  Senator  Townsend,  that 
there  is  any  question  about  it  being  a  valid  reason  for  asking  an  in- 
crease in  rates.  If  it  had  been  done  voluntarily,  there  might  have 
been  some  question  about  it ;  but  being  in  obedience  to  a  law  that  is 
sustained  by  the  Supreme  Court  we  have  not  felt  there  is  any  doubt 
about  the  justification  for  the  increase  in  rates. 

Senator  Townsend.  That  has  been  my  explanation  for  the  opposi- 
tion to  many  of  these  measures^  because  if  it  is  true  that'  these  are 
legitimate  charges  which  the  railroads  have  to  meet,  and  the  rail- 
roads are  permitted  to  raise  their  rates  to  meet  those  additional 
charges,  there  could  not  be  very  much  objection  on  the  part  of  the 
railroads  to  these  impositions,  could  there  ? 

Mr.  LovETT.  Except  this:  That  however  legitimate  and  necessary 
they  may  be,  in  view  of  the  time  that  is  taken  it  is  not  an  easy  matter 
to  get  an  increase  in  rates,  however  clear  the  case  may  be. 

Senator  Townsend.  But  if  the  railroads  were  assured  that  they 
could  get  immediately  the  additional  revenue  needed  for  the  addi- 
tional burden  they  would  not  oppose  it  so  strongly  ? 

Mr.  LovETT.  Why,  no.  If  they  were  going  to  be  entitled  to  an  in- 
crease in  rates,  and  knew  that  they  would  get  it,  why,  the  railroads 
would  not  oppose  it  further  than  their  sense  of  duty  to  the  public 
required  them  to  oppose  it. 

'  Senator  Townsend.  It  has  seemed  to  me  that  one  of  the  principal 
duties  of  the  Congress  and  the  committees  of  Congress  is  to  lo6k 
a^f ter  the  interests  of  the  people ;  but  in  these  controversies  they  are 
more  likely  sometimes  to  look  after  the  interests  of  the  immediate 
parties— the  railroad  owners  and  the  railroad  employees — and  the 
people  are  to  foot  the  bill. 

Mr.  LovETT.  The  people  will  always  have  to  do  that,  Senator; 
sooner  or  later. 

Senator  Townsend.  I  think  I  do  not  care  to  ask  him  any  more 
questions,  Mr.  Chairman. 
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Mr.  Adamson.  I  will  call  attention,  in  connection  with  Senator 
Townsend's  question,  to  the  language  in  the  majority  opinion  of 
the  court,  if  he  has  not  read  it,  that  they  took  full  cognizance  of  what 
I  said  to  you  this  morning — that  the  law  requires  you  to  run  12^ 
miles  an  hour  and  to  do  the  work  in  8  hours  instead  oi"  10. 

Mr.  LovETT.  Those  men  knew  the  most  popular  grounds  upon 
which  to  base  their  contention. 

Mr.  Adamson.  If  you  go  to  the  commission  on  that  proposition, 
you  are  going  to  encounter  the  trouble  or  there  is  going  to  be  a 
contention  that  you  could  run  those  trains  at  that  rate  by  properly 
loading  them  and  making  them  of  proper  length,  and  that  then  there 
would  be  no  additional  expense,  so  far  as  operating  those  trains  is 
concerned;  and  you  may  be  met  with  the  further  question,  if  you  are 
going  to  make  an  objection  to  the  law,  that  it  adds  to  your  expense; 
that  you  could  have  made  the  same  objection  when  they  passed  the 
16-hour  law,  and  stopped  you  from  running  24  to  40  hours — that 
that  increased  the  expense — but  that  is  no  answer  to  the  humani- 
tarian law. 

Mr.  LovETi'.  The  passing  of  the  law  removes  from  us  the  responsi- 
bility for  the  wisdom  of  it,  of  course. 

Mr.  Adamson.  I  understand  that,  but  I  am  speaking  about  the 
raising  of  rates.  If  you  ask  for  a  raise -in  the  rates  on  the  ground 
that  money  is  not  worth  half  as  much  as  it  used  to  be,  you  will  get 
it;  but  if  3'ou  ask  for  an  increase  of  rates  on  the  ground  that  the 
finding  of  this  commission  puts  an  additional  burden  upon  you,  on 
account  of  the  eight-hour  law,  I  do  not  think  you  will  get  it. 

Mr.  LovETT.  If  we  can  not  demonstrate  an  increase  in  expenses,  of 
course  we  are  not  entitled  to  an  increase  in  rates  on  account  of  it. 

Mr.  Adamsox.  We  have  a  commission  appointed  to  inquire  into  it. 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  In  other  words,  I  believe  the  railroads  will  find 
less  difficulty  if  they  try  to  comply  with  the  law. 

Mr.  LovETT.  We  are  not  going  to  try  to  do  it;  we  are  going 
vo  do  it. 

Senator  Cummins.  I  think  there  is  some  misunderstanding  here 
about  the  Adamson  law.  The  railroads  say-^and  I  accept  it  for  the 
time  being — that  if  the  Adamson  law — ^tliat  the  wages  required  to 
be  paid  during  the  period  of  10  months,  if  they  should  be  paid 
continuously,  the  increase  would  be  about  $64,000,000  per  year;  but 
the  Adamson  law  only  requires  that  you  should  pay  those  wages 
over  a  maximum  period  of  10  months,  and  you  are  then  permitted  to 
pay  whatever  wages  you  please.  Why,  then,  do  you  insist  that  your 
expenses  will  be  increased  by  this  amount  ? 

Mr.  LovETT.  Because  we  know.  Senator,  that  a  fact  is  a  fact,  and 
we  know,  as  a  matter  of  fact,  that  when  this  Adamson  law  and  this 
schedule  are  put  into  effect  we  can  not  change  the  schedule  and 
operate  the  railroads. 

Senator  Cummins.  That  is,  you  know  that  you  can  not  reduce  the 
pay  per  hour? 

Mr.  LovETT.  No,  sir;  nor  per  mile. 

Senator  Cummins.  Why  can  you  not  ? 

Mr.  LovETT.  Because  we  would  have  a  strike. 
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Senator  Cummins.  Oh,  well ;  but  not  because  you  regard  the  re- 
duced pay  as  unreasonably  low? 

Mr.  LovETT.  No. 

Senator  Cummins.  Simply  because  you  are  afraid  of  a  strike? 

Mr.  LovETT.  Yes. 

Senator  Cummins.  But  the  law  does  not  require  it. 

Mr.  LovETT.  I  understand  that  the  law  leaves  it  optional  after  the 
expiration  of  this  period. 

Senator  Cummins.  Yes. 

Mr.  LovETT.  To  continue  the  same  rate  of  pay  per  hour  or  per  trip. 

Mr.  Adamson.  But  the  provision  that  there  shall  be  nothing  but 
necessary  overtime  allowed  applies  even  during  that  period,  and  you 
may  have  to  account  for  that  when  you  get  into  the  controversy. 

Mr.  EscH.  Has  not  the  commission,  in  a  ruling  not  very  old,  denied 
an  increase  of  rates  because  of  a  claim  of  the  carrier  that  its  oper- 
ating expenses  were  increased  by  yielding  to  a  demand  for  increased 
pay  Dy  its  employees? 

Mr.  LovETT.  There  has  been  something  said  by  the  commission  in 
such  case  as  that.  We  all  feel,  Mr.  Esch,  that  whenever  we  apply 
for  an  increase  in  rates  all  of  our  expenditures  are  open  to  question 
by  the  commission.  We  can  not  call  on  the  commission  to  increase 
rates  for  mismanagement  or  because  we  pay  more  than  we  ought  to 
pay.    The  reasonableness  of  it  is  all  taken  into  consideration. 

Mr.  Esch.  Of  course,  that  may  not  be  a  guide  to  the  actual  atti- 
tude of  the  commission  now,  because  that  was  more  of  an  isolated 
case  and  the  demand  now  is  country  wide.  I  do  not  presume  to  say 
what  the  attitude  of  the  commission  would  be  in  the  present 
situation. 

Mr.  Lo^rETT.  I  understand  the  commission  has  the  right,  when  we 
apply  for  an  increase  of  rates  to  meet  expenses,  to  go  fully  into  the 
question  of  expenses.  In  this  case  the  increase  of  wages,  if  we  had 
made  it  voluntarily,  would  have  been  open  to  the  commission,  and 
it  would  have  been  very  hard  for  us  to  justify  it,  because  we  believe 
that  the  increase  is  too  much.  But  since  Congress  has  determined 
that  it  shall  be  applied  we  do  not  consider  that  that  is  an  open 
question. 

Mr.  Esch.  Of  course,  you  have  got  to  make  your  proof.  There 
was  one  objection  made  to  the  last  5  per  cent  increase — that  it  was 
not  really  a  matter  of  proof;  that  the  commission  yielded  to  the  fact 
of  the  war  conditions  in  Europe. 

Mr.  Lo^t:tt.  We  understand  that  we  have  got  to  make  our  proof. 

Mr.  Esch.  Yes. 

Mr.  Adamson.  The  commission  is  very  likely  to  ask  you,  when  you- 
go  before  them  on  that  question,  whether  you  have  so  operated  the 
road  since  the  enactment  of  that  law  as  to  prevent  the  expenses  from 
getting  so  high. 

Mr.  LovETT.  If  we  can  not  establish  that,  we  will  not  be  entitled  to 
an  increase. 

Mr.  Adamson.  I  agree  with  you.  That  is  all.  Go  ahead,  Mr. 
Hamilton. 

Mr.  Hamilton.  I  have  one  or  two  questions.  They  may  have  been 
covered.  You  have  been  called  upon  to  express  an  opinion  about 
every  phase  of  the  transportation  subject,  except  the  question  of 
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governmental  ownership  of  railroads.  I  simply  want  to  ask  you 
three  or  four  questions  in  relation  to  that. 

Mr.  LovETT.  I  shall  be  very  glad  to  answer  them  if  I  can. 

Mr.  Hamilton.  First,  what  is  the  line  mileage  in  the  United  States 
of  railroads — about  ? 

Mr.  Thom.  About  260,000  miles. 

Mr.  LovETT.  About  260,000  miles. 

Mr.  Hamilton.  What  would  it  cost  for  the  Government  to  acquire 
those  railroads?    Have  you  estimated  that? 

Mr.  LovETT.  "Well,  I  think  the  capitalization  of  the  railroads  of 
the  United  States  is  now  a  total  of  about  eighteen  billions,  is  it  not? 

Mr.  Thom.  Somewhere  in  that  neighborhood. 

Mr.  Hamilton.  It  has  been  estimated  by  one  witness,  Mr.  Brook- 
hart,  that  it  would  cost  fifteen  and  a  half  billions  of  dollars  to  acquire 
the  railroads;  but  he  cited  another  authority  to  the  effect  that  it 
would  cost  sixteen  billions. 

Mr.  LovETT.  I  say  "  capitalization."  I  am  not  sure  about  that.  I 
am  not  sure  whether  it  is  the  capitalization  or  the  property  invest- 
ment account.  There  is  probably  not  a  great  difference  between  those 
two  accounts ;  but  it  is  somewhere  about  eighteen  billions.  About  35 
per  cent  of  the  stock  does  not  pay  dividends,  and  at  this  particular 
time  about  11  per  cent  of  the  bonds  are  in  default.  Now,  a  bond,  un- 
doubtedly, although  in  default,  is  valuable,  though  perhaps  it  is  not 
worth  par ;  so  something  would  have  to  be  allowed  for  them.  The 
stock  has  some  value,  although  not  paying  dividends;  but  I  should 
guess  roughly — and  it 'would  be  merely  a  guess — ^that  it  would  cost 
probably  fifteen  or  sixteen  billions  of  dollars. 

Mr.  Hamilton.  If  the  Government  should  undertake  to  acquire  the 
railroads,  would  it  be  necessary  for  the  Government  to  acquire  the 
telegraph  lines  ? 

Mr.  Lovett.  I  should  think  it  desirable. 

Mr.  Hamilton.  For  use  in  the  operation  of  the  railroads? 

Mr.  Lovbtt.  Well,  I  suppose  it  would  take  over  the  rights  of  the 
railroad  companies  with  the  telegraph  companies,  which  would  cover 
the  question  of  railroad  operation. 

Mr.  Hamilton.  Would  not  that  involve  additional  expense? 

Mr.  Lovett.  To  take  over  the  rights  of  the  railroad  companies 
with  the  telegraph  companies  ? 

Mr.  Hamilton.  Yes. 

Mr.  Lovett.  No. 

Mr.  Hamilton.  Then  you  would  not  estimate  any  additional  ex- 
pense, so  far  as  the  telegraph  lines  are  concerned,  in  the  acquisition 
of  the  railroads  ? 

Mr.  Lovett.  So  far  only  as  telegraph  lines  are  required  in  the 
operation  of  railroads,  no. 

Mr.  Hamilton.  Would  that  apply  also  to  telephone  lines? 

Mr.  Lovett.  Yes.  Do  not  misunderstand  me.  I  do  not  mean  that 
this  would  include  the  commercial  telegraph  business.  I  mean  only 
the  use  of  the  telegraph  lines  so  far  as  required  in  the  operation  of 
the  railroads. 

Mr.  Hamilton.  I  so  understood  you. 

Mr.  Lo^TETT.  Yes. 
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Mr.  Hamilton.  Have  you  had  an  opportunity  for  personal  ob- 
servation of  the  operation  of  government-owned  railroads  in  Europe 
or  elsewhere — personal  opportunity  for  observation? 

Mr.  liOVETT.  No ;  I  am  not  familiar  with  government  ownership  ia 
Europe  except  from  reading. 

Mr.  Hamilton.  And  from  your  reading,  of  course  you  have  formed 
an  opinion? 
,    Mr.  LovETT.  Yes. 

Mr.  Hamilton.  I  think  the  time  is  too  short  to  undertake  to  go 
into  a  discussion  of  government  ownership.  However,  it  might  be 
valuable  to  this  committee,  if  you  are  willing,  to  make  a  general 
statement  of  your  views  in  relation  to  the  subject  of  government 
ownership,  and  illustrate  your  conclusions  by  the.  history  of  govern- 
ment ownership  in  certain  cases. 

Senator  Townsend.  May  I  ask  a  question  right  there  ? 
Mr.  Hamilton.  Certainly. 

Senator  Townsend.  Mr.  Lovett,  are  you  going  to  be  here  through- 
out these  hearings? 

Mr.  Lovett.  No  ;  I  had  not  intended  to. 

Senator  Townsend.  I  did  not  want  you  to  stay  for  the  purpose, 
but  I  wanted  to  look  up  some  questions  to  see  if  they  have  been  dis- 
cussed, but  I  do  not  want  you  to  come  back. 
Mr.  Lovett.  I  shall  be  glad  to  do  so. 

Mr.  Hamilton.  Perhaps  too  much  is  involved  in  that  question. 
Mr.  Lovett.  I  shall  be  glad  to  state  it  briefly  if  I  may. 
Mr.  Hamilton.  If  you  will  do  so. 

Mr.  Adamson.  If  Senator  Townsend  or  Mr.  Hamilton  desires  to 
examine  you  at  any  length,  I  suggest  that  you  come  back  here  at  some 
other  time. 
Mr.  Lovett.  That  is  agreeable  to  me. 

Senator  Townsend.  No  ;  I  do  not  want  him  to  come  back  here  on 
any  account. 

Mr.  Lovett.  It  will  be  perfectlj''  convenient  for  me  to  come  back 
here  at  any  time  after  April  1,  and  I  would  be  very  glad  to  come  back 
.and  I  shall  not  regard  it  as  any  inconvenience  but  really  as  a  privi- 
lege. 

Mr.  Adamson.  This  committee  will  probably  adjourn  after  next 
Thursday's  session  until  after  the  House  has  organized  and  until  we 
can  see  what  we  are  going  to  do. 

Mr.  Lovett.  I  should  like  very  much  to  have  the  privilege  of  com- 
ing back  at  anj^  time  that  you  gentlemen  would  like  to  have  me.  I 
can  say  a  few  words  in  relation  to  government  ownership  now,  Mr. 
Hamilton,  if  you  wish. 

Mr.  Hamilton.  Yes ;  if  you  are  perfectly  willing  to  do  so. 
Mr.  Lovett.  I  can  not  give  much  informatioi;  about  Government 
ownership  of  railroads.  I  can  simply  express  my  opinion;  it  is 
Durely  an  opinion,  and  not  knowledge,  and  it  is  based  largely  upon 
what  I  have  read  about  European  railroads.  The  actual  facts  will 
be  presented  to' you  during  the  hearings.  What  I  say  is  based  upon 
my  knowledge  of  our  own  country  and  of  conditions  that  prevail 
here,  and  of  our  system  of  government.  : 

First,  I  think  it  would  be  unwise,  for  the  reasons  I  indicated 
briefly  in  answer  to  Judge  Sims's  questions.  I  believe  that  where  the 
Government  has  unrestricted  power  of  regulation,  as  ours  has,  it 
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would  be  a  waste  of  Government  credit  and  Government  energy  ta 
take  over  a  business  that  can  be  conducted  by  private  ownership, 
for  the  benefit  of  private  enterprise,  and  with  private  initiative  and 
private  economies.  It  seems  to  me  an  unnecessary  strain  of  the  Gov- 
ernment's credit. 

I  believe  that  Government  ownership  in  an  autocratic  government,, 
where  no  political  considerations  enter  into  the  management,  may 
be  efficient.  In  saying  this  I  do  not  want  to  be  understood  as  criticiz- 
ing Congress  or  any  Member  of  Congress,  but  I  am  simply  dealing 
with  what  we  all  recognize  as  facts  in  our  system  of  government. 

Mr.  Hamibton.  You  can  find  illustrations  in  Australia,  for  in- 
stance, of  certain  difficulties  that  grow  out  of  legislation  in  this  con- 
nection. 

Mr.  LovBTT.  Yes.  Now,  in  this  country  I  believe  if  we  had  Govern- 
ment ownership  there  would  be  an  immense  pressure  upon  every 
Congressman  and  every  Senator  for  improved  facilities  for  his  State 
and  for  his  district;  that  there  would  practically  be  competition 
among  the  districts  and  the  States  and  the  different  sections  for  im- 
proved railroads,  handsome,  ornate  stations  for  the  towns,  and  for  the 
building  of  branches  and  extensions.  I  believe  there  would  be  a 
great  waste  of  public  money  and  of  public  credit  in  providing  facili- 
ties and  attractive  features  and  additional  lines  that  would  not  be 
justified  by  any  public  interest  or  any  public  consideration.  Under 
the  pressure  that  would  be  applied  to  every  Congressman  and  every 
Senator  by  the  people  of  their  district  I  iDelieve  that  combinations 
would  be  formed  that  would  involve  an  enormous  amount  of  public 
money. 

I  believe  also  that  there  would  be  an  increase  in  jobs,  in  the  number 
of  positions,  and  that  there  would  be  a  vast  number  of  useless  posi- 
tions filled  at  the  expense  of  the  public  by  voters  and  influential 
citizens,  which  is  not  possible  under  private  management.  I  have 
spoken  before  of  the  waste  of  capital.  I  believe  this  latter  considera- 
tion would  add  enormously  to  the  expense  of  operation  'and  main- 
tenance. If  there  should  be  Government  ownership,  the  latter  evil 
would  be  considerably  lessened  by  disfranchising  the  railroad  oper- 
atives. 

Mr.  Hamilton.  You  know  that  was  tiied,  in  one  instance,  in 
Australia  ? 

Mr.  LovETT.  In  Australia ;  I  understand  it  was. 

Mr.  Hamilton.  But  they  restored  the  franchise,  if  I  understand  it 
correctly. 

Mr.  LovETT.  But  I  do  not  believe  it  would  be  done  in  this  country, 
because  the  railroad  employees  are  so  numerous  andso  well  organized 
politically  that  they  would  succeed  in  resisting  politically  any  such 
effort.  The  consequence  is  that  certain  highly  organized  and  politi- 
cally influential  organizations  would  succeed  in  getting  very  much 
more  pay  than  they  really  would  be  entitled  to,  and  would  succeed  in 
creating  a  great  many  unnecessary  positions. 

My  judgment,  in  summing  it  all  up  in  this  very  brief  statement,  is 
that  through  the  waste  of  capital  on  account  of  unnecessary  construc- 
tion— construction  of  lines  that  are  unprofitable  and  unjustified— and 
of  ornate  improvements  and  increased  conveniences  and  luxuries  the 
■financial  operation  of  the  roads  would  prove  a  failure,  and  that  in 
time  the  Government's  credit  would  be  impaired.     1  believe  it  was 
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stated  before  this  committee  that  the  Government  would  get  the 
money  at  3  per  cent.  The  Government  would  not  do  anything  of  the 
sort.  The  Government's  bonds  are  so  valuable  because^there  are  so 
few  of  them,  and  the  Government's  credit  is  so  high  because  it  is  not 
strained.  But  when  the  Government  issued  bonds  to  pay  for  all  the 
railroads  of  the  United  States,  or  any  other  obligation,  the  supply  of 
Government  securities  would  be  so  abundant  that  the  Government 
would  have  to  pay  about  the  same  rate  for  money  that  other  people 
pay.  The  Government's  credit  would  not  be  nearly  as  good,  because 
it  would  be  under  a  greater  strain. 

Furthermore,  I  believe  that  by  eliminating  competition,  as  would 
be  the  case  under  Government  ownership,  the  individual  initiative 
would  be  very  greatly  impaired.  Of  course,  there  would  be  inven- 
tions and  some  improvements,  but  nothing  like  what  there  is  under  the 
force  of  competition,  which  stimulates  private  initiative  so  much. 
On  the  whole,  I  believe  that  if  the  Government  would  be  saved  from 
bankruptcy  the  rates  would  have  to  be  increased.  I  am  entirely  sat- 
isfied that  the  general  level  of  transportation  rates  would  in  the  course 
of  time,  and  probably  a  very  short  time,  be  very  much  higher  than 
now. 

That  is  stating  in  as  few  Avords  as  I  can,  in  a  general  way,  my 
objection  as  a  citizen  to  Government  ownership.  From  the  stand- 
point of  a  railroad  officer  I  ought  to  say  that  as  between  Government 
ownership  and  the  system  of  diversified  and  conflicting  regulations 
into  which  we  have  drifted,  I  believe  in  time  Government  ownership 
will  come;  because  that  system  will  not  produce  the  transportation 
facilities  the  country  must  have. 

Mr.  Hamilton.  The  time  at  our  disposal  is  too  brief  to  ask  you  to 
go  into  a  discussion  of  the  success  or  failure  of  Government  owner- 
ship in  specific  instances  in  the  various  nations,  and  perhaps  some- 
time later,  if  you  should  happen  to  be  here,  and  it  should  be  conven- 
ient, it  might  be  illuminating  if  you  would  discuss  that. 

Mr.  LovETT.  I  should  be  very  glad  to  do  it,  Mr.  Hamilton.  I  will 
say  also  that  the  advisory  committee  has  been  trying  to  get  the  very 
best  and  most  authoritative  evidence  on  this  subject  possible  to  bring 
before  this  committee:  I  am  not  sure  they  will  get  just  the  men  they 
want,  but  there  will  be  witnesses  before  the  committee  on  that  subject. 

Mr.  Hamilton.  There  will  be  witnesses? 

Mr.  LovETT.  Yes;  and  who  would  know  more  about  its  operation 
in  other  countries  than  I  do.  I  have  only  undertaken  to  state  to-day 
what  I  have  conceived  would  be  the  result  of  Government  owner- 
ship from  my  reading,  as  applied  to  our  political  and  governmental 
institutions. 

Mr.  Hamilton.  Will  you  have  witnesses  with  reference  to  the 
operation  of  the  Inter-Colonial  of  Canada  ? 

Mr.  LovETT.  Yes. 

Mr.  Hamilton.  And  the  Prince  Edward  Island  line  ? 

Mr.  LovETT.  Yes.  Those  cases  are  being  studied,  I  understand. 
Mr.  W.  M.  Ackworth,  the  greatest  English  authority  on  railroads— 
and  I  do  not  know  any  man  whose  judgment  is  more  entitled  to  re' 
spect  than  Mr.  Ackworth's  on  the  subject — we  will  either  have  him  or 
a  statement  from  him.  He  has  been  requested  to  make  a  statement, 
but  whether  we  get  him  or  simply  produce  a  statement  from  him  we 
can  not  tell  now.    But  we  will  have  him,  among  others.  , 
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Mr.  Thom.  I  might  suggest,  Mr.  Chairman  and  gentlemen,  whether 
the  convenience  of  the  committee  will  be  such  as  to  hear  him  before 
he  sails  from  this  country. 

Mr.  EscH.  He  is  a  most  valuable  witness.  He  appeared  before  the 
Senate  Committee  on  Interstate  Commerce  in  1905,  when  they  framed 
the  Hepburn  Act. 

Mr.  Thom.  Perhaps  this  committee  will  hold  a  special  session  to 
hear  him  before  he  sails. 

Mr.  EscH.  It  certainly  would  be  worth  while. 

Mr.  LovETT.  He  could  not  come  right  now,  because  he  is  engaged 
as  one  of  the  advisors  of  the  Canadian  Government. 

Mr.  Adamson.  Could  he  come  next  week? 

Mr.  LovETT.  My  information  is— Mr.  Trumbull  told  me— that  he 
could  not  come  in  the  immediate  future. 

Mr.  Adamson.  Mr.  Thom  can  keep  in  touch  with  him  and  advise 
the  committee. 

Mr.  Hamilton.  His  testimony  would  be  most  valuable.  It  would 
seem  to_  me  that  it  would  be  very  important  to  have  a  discussion  be- 
fore this  conunittee  of  the  history  of  the  operation  of  the  various 
Government-owned  railroads,  with  a  view  to  determining  whether 
they  have  been  successful  or  otherwise  in  their  operation. 

Mr.  LovETT.  Mr.  Ackworth,  I  know,  has  made  a  study  of  that 
subject. 

Mr.  Sims.  He  is  absolutely  opposed  to  Government  ownership,  as 
I  have  been  informed. 

Mr.  LovETT.  You  say  he  is  absolutely  opposed  to  Government  own- 
ership ? 

Mr.  Sims.  I  understand  that  he  is. 

Mr.  LovETT.  I  can  not  answer  that.  He  discusses  it  and  gives  the 
history  of  it  in  various  countries,  and  as  far  as  I  have  followed  him 
I  do  not  understand  that  he  is  opposed  to  it  in  all  cases. 

Mr.  Hamilton.  It  seems  to  me,  so  far  as  that  is  concerned,  that  the 
question  whether  he  is  opposed  to  Government  ownership  or  not  is 
not  as  important  as  the  question  of  whether  he  gives  us  accurate 
information  as  to  the  operations  of  these  railroads. 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  The  plan  is  suggested,  Judge  (with  Mr.  Hamil- 
ton's consent),  that  in  case  the  Government  should  desire  to  take 
over  the  railroads  that  the  holders  of  the  present  securities  would  be 
willing  in  a  large  degree  to  substitute  the  Government's  securities 
for  the  present  securities.  What  do  you  think  of  the  probability  of 
that? 

Mr.  LovETT.  I  think  that  is  true.  They  would  want  reinvestment, 
and  I  have  no  doubt  that  they  would  take  the  bonds ;  but  a  man  get- 
ting a  6,  7,  8,  or  9  per  cent  return  on  his  investment  would  look  about 
some  before  taking  a  3  or  4  per  cent  return. 

Mr.  Adamson.  Under  the  political  aspects  of  the  case,  is  there  not 
another  possible  danger  that  you  had  not  described,  which  might  be 
the  greatest  one?  That  is,  that  if  the  present  holders  take  bonds — 
and  we  all  aclmowledge  that  we  have  to  have  experts  to  run  a  rail- 
road— we  have  to  employ  our  creditors  to  manage  our  property.  Do 
you  not  think  that  would  probably  create  about  the  greatest  political 
oligarchy  that  ever  was  in  any  country,  and  that  we  should  have  the 
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railroads  owning  the  Government  instead  of  the  Government  owning 

the  railroads?  .  '  _ 

Mr.  LovETT.  The  railroads  are  not  run,  really,  by  their  owners, 
Judge  Adamson. 

Mr.  Hamilton.  All  that  the  Judge  is  suggesting  in  this  connection 
would  arise  in  connection  with  the  discussion  of  the  operation  of  the 
various  railroads  in  the  various  countries. 

Mr.  LovETT.  Yes. 

Mr.  Hamilton.  Most  of  these  problems  have  arisen  in  connection 
with  the  operation  of  railroads  so  far. 

Mr.  Adamson.  Have  you  finished? 

Mr.  Hamilton.  I  think  we  might  as  well  suspend. 

Mr.  Adamson.  I  want  to  ask  some  questions. 

Mr.  Hamilton.  I  am  only  suggesting  that  because  I  feel  that  we 
are  approaching  the  time  when  we  ought  to  adjourn. 

Mr.  Adamson.  I  do  not  want  to  take  your  time,  but  if  you  finish 
before  1.30,  I  should  like  to  ask  Judge  Lovett  about  a  little  matter. 
Of  course,  all  great  matters  are  made  up  of  little  matters. 

Mr.  Hamilton.  Go  ahead  now. 

Mr.  Adamson.  You  referred  to  the  $600,000  charge  which  Illinois 
inflicted  on  the  New  York  Central.  That  was  in  the  nature  of  a 
license,  was  it  not,  and  not  a  registry  fee  ? 

Mr.  LovETT.  No ;  as  I  understand,  it  was  a  charge  either  for  grant- 
ing the  consolidation  of  these  lines  extending  through  six  States,  or 
for  filing  the  mortgage. 

Mr.  Thom.  It  was  not  filing  the  mortgage. 

Mr.  LovETT.  Then  it  was  for  the  consolidation,  and  it  was  based 
upon  the  capitalization. 

Mr.'  Adamson.  How  much  figure,  in  expense,  does  the  fact  cut  that 
a  mortgage  to  secure  an  issue  of  bonds  must  be  recorded  in  every 
county  through  which  the  railroad  runs?  Is  that  material  or  is  it 
negligible  ? 

Mr.  LovETT.  The  mere  recording  fee,  the  ordinary  recording  for 
the  purpose  of  notice  to  creditors,  as  under  the  real-estate  laws,  of 
course,  is  not  affected  by  the  amount  of  the  mortgage,  ordinarily. 

Mr.  Adamson.  I  know  that. 

Mr.  LovETT.  But  rather  by  the  physical  size  of  it.  That  is  not  an 
important  item.  But  the  fees  charged  in  some  States  for  registering 
or  granting  or  recognizing  a  consolidation 'or  a  mortgage,  not  by  the 
counties  but  by  the  States,  are  sometimes  quite  burdensome.  I  think 
the  Illinois  charge  is  50  cents  a  thousand  dollars,  or  something  like 
that. 

Mr.  Thom.  a  dollar  a  thousand ;  and  the  tax  in  Illinois  was  for  the 
approval  of  the  security  issue. 

Mr.  Sims.  It  was  a  tax,  then,  and  not  a  license. 

Mr.  Adamson.  The  purpose  of  any  lien  is  to  give  notice  to  persons 
who  deal  in  the  same  property? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  Now,  in  the  event  of  our  adopting  a  centralized 
control  of  stocks  and  bonds,  whether  under  your  plan  or  the  one  that 
we  suggest  in  the  railroad  bill,  what  will  be  the  necessity  of  requir- 
ing any  further  record  of  mortgages  in  the  locality,  when  nothing 
can  be  done  except  by  the  approval  of  the  Interstate  Commerce  Coiil- 
mission  ?     Why  incur  that  expense,  whether  it  is  great  or  small  ? 
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Mr.  LovETT.  It  is  not  a  matter  of  enormous  importance,  and  I  do 
not  see  any  particular  necessitj'  for  it,  because  the  record  of  every- 
thing can  be  with  the  Interstate  Commerce  Commission. 

Mr.  Adamson.  You  would  look  there  for  all  your  information? 

Mr.  LovETT.  But  the  probabilities  are  that  people  who  are  inter- 
ested in  the  company,  as  to  what  it  owns,  what  liens  there  are,  etc., 
might  through  force  of  habit  rather  go  to  the  county  recorder  and 
examine  it  on  the  records  than  write  to  the  Interstate  Commerce  Com- 
inission  for  a  printed  copy,'  which  they  could  always  get. 

Mr.  AoAaisoN.  Are  there  any  further  questions? 

Mr.  Sims.  I  wanted  to  ask  one,  because  it  was  brought  out  by  a 
subsequent  examination.  It  is  this,  Judge:  With  reference  to  the 
Adamson  law,  is  it  not  reasonable  to  suppose  that  it  would  be  more 
burdensome  on  the  railroads  in  the  earlier  stages  of  its  application 
than  it  will  ultimately  become? 

Mr.  LovEjT.  No,  Judge  Sims ;  there  is  no  supposition  about  it.  In 
arriving  at  what  it  would  cost  before,  we  took  for  two  months  in 
the  year,  April  and  October,  representative  months,  the  time  slips 
signed  by  the  men.  Each  man  as  he  gets  his  run  signs  a  slip  showing 
whether  he  draws  pay  on  a  time  basis  or  on  a  mileage  basis,  and  what 
it  is,  and  that  is  turned  in.  Certain  roads  took  these  time  slips  and 
applied  the  eight-hour  day  in  lieu  of  the  existing  schedule,  and  in  that 
way  arrived  at  the  difference. 

But  the  question,  suppose  that  instead  of  putting  in  this  time,  we 
speed  up  the  trains,  as  was  suggested,  to  12  hours.  That  is  about  the 
only  way  in  which  apparent  economy  could  be  effected.  You  would 
avoid  overtime  in  that  way.  But  these  men  gave  their  judgment  as 
to  whether  it  would  pay  better  to  speed  up  the  trains  or  pay  the  over- 
time. We  wanted  information  about  this,  not  merely  for  the  public, 
but  we  wanted  to  know  what  it  would  cost;  and  the  opinion  of  the 
operating  men,  without  any  dissent,  so  far  as  I  know,  was  that  it 
would  be  cheaper  to  run  the  same  as  we  are  running  now  and  it 
would  involve  less  money  than  to  reduce  the  trainloads  and  put  on 
more  trains,  and  undertake  to  change  terminal  facilities.  That  is  a 
matter  of  judgment. 

Mr.  SiBis.  I  mean  by  "  immediately,"  that  you  can  not  make  any 
kind  of  arrangement  immediately,  as  I  understand  it,  to  avoid  this, 
that  would  be  less  expensive  than  the  payment  of  the  wage  scale  as 
shown  by  your  time  slips ;  but,  ultimately,  will  not  the  railroads  ad- 
just themselves  as  far  as  possible,  wherever  they  can  save  money  by 
doing  so — will  it  not  have  a  tendency  to  cause  them  to  reduce  the 
cost? 

Mr.  LovETT.  It  would  be  criminal,  almost,  for  them  not  to  do  it, 
if  they  can. 

Mr.  Sims.  Can  they  not  do  it?  If  you  double-track  the  road,  can't 
you  move  the  trains  faster? 

Mr.  LovETT.  That  involves  a  question  of  the  new  capital,  and  the 
expenses  involved  as  to  whether  it  is  cheaper  to  pay  extra  time  or  to 
double-track  the  road. 

Mr.  Si3is.  I  mean,  not  on  that  account,  but  double-track  it  for 
general  purposes.  Can't  you  move  quicker  on  a  double-track  road 
than  on  a  single-track  road? 

Mr.  LovETT.  That  depends,  Judge  Sims.  A  road  is  not  double- 
tracked  unless  there  is  need  for  it. 
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Mr.  Sims.  I  do  not  suppose  you  would  double-track  a  road  simply 
for  what  you  would  save  in  wages  to  your  trainmen. 

Mr.  LovETT.  Of  course,  it  would  be  possible,  if  you  dispense  with 
sidings,  and  so  forth,  to  run  faster. 

Mr.  Sims.  I  mean  on  a  single-track  road. 

Mr.  LovETT.  Of  course,  they  are  supposed  to  schedule  the  trains  so 
as  to  avoid  delays.  The  judgment  of  the  operating  men  is  that  they 
can  see  no  way  of  avoiding  this  increase ;  that  it  is  better  to  pay  the 
overtime  than  do  the  other  things.  I  have  no  opinion  on  that  except 
based  on  what  the  operating  men  state. 

Mr.  Sims.  I  have  none,  either^  and  simply  wanted  to  know  what' 
you  thought  of  it. 

Mr.  Adamson.  Judge,  your  indisposition  to  modify  your  system, 
to  comply  with  the  law,  reminds  me  of  a  story  told  of  Joseph  Adam- 
son,  who  rebuked  his  servant  for  drinking  heavily  on  several  occa- 
sions, but  it  did  not  seem  to  have  any  effect  on  him,  and  finally  he 
thought  he  would  reform  him  by  telling  him  about  a  man  who  tried 
to  blow  out  a  cannon.  He  told  him  that  he  blew  into  the  cannon,  but 
"his  breath  was  so  charged  Avith  alcohol  from  drinking  that  it  caught 
fire  and  blew  him  up.  After  listening  to  that  the  man  said,  "  Boss, 
I  will  never  blow  out  a  cannon  while  I  live." 

Judge,  the  committee  wants  to  thank  -you  for  your  services.  We 
believe  you  have  given  us  very  valuable  information,  and  we  appre- 
ciate your  courtesy  and  patience.  We  hope  to  see  you  again,  if  you 
have  anything  to  tell  us,  or  perhaps  Judge  Sims  may  have  something 
else  he  wants  to  ask  you. 

Mr.  Sims.  I  want  to  say  that  I  have  refrained  from  asking  any 
questions  except  those  which  I  thought  would  give  the  committee 
information. 

Mr.  LovETT.  I  am  very  grateful  to  the  committee  for  its  patience  in 
hearing  me  on  this  matter,  and  perhaps,  when  I  work  out  the  apph- 
cation  of  your  anecdote,  I  may  be  even  more  grateful. 

Mr.  Thom.  I  understand  the  committee  will  not  to-day -begin  with 
another  witness? 

Mr.  Adamson.   No. 

Mr.  Thom.  On  Monday  morning,  at  half  past  10,  which  I  believe 
is  the  hour  for  convening 

Mr.  Adamson.  If  you  can  supply  the  committee  with  valuable  wit- 
nesses—and you  must  remember  that  you  have  spoiled  us  by  intro- 
ducing us  to  such  good  ones,  and  I  hope  you  will  not  reduce  the 
grade — but  if  you  can  supply  us  with  witnesses,  we  can  hear  you 
until  Thursday.  I  think  the  committee  will  have  to  suspend  on 
Thursday. 

Mr.  Thom.  I  understood  that.  That  is  the  reason  I  addressed  the 
chair.  Mr.  Kruttschnitt,  chairman  of  the  board  of  the  Southern 
Pacific,  who  has  been  waiting  patiently  during  this  week,  from  Tues- 
day to  the  present,  will  be  present.  I  assume  that  the  importance  of 
his  testimony  will  probably  cause  the  committee  to  consume  the 
whole  time  from  Monday  to  Thursday  with  him.  Now,  we  had  as 
a  witness  to  succeed  Mr.  Kruttschnitt,  Mr.  Howard  Elliott*  If  it  is 
the  judgment  of  the  chairman,  and  the  committee  justifies  me  in  do- 
ing so,  I  think  I  will  notify  Mr.  Elliott  that  there  will  be  no  chance 
of  hearing  him  next  week. 
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.  Mr.  Adamson.  I  have  no  means  of  advising  you,  but  I  assume  the 
committee  will  not  examine  other  witnesses  at  such  great  length  as 
they  have  Judge  Lovett. 

Mr.  Thom.  Even  so,  you  have  consumed  a  whole  week  with  Judge 
Lovett,  and  you  say  you  will  sit  onljr  until  Thursday,  and  I  think  the 
importance  of  his  testimony  will  ]ustify  my  notifying  Mr.  Elliott 
that  there  will  be  no  chance  of  hearing  him  next  week. 

Mr.  Hamilton.  It  is  very  important  to  hear  as  many  witnesses  as 
we  can.  Can  we  not  work  out  some  plan — and  I  suggest  this  with 
great  diffidence,^  and  with — I  appreciate  the  importance  of  Judge 
Sims's  examination^  but  it  ought  to  be  possible  to  work  out  some  plan 
by  which  each  member  of  the  committee,  in  the  first  instance,  could 
be  allotted  so  much  time.  Some  members  might  probably  want  to 
consume  more  time  than  was  originally  allotted  to  them,  but  I  think 
that  this  might  be  taken  care  of  later  by  taking  it  out  of  the  time  of 
some  members  who  may  not  desire  to  consume  all  of  their  time.  I 
think  we  should  not  take  a  whole  week  with  one  witness. 

Mr.  Adamson.  That  reminds  me  of  once  when  I  was  on  a  com- 
mittee. We  were  examining  an  applicant  for  the  right  to  preach, 
and  a  lady  sidled  up  to  me  and  asked  me  to  ask  him  if  he  understood 
how  to  preach ;  that  that  was  the  important  thing.  I  suggest  to  Mr. 
Thom  that  he  aid  us  by  putting  up  only  witnesses  who  know  some- 
thing about  the  subject  and  not  put  up  witnesses  who  will  repeat 
things  over  and  over  again. 

Mr.  Hamilton.  I  think  we  can  judge  the  quality  of  the  witnesses 
to  come  by  the  quality  of  the  witnesses  who  have  appeared  before. 

Mr.  Adamson.  I  am  just  importuning  him  not  to  reduce  the  grade. 

Mr.  Thom.  I  think  in  the  future  it  will  be  improved.  However,  I 
do  not  think  you  can  improve  on  Judge  Lovett. 

Mr.  Adamson.  No  ;  you  are  just  fishing  for  a  compliment.  I  think 
that  every  member  of  the  committee  should  be  allowed  to  examine 
the  witnesses  for  as  long  as  he  may  desire. 

Mr.  Hamilton.  But  we  should  have  a  working  arrangement  as  to 
procedure. 

Mr.  Adamson.  Well,  without  objection,  it  is  understood  that  the 
witnesses  will  make  their  direct  statements  as  brief  as  possible  and 
that  each  member  will  examine  them  as  briefly  as  possible.  We  will 
adjourn  until  Monday  at  half  past  10. 

(Whereupon,  at  1.30  o'clock  p.  m.,  the  committee  adjourned  until 
Monday  March  26, 1917,  at  10.30  o'clock  p.  m.) 
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monday,  march  26,  1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  C. 
The  joint  subcommittee  met  at  10.30  o'clock  a.  m.,  Hon.  William  C. 
Adamspn  (vice  chairman)  presiding. 

Mr.  Adamson.  The  committee  will  come  to  order.  Mr.  Thom,  what 
witness  will  you  introduce  ? 

Mr.  Thobi.  Mr.  Kruttschnitt,  chairman  of  the  board  of  the  Southern 
Pacific,  will  now  come  before  the  committee ;  and  may  I  ask  that  he 
be  allowed  to  read  his  statement  ? 

Mr.  Adamson.  Mr.  Kruttschnitt,  the  committee  will  be  glad  to 
hear  you,  and  you  may  take  your  own  time,  without  interruption. 
Mr.  Keuttschnitt.  f  hank  you. 

STATEMENT  OF  MR.  JULIUS  KRUTTSCHNITT,  CHAIRMAN  OF  EX- 
ECUTIVE COMMITTEE,  BOARD  OF  DIRECTORS,  SOUTHERN  PA- 
CIFIC CO. 

Mr.  Adamson.  Will  you  give  your  official  station  and  post-office 
address,  Mr.  Kruttschnitt? 

Mr.  Kruttschnitt'.  I  am  chairman  of  the  executive  committee  of 
the  board  of  directors  of  the  Southern  Pacific  Co. ;  business  address, 
165  Broadway,  New  York. 

Mr.  Chairman,  to  save  time  and  be  as  brief  as  possible,  I  will  just 
read  what  I  have  to  say.  It  wijll  take  much  less  time  and  much  less 
space  that  way. 

Mr.  Adamson.  Adopt  your  own  course,  Mr.  Kruttschnitt. 

Mr.  Kruttschnitt.  The  present  condition  of  the  credit  of  Ameri- 
can railways  is  not  good.  Money  can  be  borrowed  by  cities  and  States 
at  very  low  rates ;  for  instance,  the  cost  ,of  money  borrowed  by  the 
State  and  by  the  city  of  New  York  is  between  4  pei-  cent  and  4.2'5 
per  cent. 
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Bond  sales. 


Date. 


Amount  and  term. 


Interest 
rate. 


Interest 


NEW  YOBK  CITY. 


May,  1913... 
April,  1914.. 
June,  1915. . 

Do 

April,  1916.. 

Do 


Average 

NEW  YORK   STATE. 


March,  1915.... 
January,  1916. . 

Average. 


S45,000,000,  .50  years 

865,000,000,  50  years 

$40,000,000,  50  years 

$25,000,000,  1  to  15  years,  serials. 
$15,000,000,  1  to  15  years,  serials.. 
$40,000,000,  .50  years , 


$27, 000, 000,  30  and  50  years. 
$22,000,000,  30  and  60  years. . 


Per  cent. 

a 

4i 
4i 
4i 
4} 
4} 


Per  cent. 
4.490 
4.180 
4.437 
4.297 
4.030 
4.125 


4.260 


The  cost  of  money  to  the  Southern  Pacific  Co.  for  the  last  four 
years  is  5.21  per  cent,  thus : 


Bond  sales. 


Date. 


Amount  and  term. 


Interest 
rate. 


Interest 


1913 

1913 

1914 

1914 

1916 

1907-1916 


$5,120,000  Southern  Pacific  Co.  equipment  trust  certifi- 
cates, series  A 

$2,010,000  Southern  Pacific  Co.  equipment  trust  certiii- 
cates,  series  B 

$54,532,500  Southern  Pacific  Co.  20-year  convertible  gold 
bonds 

$6,361,000  Pacific  Electric  Hailway  Co.  first  refunding 

$5,110,000  Southern  Pacific  Co.  equipment  trust  certifi- 
cates, series  D '. . 

$23,486,000  Northwestern  Pacific  B.  R.  Co.  flurst  and  refund- 
ing   


Average  . 


Percent. 

5 
S 


Percent. 

5.40 

6.50 

5.23 
5.7S 

4.62 

4.77 


5.21 


In  other  words,  Southern  Pacific  paid  over  30  per  cent  more  for  its 
money  than  the  State  of  New  York  paid. 

Railroad  stocks  paying  6  per  cent  are  quoted  as  follows : 


SIX  PEE  CENT  STOCKS. 


National  Banks. 

National  City,  Oliicago : 154 

Jefferson  Park,  Chicago 168 

Bronx  National,  New  York 162 

Bowmanville  National,  Chicago 165 

Average 162 

Railroads. 

Atchison,  Topeka  &  Santa  Fe _' 103 

Southern  Pacific 94 

Northern  Pacific,  7  per  cent 104 

Chicago  &  North  Western,  7  per  cent 119 

Average 105 
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EIGHT  PEK   CENT  STOCKS. 

National  banks. 

Fort  Dearborn  National,  Chicago 246 

Merchants',  New  Yorlc 250 

Coal  &  Iron,  New  York 200 

Gotham,  New  York 205 

Average 225 

Railroads. 

Union  Pacific 138 

Mr.  Thom.  What  was  their  rate  of  dividend? 

Mr.  Ketjttsciinitt.  The  Union  Pacific? 

Mr.  Thom.  No  ;  the  banks. 

Mr.  Kruttschnitt.  The  average  was  225. 

Mr.  Thom.  In  the  amount  of  that  dividend,  you  are  comparing  the 
Union  Pacific  with  8  per  cent- 

Mr.  Kruttschnitt.  Thej-  were  all  8  per  cent  stocks. 

Mr.  Thom.  I  did  not  understand  that  you  stated  that. 

Mr.  Ketjttschnitt.  Yes.  The  banks  were  8  per  cent  and  the  rail- 
roads were  8  per  cent. 

The  appreciation  of  the  security  by  the  public  is  in  inverse  propor- 
tion to  the  rate ;  that  is  to  say,  the  lower  the  return  that  the  public 
is  willing  to  accept,  the  greater  does  it  consider  the  security,  and 
vice  versa.  The  same  is  true  as  to  stock.  Chamberlain  on  Bond 
Investments  gives  the  elements  of  an  ideal  investment  thus : 

1.  Security  for  principal ;  2.  A  fixed  and  fair  return  in  interest ;  3.  Market- 
ability—sale without  difficulty;  4.  Acceptable  as  collateral;  5.  Freedom  from 
direct  tax;  6.  Freedom  from  care  (purchase  by  sinking  fund,  etc.)  ;  7.  Maturity 
after  a  satisfactory  lapse  of  time. 

All  of  the  foregoing  qualities  exist  in  New  York  City  and  State 
bonds.  Account  Federal  and  State  regulation  of  railroads,  it  can 
not  be  said  that  all  of  the  principal  elements  or  characteristics  of 
an  ideal  investment  exist  in  railroad  bonds,  because  control  of  reve- 
nues by  regulating  bodies  detracts  from  element  2 — 2  affects  3— 
3  affects  4 — they  comply  not  at  all  with  element  5  and  partially  only 
with  element  6.  ' 

2.  Credit  of  American  railroadfi  not  as  good  as  the  ptihlic  interest 
requires. — The  credit  of  American  railways  is  not  as  good  as  the  pub-  ■ 
lie  interest  requires,  because  as  shown  in  No.  1,  they  can  not  sell  then- 
bonds  at  rates  of  return  on  money  at  which  States  and  municipalities 
can  do  so ;  therefore  the  public  has  to  be  coaxed  or  persuaded  by 
higher  rates  of  return  to  take  the  securities. 

While  there  have  been  some  instances  condemned  by  public  opinion 
as  financial  mistakes  and  dishonesty  on  the  part  of  railway  managers 
or  financiers,  such  instances  are  the  exceptions  in  railroad  manage- 
ment, and  do  not  constitute  a  conditioii  prevalent  enough  to  account 
for  the  decline  which  has  taken  place  in  railroad  credit. 

It  is  true  that  there  have  been  some  instances  of  financial  mis- 
management and  dishonesty  on  the  part  of  railway  managers  or 
financiers,  but  such  instances  are  exceptions  and  do  not  determine 
a  condition  of  railroad  management  in  the  United  States.    There 
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have  been  instances  of  dishonesty  on  the  part  of  national  bank  man- 
agers, but  such  instances  have  not  shaken  the  confidence  of  the  people 
in  banks  generally. 

At  the  end  of  the  year  1916  there  were  69  receiverships  of  railroads 
that  had  occurred  in  the  previous  four  years,  of  which  comparatively, 
few — not  over  6  per  cent  or  8  per  cent  of  the  whole  number,  most  of 
which  were  enumerated  by  Mr.  Thelen  in  his  testimony— were  due  to 
dishonest  or  fraudulent  management,  but  these  few  cases  should  not 
stamp  the  general  management  and  operation  of  all  railways  as  dis- 
honest to  nearly  the  same  extent  as  the  23  'out  of  a  total  of  46 
national-bank  failures  in  the  same  years  caused  by  dishonesty  and 
fraud,  or  just  50  per  cent  of  all  failures  (as  evidenced  in  the  report 
of  the  Comptroller  of  the.  Currency  for  1916),  should  stamp  the 
whole  national-bank  system  as  bad  and  in  need  of  drastic  and  de- 
structive regulation ;  yet  the  national  banks  have  been  under  close 
Federal  inspection  and  regulatiop  for  a  much  longer  period  than 
have  the  railways. 

Governmental  causes  for  the  decline  of  railroad  credit. — Outside 
of  a  few  cases  of  dishonesty  on  the  part  of  railway  managers  or 
financiers,  which  undoubtedly  have  affected  railroad  credit  to  some 
but  not  to  a  very  important  extent,  the  causes  for  the  decline  of 
railroad  credit  may  be  traced  almost  entirely  to  the  hostile  spirit 
of  legislatures  and  regulating  bodies  and  the  resulting  nature  of 
many  of  the  phases  of  regulation  and  management  they  have  pre- 
scribed. Government  regulation  of  national  banks  was  the  first 
regulation  of  corporations  undertaken  by  the  Federal  Government. 
It  has  been  constructive ;  the  regulations  are  fair  to  the  shareholders 
as  well  as  to  the  public;  their  credit  has  in  nowise  been  impaired 
by  regulation,  and  under  it  they  have  prospered  and  their  shares  are 
eagerly  sought  as  most  safe  and  conservative  investments.  On  the 
other  hand,  the  regulation  of  railroads  by  diverse  agencies  in  many 
instances  overthrows  all  principles  of  economical  operation,  hampers 
the  railroads  by  interfering  in  questions  of  management,  subverts 
discipline,  and  is  a  far  more  potent  influence  in  affecting  the  credit 
of  the  carriers  than  the  comparatively  few  cases  of  dishonest  man-  ' 
agement.  Here  are  some  of  the  unreasonable  burdens  imposed  on 
the  carriers : 

{a)  Arizona  has  limited  the  length  of  freight  trains,  and  a  bill 
has  just  been  introduced  in  the  Legislature  of  New  York  to  limit 
the  length  of  freight  trains  and  to  increase  the  number  of  men  on 
switching  locomotives.  Bills  limiting  the  length  of  freight  trains 
have  also  been  introduced  in  the  State  Legislatures  of  Missouri, 
Iowa,  Kansas,  Colorado,  Utah,  Nebraska,  Texas,  and  Oregon,  the 
details  of  all  being  alike  in  principle  and  purpose.  (Eailway  Age 
Gazette,  Mar.  2,  1917,  p.  370.)  In  the  years  1915  and  1916  7,000 
freight  trains  were  operated  on  Southei-n  Pacific  lines  in  Texas  and 
Louisiana  consisting  of  50  cars  or  more.  The  number  of  accidents  to 
these  trains  involving  damage  of  $500  or  more  was  three;  one  due 
to  a  loose  wheel,  one  to  a  broken  rail,  and  the  other  to  derailment  of 
locomotive  in  frog,  none  of  them  having  any  relation  whatever  to 
length  of  train. 

(6)  Full  crew,  or  superfluous  crew,  laws,  operative  now  in  21 
States,  the  most  uncalled  for  and  useless  expense  ever  imposed  on 
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the  carriers.     An  investigation  by  the  bureau  of  research  of  the 
New  Jersey  State  Chamber  of  Commerce  finds : 

1.  That  97.6  per  cent  of  railroad  casualties  have  no  relation  to  the 
size  of  the  train  crew,  and  that  the  remaining  2.4  per, cent  represent 
the  highest  conceivable  percentage  which  could  be  affected  through 
a  change  in  the  size  of  the  train  crew. 

2.  That  casualties  in  Pennsylvania  have  been  steadily  higher  since 
the  enactment  of  the  law,  and  that  in  so  far  as  it  was  enacted  as  a 
safety  measure  designed  to  reduce  the  whole  number  of  railroad 
casualties,  it  has  been  a  conspicuous  failure. 

3.  That  a  study  of  the  casualty  lists  of  other  States  which  have, 
and  States  which  have  not,  full-crew  laws,  fails  to  show  any  direct 
relation  between  the  laws  and  the  number  of  casualties. 

4.  That  the  estimated  annual  cost  to  the  carriers  in  all  States  that 
have  full-crew  laws  is  $5,000,000.  (This  would  pay  interest  on 
$100,000,000.) 

Mr.  Garrett,  who  made  the  investigation  for  the  chamber,  adds 
that  it  was  of  especial  interest  and  significance  to  find  that  55  out 
of  69  of  the  replies  from  engineers  and  31  out  of  66  of  the  replies 
from  conductors,  expressed  "  confidentially "  that  as  individuals 
they  were  not  in  sympathy  with  the  present  New  Jersey  law,  and 
that  all  of  the  only  three  replies  from  organizations  of  railroad 
trainmen  were  in  sympathy  with  the  law.  This,  of  course,  is  easily 
understood,  as  the  purpose  of  the  law  is  to  create  positions  for  rail- 
road trainmen. 

During  the  calendar  years  1915  and  1916  an  inspection  of  the 
accident  record  of  the  Southern  Pacific  lines,  on  which  119,389,438 
locomotive  miles  were  run  (^qual  to  circling  the  earth  at  the  Equator 
4,776  times)  shows  that  not  a  single  accident  could  be  attributed  to 
deficient  numbers  in  the  train  crew. 

(c)  Headlight  laws  in  28  States,  to  avoid  risks  of  accident  that 
are  imaginary  or  substantially  nonexistent,  introducing  heavy  ex- 
pense and  sources  of  danger  through  obscuring  signals  and  blind- 
ing engineers  of  opposing  trains.  Inspection  of  the  accident  reports 
of  Southern  Pacific  lines,  covering  the  movement  of  119,389,438 
locomotive-miles  (equal  to  circling  the  earth  at  the  Equator  4,776 
ties)  during  the  calendar  years  1915  and  1916,  shows  that  not  a 
single  accident  could ,  be  attributed  to  improper  illumination  by 
headlights. 

id)  Laws  in  eight  States  requiring  erection  of  sheds  for  car  re- 
pairs. House  carpenters,  farmers,  and  street  and  dock  laborers  all 
work  in  the  sun  ancl  consider  it  no  special  hardship. 

In  legislating  against  imaginary'  evils  the  sense  of  proportion 
seems  to  be  lost,  and  cures  are  prescribed  when  no  disease  exists. 
Full-crew  bills  were  enacted  to  prevent  accidents  that  had  never 
occurred.  As  heretofore  stated,  the  Chamber  of  Commerce  of  New 
Jersey  has  recently  investigated  this  matter  and  finds  that  the  full- 
crew  bill,  imposing  heavy  burdens  on  the  carriers,  had  no  relation 
whatever  to  97.6  per  cent  of  train  accidents. 

In  April,  1916,  a  congressional  committee  held  hearings  on  a  bill 
to  compel  carriers  to  spend  large  sums  of  money  on  devices  to  elimi- 
nate less  than  3  per  cent  of  train  accidents,  ignormg  the  opportunity 
to  prevent  the  other  97  per  cent.     Simply  forbidding  the  public, 

90590— PT 11—17 16 


894  INTEESTATE   AND   FOREIGN   TKANSPOETATION. 

under  penalty,  as  is  done  in  Great  Britain,  to  use  the  tracks  as  high- 
ways and  requiring  them  to  exercise  the  most  ordinary  reasonable 
and  inexpensive  precautions  would  eliminate  over  80  per  cent. 
Other  causes  for  decline  of  railroad  credit  are : 

(e)  Twenty  States  regulate  hours  of  railway  service,  the  varia- 
tions running  from  10  to  16  hours  a  day. 

(/)  Fourteen  States  have  dissimilar  safety-appliance  acts. 

(g)  Twenty-one  States  in  1907  reduced  railroad  passenger  rates. 

(h)  In  41  States,  1909,  664  new  laws  affecting  railroads  were 
enacted. 

(i)  In  40  States,  in  1911,  new  railroad  laws  totaled  276. 

(j)  In  19  States,  in  1912,  48  measures  for  further  railroad  control 
became  laws. 

(Jc)  In  1913,  out  of  the  impressive  total  of  1,395  proposed  enact- 
ments, 230  were  placed  upon  the  statute  books  of  the  several  States. 

(l)  Between  1912  and  1915  upward  of  4,000  bills  affecting  rail- 
roads were  introduced  into  Congress  and  our  several  State  legisla-, 
tures,  of  which  440  have  become  laws. 

(m)  Nineteen  States  have  legally  asserted  their  right  to  control 
bond  and  stock  issues  of  railroads  operating  within  their  limits, 
and  doubtless  this  number  will  increase. 

(n)  In  tho  fiscal  year  1914,  166  railroads,  operating  204,610  miles, 
reported  total  expense  of  $28,703,983  in  consequence  of  legislation  J 
regulating  operation. 

(o)  Other  laws  affecting  operation  and  increasing  expense  re-  ' 
quire  8-wheel  cabooses  instead  of  4- wheel  cabooses,  reduced  hours  of 
service,  days  off  at  company's  expense,  additional  watchmen  at  cross-> 
ings,  double  track,  safety  appliances,  electric  headlights,  etc.  » 

{j})   Federal  railroad  laws  up  to  August  5,  1909,  cover  175  royar| 
octavo  pages.  * 

(g)  Railroad  statutes  in  force  in  New  York  to  end  of  1906  make 
up  an  octavo  volume  of  782  pages. 

(r)  Eailroad  statutes  in  force  in  Pennsylvania  to  end  of  1907  ; 
covered  more  than  700  octavo  pages. 

(s)  At  a  recent  session  of  Congress  upward  of  2,000  railroad  bills 
were  introduced. 

(f)  Two  million  nine  hundred  and  ninety-one  thousand  seven 
hundred  and  seventy-six  reports  of  all  kinds  were  filed  with  Federal, 
State,  and  other  authorities  during  the  year  ended  June  30,  1915. 
The  preparation  of  these  reports  cost  the  carriers  many  millions  of 
dollars. 

(m)  Recently  the  New  York  Central,  which  has  only  a  total  right 
of  way  in  Illinois  of  142  miles,  although  it  operates  6,034  milesof 
first  track,  was  taxed  $600,000  by  the  State  of  Illinois  as  a  condition 
precedent  to  its  opproval  of  an  intended  financing. 

(v)  In  1913  the  sale  of  $67,000,000  of  convertible  bonds  by  the  New 
York,  New  Haven  &  Hartford  was  approved  by  the  States  of  Ehode 
Island  and  Connecticut,  but  failed  because  Massachusetts  did  not 
concur. 

I  realize  that  I  have  enumerated  many  subjects  about  which  from 
the  standpoint  of  different  people  many  may  differ.  Some  people 
may  think  all  these  measures  wise  and  some  people  may  think  that 
some  or  all  of  them  are  unwise.    The  point,  however,  is  not  to  arrive 
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here  at  a  conclusion  either  that  they  are  all  wise  or  that  they  are  all 
unwise,  but  simply  to  show  that,  as  they  substantially  affect  an  in- 
dustry as  important  as  the  railroad  industry,  which  is  continental  in 
its  extent  and  its  importance,  the  wisdom  or  unwisdom  of  these 
measures  should  not  be  subject  to  be  decided  by  so  many  diverse  and 
perhaps  differing  authorities,  but  by  one  consistent  and  responsible 
regulating  body. 

Under  existing  systems  of  governmental  regulation  the  amount  of 
railroad  revenues  is  largely  determined  by  governmental  regulating 
bodies. 

Under  existing  systems  of  governmental  regulation  the  amount 
of  railroad  revenue  which  is  generally  fixed  with  respect  to  pros- 
perous years  is  almost  entirely  determined  by  regulation.  The 
railroads  were  unusually  prosperous  in  the  calendar  year  1916,  not 
because  of  rate  increases,  but  because  of  the  very  large  volume  of 
freight  carried.  In  1914,  before  the  European  war  broke  out,  many 
were  on  the  verge  of  bankruptcy  through  small  volume,  from  which 
sufficient  revenue  did  not  accrue  at  existing  rates  to  properly  main- 
tain credit.  Net  revenue  is  the  product  of  traffic  units  by  that  part 
of  the  rate  remaining  after  deducting  the  cost  of  operation  per 
traffic  unit,  and  of  course  will  be  greatest  when  the  deduction  is 
smallest.  The  cost  of  operation  per  traffic  unit  falls  very  rapidly 
with  increase  of  volume  as  interest,  taxes,  and  many  items  of  operat- 
ing expenses  are  not  raised  by  quite  large  additions  of  traffic  units. 
It  follows,  therefore,  that,  although  that  part  of  the  rate  per  unit 
retained  a's  net  may  be  small,  the  number  of  units  may  increase  to 
such  an  extent  that  the  product  or  net  revenue  may  be, very  large 
and  satisfactory.  The  average  rate  received  for  1  ton-mile  in 
1915  was  7.3  mills,  of  which  one-third,  or  2.4  mills,  was  net.  Eight 
tons  of  freight — that  is,  80  barrels  of  flour,  285  bushels  of  grain, 
5,000  feet  of  dressed  lumber — ^must  be  carried  1  mile  to  enable  the 
carrier  to  buy  a  2-cent  postage  stamp.  Regulation,  originally  in- 
tended to  stop  rebating  and  discrimination  and  to  insure  reason- 
ableness of  rates,  has  been  made  to  cover  total  revenue,  and  at  the 
present  day  the  conduct  of  a  large  volume  of  business  on  the  lowest 
freight  rates  and  highest  wages  in  the  world,  in  an  unusually  effi- 
cient manner,  producing  large  returns,  marks  the  carrier  as  an 
object  of  suspicion  and  attack,  the  excessive  earnings  in  some  way 
being  considered  reprehensible. 

Power  of  the  railroads  to  control  their  expenses,  substantially 
affected  by  forces  beyond  their  control,  such  as  labor  unions,  the  acts 
of  legislatures,  the  demands  of  regulating  authorities  for  facilities 
and  service,  etc. 

The  railroads  have  very  little  control  over  their  expenses  at  the 
present  time.  Headlight  bills,  superfluous  crew  bills,  laws  pre- 
scribing hours  of  labor  for  employees,  including  eight-hour  law 
now  in  the  Supreme  Court — this  was  written  about  two  weeks  ago— 
orders  of  commissions  to  construct  needless  and  ornamental  sta- 
tions for  political  and  monumental  purposes,  deafness  of  commis- 
sions to  the  pleas  of  managements  to  be  allowed  to  use  their  own 
judgment  in  allotting  capital  for  such  vital  purposes  as  ballasting 
heavier  rail,  substitution  of  judgment  of  conunissions  for  that  of 
the  owners  in  questions  of  management,  proneness  of  legislatures 
to  grant  unreasonable  demands  of  organized  labor  and  unwilling- 
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ness  to  do  anj'thing  for  the  protection  of  the  interests  of  the  share- 
holders are  some  of  the  reasons  why  the  control  of  expenses,  and  to  a 
considerable  extent  the  management  of  the  railroads,  have  been 
taken  out  of  the  hands  of  their  owners. 

With  this  restraint  upon  the  control  of  both  their  income  and  their 
expenses,  forces  are  in  operation  which,  unless  controlled  and  safe- 
guarded, menace  the  stability  of  the  existing  system  of  maintaining; 
transportation  facilities.  \ 

With  the  restraints  upon  control  of  income  and  expenses  which  are 
enumerated  above,  forces  are  in  operation  which,  unless  controlled, 
safeguarded,  and  checked,  menace  the  stability  of  the  existing  sys- 
tem of  railroad  transportation  facilities. 

Principles  must  be  introduced  into  systems  of  regulation  which 
will  reasonably  assure  proper  income  and  reasonably  protect  rail- 
roads against  the  unjust  exactions  of  labor  and  excessive  demands  in 
regard  to  conveniences  and  facilities  in  order  to  meet  this  situation 
and  to  create  conditions  that  will  attract  investors.  / 

There  is  no  way  of  meeting  this  situation  unless  the  interests  of  ■ 
the  shareholders  and  bondholders  of  railroads  are  reasonably  pro- 
tected, not  only  against  arbitrary  and  unreasonable  exactions  of  or- 
ganized labor  but  by  being  relieved  of  unnecessary  and  unjustifiable 
expenses.  Under  constructive  and  intelligent  regulation  there  is 
no  reason  why  investors  should  pay  $160  per  sTiare  for  national-bank 
stocks  paying  6  per  cent  dividends,  or  52  per  cent  more  than  $105 
per  share  for  the  shares  of  honestly  managed  railroads  with  large 
volumes  of  traffic  and  paying  the  same  dividends.  Eight  per  cent 
national-bank  stocks  command  $225.  or  63  per  cent  per  share  more 
than  shares  of  the  Union  Pacific,  the  only  railroad  in  the  United 
States  that  I  know  of  paying  8  per  cent,  whose  shares  command  only 
$138  each. 

Present  systems  of  regulation  do  not  contain  adequate  safeguards 
in  respect  to  these  matters. 

The  present  systems  of  regulation  for  railroads  pay  very  little 
attention  to  the  interests  of  the  shareholders  and  bondholders,  afford 
no  protection  against  the  exactions  of  labor,  and,  in  assuming  many 
functions  of  management,  subvert  discipline  and  leave  to  the  officers 
and  directors  little  control  and  responsibility  for  the  results  of 
operation. 

The  present  market  for  railroad  securities  is  narrowed  by  the  fol- 
lowing causes: 

(a)  The  European  war  has  unquestionably  narrowed  the  market 
for  railroad  securities.  Mr.  Loree's  very  interesting  investigation 
of  the  effect  of  the  European  war  on  American  securities  shows  that 
on  January  31,  1915,  American  securities  of  a  par  value  of  $2,704,- 
000,000  were  held  abroad.  On  July  31,  1916,  or  19  months  there- 
after, only  $1,415,000,000  of  American  securities  were  held  abroad, 
showing  that  between  the  two  date  some  $1,300,000,000  of  securities 
were  returned  to  this  country.  As  there  is  evidence  that  securities 
are  still  being  returned,  and  as  Europe  will  probably  be  a  borrower 
after  the  close  of  the  war,  it  seems  reasonable  to  expect  that  the 
market  for  American  railway  securities  will  then  be  very  much  more 
narrowed. 
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(b)  The  exhaustion  of  underlying  liens  and  the  necessity  of  ob- 
taining new  money  through  inferior  liens  or  without  security  is  un- 
doubtedly a  cause. 

(e)  Financing  largely  through  bond  and  note  issues  involving 
fixed  charges,  as  has  been  done  in  late  years  by  the  railroads,  is  un- 
doubtedly a  deterring  cause. 

(d)  Other  classes  of  securities  are  unquestionably  raore  attractive, 
as  is  evidenced  by  the  fact  that  the  public  is  paying  about  $160  and 
$225,  respectively,  per  share  for  national  bank  stocks  yielding  6  per 
cent  and  8  per  cent  dividends,  while  they  are  willing  to  pay  but  $105 
and  $138,  respectively,  for  railroad  shares  paying  the  same  dividends. 
(Chart  No.  10.)  The  returns  from  shares  of  manufacturing  corpo- 
rations are  much  less  affected  by  regulation  and  are  more  attractive 
to  the  public.     (See  Chart  No.  10.  p.  898.) 

I  have  made  some  extra  copies,  Mr.  Chairman,  of  the  charts  at- 
tached to  these  notes.  I  think  I  have  six  or  eight  separate  copies 
which  show,  in  graphic  form,  the  returns  from  national  banks,  rail- 
ways, and  a  number  of  industrials  which  I  will  pass  to  you  as  of 
possible  interest. 

Mr.  Sims.  This  will  be  a  part  of  your  hearing — that  is,  printed 
with  your  hearing. 

Mr.  Keuttschnitt.  Yes;  those  are  duplicates  of  charts  attached. 
to  the  hearing. 

Mr.  Sims.  Just  give  one  to  each  member  of  the  committee  present. 

Mr.  Keuttschnitt.  (e)  The  arrogant  attitude  of  labor,  opposing^ 
arbitration  in  any  form,  unquestionably  affects  the  attractiveness  of 
railroad  securities.  Public  acts  of  the  Sixty-third  Congress,  first 
session,  covering  sundry  civil  expenses  for  the  fiscal  year  ending 
June  30,  1914,  provides  that  no  part  of  the  money  shall  be  spent  in 
the  prosecution  of  any  organization  or  individual  for  entering  intO' 
any  combination  or  agreement  having  in  view  the  increasing  of 
wages,  shortening  of  hours,  or  bettering  conditions  of  labor,  or  for 
any  act  done  in  furtherance  thereof  not  in  itself  unlawful ;  and  for- 
bids the  expenditure  of  any  part  of  this  appropriation  for  the 
prosecution  of  producers  of  farm  products  and  associations  of  farm- 
ers who  cooperate  and  organize  in  an  effort  to  and  for  the  purpose 
to  obtain  and  maintain  a  fair  and  reasonable  price  for  their  products. 
Appropriations  for  sundry  civil  expenses  for  year  ending  June  30, 

1915,  and  for  sundry  civil  expenses  for  fiscal  year  ending  June  SO- 

1916,  contain  same  proviso. 

The  Clayton  antitrust  act,  after  forbidding  corporations  doing- 
almost  everything  imaginable,  specifies  that  antitrust  laws  are  not 
to  forbid  the  existence  and  operation  of  labor,  agricultural  and  hor- 
ticultural organizations,  and  such  organizations  are  not  to  be  held' 
illegal  combinations  or  conspiracies  in  restraint  of  trade. 

At  the  time  of  the  threat  of  the  four  brotherhoods  to  strike,  in, 
August,  1916,  the  President  and  Members  of  Congress  were  very  in- 
sistent that  as  soon  as  possible  after  passing  the  Adamson  eight-hour 
laws,  laws  recognizing  thfe  public  interest  in  contentions  between 
labor  and  the  carriers  should  be  framed,  adequately  protecting  the- 
interest  of  the  public.  From  every  bill  that  has  been  introduced  in 
Congress,  obligations  or  restrictions  of  any  description  bearing  on 
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Chart  No.  13 


Comparisons    of   Dividends    Paid    By    Banks, 
Railways,  and    Certain    Industrial    Companies. 
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labor  have  been  promptly  removed  on  the  protest  of  labor  leaders. 
The  interests  of  the  public  seem  to  be  substantially  ignored.  It  is 
proposed  by  some  to  seize  the  property  of  the  carriers  in  case  dis- 
satisfied employees  block  operations,  and  that  they  be  operated  by 
the  Government  pending  settlement  of  disputes. 

(/)  Inability  of  railroads  to  promptly  increase  their  revenues  to 
meet  their  needs. 

The  Interstate  Commerce  Commission  is  manifestly  overburdened, 
and  the  promptness  with  which  it  can  pass  on  questions  submitted 
to  it  will  be  affected  by  the  proposed  increase  in  membership.  It  is 
now  authorized  to  suspend  proposed  tariffs  for  a  period  of  120  days, 
and  if  a  hearing  can  not  be  concluded  within  that  delay,  to  extend  the 
suspension  for  a  further  period  not  exceeding  six  months.  Under 
this  practice,  if  the  increased  rate  should  eventually  be  approved,  the 
carriers  are  deprived  of  the  revenue  that  should  accrue  to  them  dur- 
ing a  period  of  at  least  4  and  frequently  10  months. 

The  length  of  time  consumed  in  the  investigation  of  advanced  rates 
proposed  by  the  eastern  trunk  lines,  many  of  which  were  finally  au- 
thorized, is  in  the  memory  of  all  of  us.  If  the  lines  were  entitled  to 
these  increases  at  all,  they  should  have  enjoyed  their  benefits  from 
the  date  on  which  their  tariffs  were  originally  filed. 

In  its  last  annual  report  the  commission  recommends  a  lengthening 
of  the  period  of  suspension,  but  it  is  hard  to  see  how  the  public 
would  suffer  through  the  modification  of  the  suspension  power  sug- 
gested by  the  carriers,  because,  first,  it  would  relieve  the  members  of 
the  commission  of  the  responsibility  of  authorizing  increases  in  rates, 
which  they  are  reluctant  to  assume;  and  by  requiring  the  railroads 
to  assume  the  initiative  it  would  leave  the  commission  unprejudiced 
in  future  hearings  upon  complaints.  Second,  the  power  of  the  com- 
mission to  grant  reparation  would  assure  merchants  of  the  benefit  of 
the  lower  rates  previously  in  effect,  whenever  the  commission,  on 
complaint,  should  find  the  increases  to  be  unreasonable  and  should 
order  the  restoration  of  the  former  rates.  Third,  it  is  a  simple  meas- 
ure of  justice  to  the  carriers  to  give  them  immediate  benefit  of  the 
revenue  accruing  from  advanced  rates  to  which  they  are  entitled,  in- 
asmuch as  the  rights  of  the  public  are  fully  protected  by  the  power 
of  the  commission  to  grant  reparation. 

Here  is  an  instance  in  which  the  carriers  sustained  heavy  losses 
through  the  delay  incident  to  overloading  the  commission  with  work : 

The  opening  of  the  Panama  Canal  in  August,  1914,  was  anticipated 
by  the  quotation  of  rates  by  the  steamship  lines  which  contemplated 
service  through  the  canal.  This  enabled  the  transcontinental  car- 
riers to  determine  what  the  competition  would  be,  and  their  original 
application  for  authority  to  make  necessary  rates  on  a  number  of 
heavy  sea-going  commodities  to  meet  the  quotations  on  the  canal 
lines  was  filed  with  the  commission  on  July  9,  1914.  A  final  au- 
thority under  which  the  carriers  felt  warranted  in  proceeding  was 
not  received  from  the  commission  until  May  17,  1915,  after  which 
the  publication  of  tariffs  and  legal  requirement  of  30  days'  notice 
postponed  the  effectiveness  of  the  reduced  rates  until  July  15,  1915, 
so  that  for  11  months  after  the  opening  of  the  canal  the  transconti- 
nental liaes  were  powerless  to  protect  themselves  against  the  diver- 
sion of  an  enormous  volume  of  business. 
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Likewise,  application  for  authority  to  make  reduced  eastbound 
rates  via  Sunset  Route  on  certain  heavy  sea-going  commodities  was 
filed  December  29,  1914,  but  under  the  machinery  of  the  law  could 
not  be  made  effective  until  July  25,  1916,  which  subjected  us  to  the 
diversion  of  the  jjusiness  for  a  period  of  more  than  six  months. 

By  the  delay  incident  to  the  granting  of  these  applications  and 
some  others  of  lesser  importance  the  transcontinental  lines  were 
deprived  of  the  opportunity  to  compete  against  the,  steamships  for 
traffic,  which  was  taken  by  the  sea  routes,  upon  which  the  aggregate 
revenue  on  the  basis  of  the  rates  finally  authorized  is  conservatively 
estimated  as  at  least  $6,000,000. 

This  is  not  intended  as  a  criticism  of  the  Interstate  Commerce 
Commission  which,  it  must  be  said,  cooperated  with  the  public,  and 
the  carriers  in  solving  a  very  complicated  problem,  but  it  is  a 
forcible  illustration  of  the  costly  burdens  upon  the  carrier's  of 
existing  regulation. 

The  leading  editorial  in  the  Wall  Street  Journal  of  February  26, 
1917,  comments  on  the  necessity  of  enlarging  the  Interstate  Com- 
merce Commission  thus : 

How  much  the  country  is  in  need  of  an  enlarged  and  reorganized  Interstate 
Commerce  Conmiission  is  illustrated  in  Its  recent  handling  of  certain  emer- 
gency measures  proposed  by  the  railroads.  Eastern  trunk  lines  attempted  to  re- 
duce the  "  free  time  "  on  domestic  freight  held  at  New  Jersey  for  final  delivery  in 
New  York,  Brooklyn,  and  elsewhere  on  New  Tork  harbor.  The  commission' 
suspended  this  reduction  until  June  15,  as  it  did, a  new  tariff  increasing  the 
charges  for  storage  on  freight  for  both  export  and  domestic  delivery  held 
beyond  the  free  time  in  carriers'  warehouses  at  New  York  harbor  points.     , 

Neither  of  these  was  a  revenue  measure.  Both  were  primarily  designed  to 
spur  consignees  of  freight  to  move  it  quickly  off  railroad  premises  and  so 
facilitate  the  unloading  of  other  cars  and  the  efforts  of  the  carriers  to  relieve 
the  great  evils  of  congestion.  Both  measures  would  have  done  a  great  deal  to 
restrict  whatever  speculation  in  foodstuffs  is  going  on  and  would  almost 
certainly  have  exercised  some  restraint  upon  recent  advances  in  food  prices  , 
in  New  York.  But  the  commission  must  allow  itself  four  months  in  which  to- 
reach  these  cases  and  deliberate  upon  them.  ,    , 

Another  recent  case  of  a  different  sort  concerns  the  efforts  of  the  carriers  to  , 
increase  their  revenues  by  raising  rates  which  are  out  of  line  with  the  general 
rate  structure.  A  year  ago  the  eastern  railroads  served  notice  upon  steel  manu- 
facturers of  their  intention  to  cancel  on  August  1  the  export  rates  upon  steel 
products  and  again  subject  them  to  full  domestic  rates.  The  steel  men  did 
not  seriously  ob,1ect,  but  asked  that  the  change  be  deferred  until  Januai'y  1. 
October  1  was  then  fixed  as  a  compromise  date. 

The  commission  held  hearings,  after  which  it  suspended  the  effectiveness  of 
the  new  rates  until  January  29,  or  for  nearly  a  month  longer  than  the  steel 
makers  had  asked  their  postponement,  and  later  made  a  further  postponement 
until  July  29,  the  limit  allowed  by  law.  Fortunately  the  commission  was  able 
to  reach  a  decision  a  few  days  ago,  under  which  the  railroads  were  able  to  make 
the  change  effective  February  24.  But  for  at  least  five  months  the  railroads 
were  ijrevented  from  relieving  themselves  of  special  low  rates  upon  an  important 
volume  of  traffic  for  which  the  commission  itself  found  that  all  .justification 
had  long  since  disappeared. 

When  in  July,  1914,  the  connuission  refused  the  trunk-line  railroads  any  ad- 
vances in  rates,  although  admitting  that  their  revenues  were  less  than  the 
public  interest  demanded,  it  adopted  as  the  substantial  ground  of  its  refusal 
Mr.  Brandeis's  recommendations  that  the  carriers  seek  other  means  of  supple-' 
'  menting  their  income.  Among  the  means  specified  were  the  abolition  of  free 
storage  of  freight  and  the  adjustment  of  specific  commodity  rates  found  by  him 
to  be  unreasonably  low.  Practically  the  only  one  of  the  steps  then  so  highly 
recommended  that  the  commission  has  not  delayed  or  prevented  was  an  increase' 
in  interstate  passenger  fares.  The  revenue  results  of  this  one  do  not  begin 
to  cover  the  Increases  in  cost  of  labor  and  materials  that  have  taken  place  since 
1914. 
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{g)  The  exigencies  of  politics  unquestionably  affect  the  attitudes 
of  commissions.  In  States  where  the  commissions  are  elected,  it  is 
noticed  that  orders  for  new  stations  are  generally  received  about  the 
time  of  elections.  In  one  case  where  there  was  no  complaint  what- 
ever about  a  station  the  question  of  a  new  one  was  raised  by  a  member 
of  the  railroad  commission  who  visited  the  town  shortly  before 
election,  conferred  with  the  citizens,  and  suggested  the  necessity  of  a 
new  station,  shortly  after  which  the  order  was  issued  to  build  one. 
From  time  to  time  State  commissions  boast  in  their  anniuil  reports 
of  the  amount  they  have  taken  from  railroad  revenues  by  reducing 
rates  and  the  benefits  accruing  therefrom  to  the  public.  These  sums 
subtracted  from  railroad  revenues  impose  very  severe  burdens  on  the 
carriers,  while  the  reduction  in  rates  often  does  not  reach  the  con- 
sumer, and  in  most  instances  bears  an  insignificant  and  almost  unap- 
preciated proportion  to  the  cost  of  the  commodity.  Chart  No.  10-(j', 
page  902,  shows  how  slightly  the  retail  prices  of  commodities  ai-e 
affected  by  freight  rates,  for  the  years  1910-1917,  thus: 

Dressed  beef,  1.68  per  cent,  or  one-half  cent  per  pound,  Chicago 
to  New  York. 

Ham  and  bacon,  ninety-four  one-hundredths  of  1  per  cent,  or  3 
mills  per  pound,  Chicago  to  New  York. 

Flour,  one-fourth  barrel,  4.69  per  cent,  or  17  cents,  Minneapolis 
to  New  York. 

Underwear,  suit,  one-tenth  of  1  per  cent,  or  3  mills,  Boston  to 
New  York. 

Underwear,  suit,  two  hundred  and  sixty-nine  one-thousandths  ot 
1  per  cent,  or  7  mills,  Boston  to  Chicago. 

phoes,  pair,  seventy-eight  one  thousandths  of  1  per  cent,  or  5 
mills,  Boston  to  New  York. 

Shoes,  pair,  two  hundred  and  nineteen  one-thousandths  of  1  per 
cent,  or  H  cents,  Boston  to  Chicago. 

Men's  suits,  one  hundred  and  thirty-eight  one-thousandths  of  1 
per  cent,  or  4^  cents,  Boston  to  Chicago. 

(A)  Chart  No.  lOh-1,  page  903— this  is  a  most  impressive  one,  Mr. 
Chairman — shows  the  rise  of  115  per  cent  in  commodity  prices  be- 
tween 1895  and  1917,  and  the  resulting  fall  in  the  purchasing  power 
of  the  dollar  from  100  to  45,  or  55  per  cent.  The  rise  in  the  price  of 
commodities  is  of  no  great  consequence  to  those  whose  income  is 
derived  from  the  sale  of  commodities,  for  with  them  both  income 
and  outgo  are  proportional  to  prices,  but  the  hardship  is  greatest 
on  those,  the  selling  price  of  whose  commodities  is  regulated  by  law. 
The  railroads  are  in  this  position,  which  is  equivalent  to  being  com- 
pelled by  law  to  accept  payment  for  their  services  from  the  public 
in  debased  currency,  worth  only  45  cents  on  the  dollar. 

You  will  observe  that  the  fall  in  the  purchasing  price  of  a  dollar 
there,  which  is  what  is  received  by  the  railroads  from  the  public,  is 
only  45  cents.     It  shows  a  fall  of  55  per  cent  from  the  basing  point. 

Mr  EscH.  I  suppose  that  the  very  rapid  divergence  from  the  mid- 
dle of  February,  1915,  to  February,  1917,  is  largely  due  to  the  war 
conditions  ? 

Mr.  Ketjttschnitt.  Between  what  points? 

Mr.  EscH.  The  middle  of  1915  to  February,  1917? 
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CHART  No.  IB 


^ 


Retail  Selling  Prices  of  Commodities  and  Railroad    Freight 
Rates  in  1917   Compared  with   1310  and    1900 


■ra^l*!; 


Comnlodily ' 


ShippaJ 
from 


Hefail 
YMr  Sellng 


"O     o     m     o     *»1     w 
O      —      -^     N      M      lO 


Percenf  of  Frclghf  Rale  to  Selling  Pnca 


in    p   ig 
(rt   ■*  -^ 


O    Ui    p    iq     o    «J    Q    S^    o~u5 
t^   N    <a   to    6i    m   g    o   =  ^ 


DRESSED 

BEEF 
Cpcr  lb.) 


HAM  AND 

BACON 
Cptr  lb) 


FLOUR 

KpsrlbM, 


UNDER- 
WEA|f 
(per  suit) 


UNDER- 
WCAS 
((Mr  suit) 


SHOES 
Jii-pjir) 


5H0E3 
fp=r  poir) 


MENS 
SUITS 


Chicis^o 

to 
NewYork 


Cliiciiao 

to 
KmYort 


MirnlMJIcJii 
to 

HWYork 


16.0^ 


1910  !2i^. 
1917 


(1.45t 
.45* 


2&0*M7t 


15.5* 


0.30t 


v,A  a3ot 

MAI  0.32* 


i4.eo{  II  SB  i 


7.351 


IZ,50| 
a5l)t4S<) 


Dostcn 

to 
NewYofk 


Boston 

to 
Cliicojo 


Boston 

to 
NMVork 


Boston 
to 

CHicd^O 


Boston 

to 
Chicago 


1200  Sl.SO  0.15* 


200  3. 
2.60 


3.167  I 

.25*  1.125  I 
0.15*  1100  I 


(150 
^00 

2 

Ji50 
4D0 
6,40 

(3.50 
4.00 
(.40 


07* 
07* 
7*|aB9 


0.K7 

0350  ■ 


1900  (W  4 
1910  liSO  4. 


0.143  I 
0.125  I 
3.07S 

14O0 
ajiO 
J2I5 

02331 
11791 
9. 138  I 


Au  lion  [y  t  jr  p  fell 


^;t<€^i^2E=/<^fe«-- 


pnca: 


^ 


.:^r 


Re  ipoi  sibie    de  a\v^  in 
£inp  c  olh  rtq. 


/ 


-^7 


mi  dfe 


gr  jcfli  i« 


INIEBSTATE  AND  FOBEIGN   TEANSPOETATION. 


903 


Chart  No.i^^ 

' 

United    States 
Relat(ve     Prices  of   Commodities    and    Amounts 
Thereof    Purchasable    with    one 
Dollar-  (Prices     and 
amounts    in  1895 
Taken  as  IOo) 

Rel- 

alive 

lass 

1397 

18M 

1901 

1303 

leos 

1807 

1309 

1911 

1913 

19  L5 

Decisis 

Jar. Fib 
1917 

Prices 

OF 

Commodities 

Authority: 
Commodities 

fiommodific*. 
Bulletin   200 
U.S  Dept  of 
Labor 

220 
210 
200 
190 
180 
170 

lao 

150 
140 
130 
120 
110 

ioo 

/ 

/ 

lG^^ 

C^ 

v--^ 

/ 

^ 

-^^ 

^.i^Si 

/Cft-i^ 

i  ■ 

\ 

/ 

H-^yiu 

vC  « 

li/^, 

r 

J 

rrf" 

^Oo, 

'-'1 

— ^ 

A 

/- 

PR 

ice/ 

^ 

'"    ^- 

/^ 

90 
80 
70 
60 
50 
40 

"""^=^4 

'"f-'-v, 

Ks\ 

'.i'-^OA 

^%^' 

ijct* 

=i-.£. 

tr^-w  c 

NE     ^ 

! 

■ 

X 

\ 

Rclo+ive    Prices 
of  Commodi+ies 

100 

9S.7 

1073 

114.5 

1232 

125  2 

I34.S 

140,6 

136.2 

143.5 

144.9 

• 
IS2.2 

214.9 

Relative  Amocmt 
Purchasable   witli 
One    Dollar 

100 

104^ 

93.2 

873 

6I.Z 

81.2 

74.2 

7).l 

73.4 

49.7 

69.0 

657 

46.S 

*  December  ISlo 

^  Sradsf-reet  January  and  rebniarj  1917  for  96  Commodities    compared  witti   I89S 

904  INTERSTATE   AND   FOEEIGN   TKANSPOETATION.  fi 

Mr.  Keuttschivitt.  Of  course  that  rapid  jump  upward  and  fall 
in  the  purchasing  power  of  a  dollar  were  unquestionably  due  to  war 
conditions. 

Chart  No.  lOh-2,  page  905,  shows  in  full  lines  (A)  passenger  and 
freight  rates,  1895-1915,  and  in  dotted  lines  (B)  what  the  rates 
would  have  been  had  they  risen  with  prices. 

Actual  passenger  mile  rate,  1915,  1.985  cents;  rates  increased  in 
proportion  to  commodity  prices,  2.956  cents,  or  50  per  cent  more; 
actual  freight  rate,  1915,  0.732  cents:  rates  increased  in  proportion  to 
commodity  prices,  1.216  cents,  or  66  per  cent  more. 

These  differences  represent  savings  to  the  public  in  the  one  year, 
1915,  alone  of  $314,000,000  on  passenger  and  $1,340,000,000  on  freight 
traffic,  a  total  of  $1,654,000,000. 

Chart  No.  lOh-3,  page  906,  shows  comparative  prices  paid  by 
Southern  Pacific  Co.  for  five  material  items  in  1897,  1908,  and  1917, 
and  that  between  the  earliest  and  latest  dates  the  price  of  bridge 
timber  has  risen  75  per  cent. 

Those  figures  apply  to  pur  own  company  only.  I  was  unable  to 
get  them  for  the  other  companies  of  the  country,  but  our  company  is 
typical  of  the  whole  country : 

Cross  ties,  125  per  cent;  steel  rails,  113  per  cent;  bar  iron,  201 
per  cent;  car-journal  bearings,  161  per  cent;  while  the  average 
freight  rate  has  fallen  13  per  cent. 

Mr.  EscH.  What  do  voti  mean  by  "car-journal  bearings"?  Are 
those  journal 

Mr.  Keuttschxitt.  Those  are  journal  bearings. 

The  next  chart.  Chart  No.  lOh-4,  page  907,  shows  the  effect  of  all 
causes,  rises  in  prices  of  all  conm.iodities  used  on  railways,  and  rises 
in  prices  of  labor  as  well  as  fall  in  its  efficiency,  superfluous-crew 
laws,  cost  of  valuation,  hours  of  labor,  on  the  cost  of  producing 
train-mile  units,  1895-1915.  --■■ 

_  Senator  Townsend.  What  do  j'ou  mean  by  "  lessening  "the  effi- 
ciency of  labor  "  ? 

Mr.  Kruttschnitt.  It  is  a  universal  complaint  that  labor,  at  th^ 
present  time,  per  hour  or  per  any  other  unit  of  time,  is  far  less  effi-, 
cient  than  it  was  a  few  years  ago;  that  their  minds  do  not  seem  to 
be  on  their  work,  and  we  do  not  get  the  product  out  of  them  that 
we  formerly  did. 

Mr.  Hamilton.  How  do  you  explain  that?' 

Mr.  Kruttschnitt.  Want  of  interest,  want  of  loyalty  to  their 
emploj^ers 

Senator  Townsend.  Well,  now,  that  states  what  you  believe  to  be 
the  fact,  what  you  say  you 'know  to  be  a  fact.  What  is  the  psy- 
chology of  it?    How  cio  you  explain  that,  following  up  the  facts? 

Mr.  Kruttsciixitt.  That  labor  no  longer  looks  to  the  carrier,  to 
its  emplo^'er,  as  in  charge  of  its  wages  and  destiny,  but  looks  else- 
Avhere ;  it  looks  to  the  State  legislatures  and  to  Washington.  Their  . 
discipline  has  practically  gone — all  discipline,  for  instance,  in  train 
service.  It  is  almost  impossible  to  maintain  an}',  because  any  super- 
intendent wim  disciplines  a  member  of  the  four  brotherhoods  has 
to  stand  trial  for  it.  He  is  met  by  a  grievance  committee,  who  use 
every  possible  argument — intimidation  and  argument— to  have  him 
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remit  the  penalty.  If  they  can  not  get  it  from  him,  they  go  to  the 
general  superintendent,  and  if  they  can  not  get  it  from  him,  to  the 
general  manager,  and  by  threats  of  a  strike  and  tying  up  the  railroad 
they  get  conceded  what  they  want. 

I  will  illustrate  that.  I  can  not  be  very  accurate  as  to  the  date, 
but  my  impression  is  about  three  years  ago,  when  the  situation  with 
respect  to  Mexico  and  the  border  got  acute,  our 'officers  on  our  lines 
in  Louisiana  and  Texas  had  been  in  conference  with  grievance  com- 
mittees of  the  conductors,  brakemen,  switchmen,  and  firemen  for 
six  months  over  some  76  cases  of  discipline  that  had  been  admin- 
istered, against  which  they  fought.  The  cases  were  so  clear  that  the 
officers  declined  to  remit  the  penalties.  I  think  arbitration  was 
offfered  and  refused,  and  the  men  threatened  to  strike  and  did  strike. 
After  the  strike  had  been  on  a  day  or  two  I  received  a  communica- 
tion from  the  head  of  the  mediation  board,  suggesting  or  offering  his 
services.  I  agreed.  I  told  him  I  was  perfectly  willing,  but  I  under- 
stood the  men  were  not.  He  finally  telephoned  me  a  proposal  that 
the  men  be  all  reinstated  on  their  agreement  to  take  up  again  for 
arbitration,  if  necessary,  the  settlement  of  these  76  cases.  We  told 
him  that  under  the  recommendations  of  his  board  and  the  plea  that 
he  made,  that  the  use  of  our  line  was  necessary  for  conveying  sup- 
plies and  troops  to  the  Mexican  border ;  that  we  would  sink  our  con- 
tentions and  accept  the  proposition  as  it  came  from  the  men  and 
which  he  and  his  board  were  submitting. 

So  these  questions  were  submitted  again  to  a  board  after  this  strike  ,' 
and  under  whatever  persuasion  had  been  exercised  by  the  Federal 
Mediation  Board.    Out  of  the  76  cases  61  cases  were  at  once  dropped 
and  withdrawn,  as  the  charges  were  incorrectly  made.     In  other   ' 
words,  the  men  abandoned  them.    About  eight  cases — seven  or  eight 
cases — were  decided  in  favor  of  the  men  and  the  remaining  cases 
were  turned  over  to  arbitration.    Now,  that  represented  the  penalties, 
perhaps,  of  certainly  not  more  than  one  year  on  that  system  of  lines;  .' 
and  the  officers  were  kept  at  work  for  over  six  months  arguing  with 
the  men  why  these  penalties  should  stand  and  why  they  had  been 
Incurred  and  why  they  were  necessary  for  the  purpose  of  discipline;  - ' 
:ind  then  followed  the  strike,  mediation,  another  conference  with  the  , 
officers,  the  dropping  or  withdrawal  of  very  nearly  all  of  the  com- 
plaints, and  arbitration  of  a  few,  and  yielding  to  the  men  in  a  very 
few.    Now,  that  is  a  typical  case. 

Mr.  Thoji.  You  said  that  seven  or  eight  cases  were  decided  in 
favor  of  the  men  ?  You  mean  by  the  officers  on  the  rehearing,  and  not 
by  arbitration? 

Mr.  Kruttschnitt.  Yes ;  they  yielded.  In  other  words,  they  with- 
drew the  penalties.  That  is  a  typical  case  on  our  system.  We  have 
two  grand  divisions  on  our  system.  A  large  part  of  the  time  of  the 
officers  is  taken  up  every  year  with  simply  argument  with  grievance 
committees. 

Mr.  Hamilton.  I  assume  before  you  finish  you  Avill  devote  part  of 
your  statement  to  remedies,  such  remedies  as  you  propose.  Am  I 
right  about  that? 

Mr.  Kruttschnitt.  Yes ;  this  matter  in  former  years  gave  me  a 
gieat  deal  of  trouble  personally  when  I  had  direct  charge  of  opera- 
tions and  I  have  given  it  a  great  deal  of  thought  and  have  written  a 
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number,  of  memoraiida  in  the  past  four  or  five  years  which  I  have 
brought  up  to  date,  and  with  your  permission  I  will  submit  them 
later  on. 

Mr.  DoREMus.  In  your  Chart  lOh-3  you  show  the  comparative 
prices  paid  for  materials  in  1897,  1908,  and  1917.  Why  did  you 
select  the  years  1897  and  1908  for  the  purpose  of  comparison,  with 
1917? 

Mr.  IvKtri'TSCHNiTT.  Because  this  chart  for  the  years  1897  and  1908 
had  been  prepared  to  give  testimony  in— I  think  it  was  the  Union 
Pacific  and  Southern  Pacific  merger  suit — and  the  same  chart  was 
taken,  with  the  year  1917  added. 

Mr.  DoREMus.  The  periods  1897  and  1907  were  periods  of  depres- 
sion, were  they  not?  I  was  wondering  whether  in  your  judgment 
that  would  be  a  fair  sort  of  comparison.  Of  course,  1897  was  a  year 
of  abnormally  low  prices;  1917  was  a  year  of  abnormally  high  prices. 

Mr.  Hamilton.  As  to  1897,  I  fancy  that  might  be  regarded  as  a 
year  of  emergencj^  low  prices. 

Mr.  DoREMus.  I  hardly  think  we  had  recovered  in  1897  from  the 
depression  which  had  existed  prior  to  that  time. 

Mr.  Hamilton.  However,  1907  was  a  very  prosperous  year  for  the 
railroads.  The  panic  struck  the  country  in  the  last  part  of  it,  but  the 
full  effect  was  not  felt  until  1908. 

Mr.  DoREMus.  The  panic  of  1908 

Mr.  Krtjttschnitt.  If  you  will  pardon  me  a  moment  and  will  turn 
to  the  next  chart,  lOh-4,  you  have  the  prices  from  1895  to  1915,  and 
you  can  see  at  a  glance  what  the  trend  of  the  prices  was  for  all  those 
years,  and  those  prices  were  taken  for  all  the  roads  in  the  United 
States. 

Mr.  DoREMus.  That  is  No.  10 

Mr.  Krtjttschnitt.  lOh-4.  Taking  the  operating  expenses  on  that 
sheet,  you  will  see  that  the  operating  expenses  which  reflected  the 
prices  of  materials — that  is  the  dash  line  marked  C — was  about  at  a 
maximum  in  1907  and  continued  about  the  same  in  1908  and  fell 
slightly  in  1909,  and  thereafter  shows  an  almost  uniform  increas-^. 

Mr.  Krtjttschnitt.  This  chart,  Mr.  Chairman,  that  Mr.  Doremus 
called  attention  to,  may  be  ignored,  if  you  choose,  and  pass  over  to 
the  next  chart,  lOh^,  and  you  will  see  the  line  C,  indicating  the 
operating  expenses  of  the  railroads  per-track-mile,  showing  an  almost 
uniform  increase  from  1895  to  1915,  with  a  few  gentle  undxilations 
in  it,  and  one  of  the  things  that  appeals  to  me  in  the  use  of  charts 
is  that  you  take  them  and  draw  your  own  conclusions  from  them. 

Mr.  Sims.  Whatever  the  causes  may  be? 

Mr.  Kruttschnitt.  Yes.    That  is  the  upper  chart  in  front  of  you. 

Senator  Townsend.  Chart  No.  lOh^  is  brought  down  to  1915,  is 
it  not? 

Mr.  Krtjttschnitt.  One  shows  the  statistics  for  our  own  road, 
which  I  can  get  up  to  date,  and  the  other  is  based  on  the  statistics 
of  the  railways  of  the  United  States  published  by  the  Interstate  Com- 
merce Commission,  the  latest  date  of  which  we  can  get  is  1915. 

This  chart,  lOh-4,  shows  the  combined  effect  of  all  causes— rises  in 
prices  of  all  commodities  used  on  railways  and  rises  in  prices  of 
labor  as  well  as  fall  in  its  efficiency,  superfluous  crew  laws,  costs  of 
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valuation,  hours  of  labor — on  the  cost  of  producing  train-mile  units, 
1895-1915. 

Cost  per  train  mile,  1895,  92  cents;  cost  per  train  mile,  1915,  178 
cents ;  a  rise  of  93  per  cent. 

Universal  bankruptcy  was  avoided  by  the  carriers  only  by  heavy 
capital  expenditures  to  flatten  grades,  eliminate  curvature,  and  to 
purchase  heavier  locomotives  and  cars,  all  incurred  for  the  pur- 
pose of  increasing  efficiency  in  train  movement  by  hauling  more 
tons  per  locomotive,  which  increased  between  1895  and  1915  from 
190  to  472  tons,  or  148  per  cent,  and  this,  the  only  avenue  of  escape 
from  financial  ruin  other  than  substantial  raises  in  rates,  heretofore 
denied  to  the  carriers,  labor  seeks  to  close  by  train-limit  laws. 

Costs  per  ton-mile  in  1895  and  1915  can  be  computed  from  data 
on  Chart  lOh-4  by  dividing  the  train  cost  by  tons  per  train,  and 
earnings  per  ton-mile  are  given  on  Chart  lOh-2,  thus : 


Freight 
rate. 

Cost  per 
ton-mile. 

Ket  per 
ton-mile. 

1895                                                                      

8.4 
7.3 

4.8 
3.8 

3.6\ 

1915, . .                 

3.& 

An  accomplishment  highly  creditable  to  American  railway  man- 
agement in  maintaining  net  earnings  per  ton-mile  in  face  of  rising 
costs  and  falling  rates. 

This  chart,  lO-i,  page  911,  was  intended  to  show  the  rise  of  taxes,  ; 
per  unit  of  railroad — that  is,  per  mil?.  I  did  not  chart  the  aggre-  -^ 
gate,  because  the  aggregate  is  affected  by  other  miles  of  railroad/  | 
but  this  shows  the  increase  per  mile  from  the  lower  left-hand  corner  j 
of  $200  in  1890,  to  the  upper  right-hand  corner  of  about  $575  in 
1914,  and  a  slight  fall  to  a  little  over  $560  in  1915. 

Mr.  Thom.  You  said  $575.     It  is  $570  on  your  chart,  is  it  not?        ^ 

Mr.  Krtjti'schnitt.  No;  it  rises,  you  will  notice,  .above  the  570  , 
line;  it  is  about  573. - 

Mr.  Thom.  Yes;  I  see. 

Mr.  Kruttschnitt.  That  shows  an  increase  in  the  taxes  on  line  1 

of  186  per  cent.     The  actual  payments  on  this  account,  1907  to  1914,   - 

follow :  .  '  " 

Taxes — Statistical  abstract. 

1907 $80, 000, 000' 

1908 84,  600, 000 

1909 90, 300, 000 

1910 99, 400, 000 

1911 103,  900, 000 

1912 ' 115, 600, 000 

1913 122,800,000 

1914 136, 300,  OOO 

Mr.  EscH.  I  notice  you  have  starred  the  last  three  years — 1913, 
1914,  and  1915 — showing  the  data  with  reference  to  those  years  only  \ 
apply  to  roads  having  an  annual  operating  revenue  of  about  $100,000;.  ■^i 

Mr.  Kruttschnitt.  Because  that  is  the  way  they  have  been  pub- 
lished by  the  commission.     We  could  not  get  them  in  any  other  way.  ,r 

Mr.  EscH.  So  that  in  considering  the  line  from  1890  up  to  1913^'  i 
we  have  to  bear  in  mind  that  that  does  not  include  the  railways  with  y^ 
the  annual  operating  revenues  ?  '  | 
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Chart  Uo.jaz 

All   Railways    or    United    States 
Taxe:&    per    Mile    of    Line 
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Mr.  Keuttschnitt.  Yes ;  but  I  want  to  say  to^  you  that  the  aggre- 
gate earnings  of  all  of  the  railroads  with  annual  operating  revenues 
beJow  $100,000  is  so  small  that  it  has  an  inappreciable  effect  on  the 
general  conclusions. 

Mr.  EscH.  They  are  the  little  and  weak  roads  ? 

Mr.  Keuttschnitt.  Yes.  In  other  words,  they  affect  the  totals 
very  little. 

Mr.  EscH.  Yet  beneficial  legislation  might  help  them  more  than 
the  higher  or  better  roads? 

Mr.  Kettttschnitt.  That  is  quite  true;  yet  the  making  of  the 
chart  according  to  the  available  data  does  not  exclude  them  from 
whatever  relief  Congress  might  see  fit  to  give  them  that  it  would 
not  give  to  the  larger  roads. 

My  aim  in  charting  these  expenses  and  data  was  to  give  a  picture 
which,  to  my  mind,  is  very  much  more  easily  absorbed  and  under- 
stood than  a  vast  array  of  figures  which  is  necessary  to  produce  one 
of  these  charts.  This  is  a  picture.  Anyone  can  see  it  at  once ;  and 
to  determine  the  trend  of  a  sheet  of  figures  requires  a  great  deal 
of  time  and  labor,  and  I  might  say  really  personal  work  that  the  man 
studying  the  chart  has  to  give  it.  Because  of  the  mass  of  stuff  that 
I  have  to  digest  I  have  been  using  this  system  for  20  to  25  years, 
simply  because  I  found  myself  mentally  incompetent  and  without 
the  time  necessary  to  study  the  prodigious  number  of  reports  that 
are  represented  on  one  of  these  sheets. 

Senator  Townsend.  What  do  you  include  in  taxes  there? 
•  Mr.  Ketjttschnitt.  All  State  as  well  as  Federal  taxes.    Every- 
thing in  the  shape  of  taxes,  municipal,  county.  State,  Federal,  and 
income  taxes,  as  long  as  it  has  applied,  as  long  as  it  has  been  in  force. 

Mr.  EscH.  The  8  per  cent  tax,  of  course,  was  not  operative  when 
you  finished  the  chart? 

Mr.  Keuttschnitt.  The  new  income  tax? 

Mr.  EscH.  Yes. 

Mr.  Keuttschnitt.  No  ;  we  had  no  reiurns  from  that  because  the 
calendar  year  1917  is  the  first  year  in  which  the  increased  income 
tax  applied,  and  we  shall  not  know  what  those  taxes  are  until  the 
close  of  our  books  after  the  31st  of  December,  1917. 

Mr.  EscH.  You,  of  course,  anticipate  a  sharp,  upward  movement 
of  the  curve,  do  you  not? 

Mr.  Keuttschnitt.  Unquestionably,  a  very  sharp  upward  move- 
ment. Then  comes  on  another  element,  the  8  per  cent  on  profits  in 
excess  of  8  per  cent.  The  Southern  Pacific  has  a  number  of  outside 
enterprises;  numerous  market  carrier  companies,  not  railroad  com- 
panies at  all,  but  oil  development  companies  and  others  on  which 
no  doubt  it  will  have  to  pay  quite  a  large  tax  under  that  new  tax 
law,  the  8  per  cent  tax  on  the  excess  over  8  per  cent.  So  that  I  am 
afraid,  Mr.  Esoh,  that  our  chart  will  not  hold. 

Mr.  EscH.  You  will  not  have  room  enough  on  the  chart? 

Mr.  Keuttschnitt.  We  shall  have  to  make  another. 

Mr.  Sims.  Do  you  proportion  your  income  tax  per  mile  or  rail- 
road? 

Mr.  KeuI'tschnitt.  No,  sir ;  I  did  not  say  that  this  showed  the 
income  tax  per  mile. 

Mr.  Sims.  If  that  be  added  to  it 
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_  Mr.  Keuttschnitt.  I  think  you  misunderstood  Mr.  Esch's  ques- 
tion. He  asked  me,  or  rather  observed  that  of  course  it  could  not 
include  the  increased  income  tax,  the  2  per  cent  normal  tax,  and  the 
increases  in  supertaxes  under  the  new  income-tax  law.  I  told  him 
of  course  it  did  not  because  those  taxes  are  not  matured  yet. 

Mr.  Sims.  You  were  discussing  the  chart  showing  the  per  mile 
increase  taxes? 

Mr.  Keuttschstitt.  Taxes  per  mile? 

Mr.  Thom.  But  that  does  include  the  income  tax  of  the  normal, 
of  1  per  cent,  etc.  ? 

Mr.  Kruttschnitt.  Yes;  it  includes  everything  that  has  accrued 
up  to  the  end  of  1915.  Nineteen  hundred  and  sixteen  will  no  doubt 
be  larger  because  the  earnings  in  1916  were  larger,  the  income  tax 
is  based  on  earnings,  and  in  California  the  State  taxes  are  based  on 
earnings,  so  1916  will  be  much  larger  than  1915,  and  1917,  for  the 
reasons  that  the  two  new  sources  of  tax  will  not  appear  until  then, 
and  that  year  will  be  still  higher. 

Mr.  Sims.  But  it  can  only  affect  the  earnings  in  excess  of  8  per 
cent? 

Mr.  Keuttschnitt.  No ;  the  excess  earnings  tax  will  not  affect 

Sir.  Sims.  That  is,  I  mean  this  excess  earnings  tax  ? 

Mr.  Ketjttschnitt.  Yes;  but  the  income  tax  has  been  largely  in- 
creased. 

Mr.  Sims.  I  know  that,  having  been  obliged  to  pay  a  little  of  it 
out  of  my  salary  every  month. 

Mr.  Keuttschnitt.  I  thought  Congressmen  were  exempt? 

Mr.  Sims.  No  ;  they  are  part  of  the  burden-bearing  people  of  the 
country. 

Mr.  Hamilton.  Most  of  them  are  willing  to  pay  the  tax  if  they 
can  draw  the  salary. 

Mr.  EscH.  And  there  are  a  few  bachelors. 

Mr.  Keuttschnitt.  This  diagram,  lOi-1,  page  914,  shows  for  the 
years  1900  and  1915  the  relative  calls  made  on  a  dollar  of  gross 
earnings  for  taxes  and  other  purposes.  In  1915  for  every  11.2  cents 
received  by  the  owners  the  tax  collector  received  4.5  cents.  You  will 
notice  that  operating  expenses  one  year  took  63.4  cents  and  in  the 
later  year  nearly  67  cents  out  of  the  dollar.  Interest  on  funded  debt 
in  the  first  period  was  16.3  cents,  in  the  later  period  15.7  cents,  or, 
if  added  to  the  other  deductions,  it  took  a  slice  out  of  the  dollar,  or 
out  of  the  pie,  if  we  choose  to  consider  this  circle  a  pie — 3.2  cents  in 
1900  and  4.5  cents  in  1915,  leaving  11.2  cents  in  the  latter. 

Mr.  Sims.  If  it  keeps  on  as  it  has  been  going,  how  long  before  it 
will  take  the  whole  dollar? 

Mr.  Keuttschnitt.  I  am  afraid  about  February,  1918,  the  slice  of 
the  dollar  left  and  the  net  income  will  perhaps  require  the  services 
of  a  microscope  to  find  it. 

Mr.  EscH.  Why  in  the  1915  charge  do  you  insert  a  new  element, 
which  is  deductions,  1.8  per  cent?  .      ,     ,.  ,     -r 

Mr.  Keuttschnitt.  Those  are  copied  simply  from  the  Interstate 
Commerce  Commission's  statistics  on  railroads.  It  is  put  in  simply 
because  they  put  it  in.  .  j.         •       -,  ^  c 

/  Mr.  EscH.  Probably  due  to  the  requirements  or  section  15  { 
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Chart  No./i;t- 


All   Railways   of  United  States 
Disposition  of  Each   Dollar   of  Gross  Receipts  in  1900  and  1915 


Authonty'-tCCStatrsf-ics  of  R^.lwijys  ofU-S. 
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Mr.  Kruttschnitt.  In  1900  I  presume  they  did  not  split  up  the 
interest  on  the  funded  debt  into  the  two  items,  and  in  the  later  date 
they  did. 

In  1900,  after  paying  operating  expenses  and  interest,  there  was 
left  20.4  cents  of  the  railroad  dollar,  of  which  the  tax  collector  took 
3.2  cents,  or  16  per  cent;  and  in  1915,  out  of  15.7  cents  left  after  pay- 
ing interest  and  operating  expenses,  the  tax  collector  took  4|  cents, 
or  29  per  cent. 

You  see  at  that  rate  it  will  not  take  long  to  take  it  all. 

Mr.  Sims.  In  other  words,  there  will  not  be  any  profit  under  the 
present  regime? 

Mr.  Kkuitschnitt.  I  mean  unless  conditions  change. 

Mr.  Sims.  I  mean  if  it  keeps  on  it  is  only  a  matter  of  calculation, 
a  matter  of  years,  until  it  will  absorb  it  all  ? 

Mr.  Kkuttschnitt.  Yes;  if  things  go  on  as  they  are  going  on, 
unchecked,  there  is  no  doubt  about  that. 

Mr.  Sims.  Do-  you  not  think  this  kind  of  illumination  is  liable  to 
reflect  on  railway  credit  very  adversely? 

Mr.  Kitua-TSCHNiTT.  What  illumination? 

Mr.  Sims.  Showing  what  is  going  on  and  what  will  take  place 
Ti'ithout  a  change?  What  do  you  expect  the  effect  will  be  on  value 
of  bonds  and  stocks  ? 

Mr.  Kruttschnitt.  All  these  things  are  thoroughly  well  known  ■ 
now.     I  am  only  presenting  them  to  you  in  a  way  I  thought  would 
make  the  matter  clearer. 

Mr.  Sims.  I  am  glad  to  have  the  illumination;  but  what  I  am 
thinking  about  is  what  effect  is  it  going  to  have  on  railway  credits? 

Mr.  Kruttschnitt.  I  have  read  a  good  many  pages  here  to  show 
what  the  effect  will  be  and  what  the  effect  has  been  up  to  date. 

Mr.  Sims.  If  I  had  any  railway  securities,  after  hearing  you  read 
this,  I  would  feel  like  going  out  and  selling  them. 

Mr.  Kruttschnitt.  If  you  had  watched  the  trend  of  things,  if 
you  had  a  railway  security,  I  think  you  might  have  yielded  to  your 
fears  before  this.  There  is  no  secret  about  this.  The  operations  of 
the  railroads  are  given  the  widest  publicity;  the  most  intimate  sta- 
tistics are  filed  right  in  the  office  of  the  Interstate  Commerce  Com- 
mission. Any  citizen  can  go  there  and  see  them  who  has  any  interest 
in  them,  and  any  man  who  has  any  railway  securities,  no  doubt,  takes 
interest  enough  to  either  go  there  and  see  the  statistics  or  to  have 
some  one  go  there  and  get  him  extracts  of  what  he  wants  to  see. 

Mr.  Sims.  Still,  the  average  market  value  of  stocks  and  bonds  has 
not  declined  in  proportion  to  what  this  would  indicate  if  it  had  its 
normal  effect. 

Mr.  Kruttschnitt.  But  what  I  am  saying  here  is  not  revealing 
any  secrets.  It  is  simply  stating  facts  that  exist  to-day.  They  are 
known  thoroughly  well  by  investors,  by  bankers,  brokers,  and  others 
who  make  it  a  business  to  study  operations  of  railways.  So  I  am 
not  revealing  any  secrets,  I  am  simply  calling  attention  to  facts  that 
are  given  the  widest  publicity. 

Mr.  Sims.  And  that  this  committee  ought  to  know  ? 

Mr.  Kruttschnitt.  Yes;  and  that  this  committee,  no  doubt,  does 
know' to  a  considerable  extent;  but  I  am  simply  here  trying  to  place 
this  matter  in  such  a  way  before  the  committee  as  to  save  them  a 
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great  deal  of  time  and  trouble  that  would  be  necessary  to  work  those 
things  up  themselves. 

Mr.  Sims.  I  think  you  are  doing  exactly  what  you  ought  to  do ;  I 
am  not  criticizing,  I  am  only  asking  what  the  effect  will  be  on  the 
markets  of  the  countty  by  showing  the  fact  that  the  market  is  an  ever- 
diminishing  one  under  present  conditions. 

Mr.  Keuttschnitt.  I  do  not  think  I  am  injuring  railway  credits 
at  all  by  telling  that,  because  bankers,  brokers,  investors,  and  a  large' 
part  of  the  general  public  know  it  now. 

Mr.  Sims.  Well,  if  the  truth  injures  them,  we  can  not  help  it. 

Mr.  Keuttschnitt.  For  instance,  the  Southern  Pacific  has  now 
about  34,500  shareholders;  they  know  it;  they  have  their  annual 
reports,  and  their  attention  is  called  to  these  things  once  a  year. 
'  Mr.  EscH.  It  is  true  that  these  statistics  are  filed  with  the  commis- 
sioners and  are  available,  but,  as  you  yourself  have  said,  the  latest 
statistics  go  back  only  to  1915,  and  they  are  just  about  two  years 
behind.  I  never  could  understand  why  the  commission  should  be 
that  far  behind  in  developing  its  statistics  of  railways,  in  view  of  the 
requirements  of  section  15  of  the  Interstate  Commerce  Commission' 
act. 

Mr.  Keuttschnitt.  I  will  say  this,  I  have  not  used  them  because 
I  can  not  vouch  for  them,  but  the  railroads  do  make  a  stagger  at 
,  gettingthe  statistics  in  a  rough  form  earlier  than  that. 

Mr.T^scH.  But  the  general  public,  the  student  "of  the  question,  like 
ourselves,  for  instance,  not  interested  in  any  particular  road  but  in 
the  totals  of  all  roads,  can  not  get  the  available  statistics  until  they 
are  almost  2  years  old. 

Mr.  Keuttschnitt.  Your  criticism  is  a  correct  and  a  just  one.  I 
objected  years  ago  to  Mr.  Harriman  because  our  accounting  depart- 
ment published  the  statistics  for  our  roads  from  40  to  70  days  after 
date.  He  was  not  convinced  much  of  the  necessity  of  what  I  wanted 
to  do  until  1907,  when  the  squeeze  came,  and  he  was  putting  questions 
to  me  fast  and  furious  about  why  this  was  so  and  why  that  was  so, 
and  without  disrespect,  I  said,  "  Mr.  Harriman,  it  is  impossible  for 
me  to  tell  you  until  I  get  the  returns  from  the  accounting  department, 
and  it  may  be  40,  50,  or  60  days  before  I  can  answer  you."  He  got 
very  impatient.  When  he  wanted  something  he  wanted  it  very  badly. 
He  said,  "What  is  the  remedy  for  this?"  I  said,  "The  remedy  is 
to  get  the  statistics  fresher,  quicker."  He  said,  "  How  can  it  be  > 
done?"  I  said,  "In  olden  times,  before  the  inerger  of  the  Union 
Pacific,  we  had  methods  on  the  Southern  by  which  the  statistics  were 
furnished  the  operating  men  much  quicker  and  much  fresher,"  and, 
without  bothering  you  with  the  details  of  the  conversation,  it  ended, 
with  his  saying, "  Go  ahead  and  do  whatever  you  want,  but  get  them." 
We  get  the  operating  statistics  now  as  to  what  our  locomotives  are 
doing  and  our  superintendents  are  doing  10  days  after  date,  instead 
of  60  to  70  days  after  date. 

Now,  I  can  only  faintly  imagine  the  bulk  of  stuff  that  is  dumped 
on  the  Interstate  Commerce  Commission  by  comparing  it  with  the 
bulk  of  stuff  in  the  way  of  statistics  that  are  dumped  on  me.  Our 
system  is  13,000  or  14,000  miles.  The  Interstate  Commerce  Commis- 
sion has  to  do  with  the  railroads  of  the  United  States  what  I  am  doing 
simply  for  my  employers,  and,  by  a  rule  of  simple  proportion,  the 
amount  of  stuff  that  they  require  for  260,000  miles  of  road  is  twenty 
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times  as  great  as  I  get  for  13,000  miles  of  road.  I  expect  the  answer  is 
that  it  is  almost  a  physical  impossibility,  but  it  seems  to  me  that,  some 
kind  of  figures  could  ,be  given  for  the  use  of  Congress  and  the  public 
somewhat  fresher  than  those  they  give  now. 

As  I  remember  it,- there  was  a  statement  issued  by  the  commission 
coverijig  approximate  results  for  1916  that  appeared  about  two  weeks 
ago,  just  about  the  time  I  completed  these  memoranda.  But  that,  I 
think,  took  in  the  roads  of  over  $1,000,000  revenue. 

Mr.  EscH.  It  was  only  preliminary  and  the  statement  was  not  com- 
plete? 

Mr.  KEtTTTSCHNiTT.  Yes.  That  is  why  when  I  looked  at  it  I  re- 
jected it.  I  told  the  draftsman,  who  was  preparing  these  charts,  "  Do 
not  use  that ;  I  do  not  want  to  use  apything  for  which  I  can  not  give 
the  authority  on  the  bottom  of  the  chart."  But  I  realize  the  em- 
barrassing position  in  which  you  are  put,  that  you  have  not  these 
statistics,  but  that  is  a  matter  that  I  suppose  the  commission  might  be 
able  to  remedy. 

Senator  Townsend.  How  often  do  you  make  your  report  to  the 
commission  ? 

Mr.  Kruttschnitt.  We  make  a  complete  report  annually,  but  we 
make  a  vast  number  at  shorter  intervals.  They  get  full  reports 
monthly  from  us  as  to  earnings  and  expenses, 

Senator  Townsend.  Are  your  annual  reports  up  to  date  when  you 
make  your  report? 

Mr.  Kruttschnitt.  Our  fiscal  year  closed,  as  that  of  most  carriers 
did,  on  the  30th  of  June.  Our  annual  report  was  ready  about  the  latter 
part  of  September — roughly,  three  months  after  the  close  of  the  year. 
We  do  not  get  all  of  the  monthly  statistics  complete  until  about  the 
20th  or  21st  of  the  month  following.  The  statistics  that  I  said 
we  got  10  days  after  date  are  those  on  which  we  can  check  up  the 
efficiency  of  operation  by  the  men  in  direct  charge  of  the  property, 
but  all  of  the  statistics  are  not  ready  until  about' the  20th  of  the 
month,  and  the  annual  report  takes  about  40  to  45  days  after  the 
close  of  the  last  month  to  prepare.  But  I  would  say  that  the  Southern 
Pacific  is  such  an  extremely  complicated  company,  requiring  returns 
from,  I  think,  112  or  115  different  companies,  that  it  takes  longer 
to  prepare  its  annual  report  than  it  does  of  almost  any  other  road  in 
the  country. 

Mr.  Thom.  Mr.  Chairman,  may  I  make  just  a  brief  statement 
here  ? 

Mr..  Sims  (presiding).  Certainly;  without  objection. 

Mr.  Thom.  I  think  the  chairman's  question  a  moment  ago  is  a 
most  important  one  and  is  one  that  has  been  giving  all  of  us  who 
have  a  responsibility  about  this  matter  great  concern.  The  question 
was  whether  or  not  the  stating  of  these  conditions  would  hurt  rail- 
road credit.  We  arrived  at  the  conclusion  in  the  first  place  that 
the  truth  is  due  to  the  public  at  all  times  whatever  it  may  be  and 
that  nothing  is  gained  either  in  the  public  interest  or  anybody's 
by  an  attempted  concealment  of  the  real  facts,  and,  in  the  second 
place,  we  felt  it  our  duty  as  the  manifest  tendency  of  these  conditions 
is  so  apparent  to  us  that  we  should  bring  them  to  the  attention  of 
the  responsible  Government  authorities  before  the  collapse  actually 
came,  so  that  the  remedy  might  be  applied  before  the  disaster  to  us, 
which,  as  we  think,  the  tendency  is  inevitable. 
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Mr.  Sims.  You  may  proceed,  Mr.  Kruttschnitt. 

Mr.  Kruttschnitt.  Diminishing  surplus  available  for  dividends: 
In  1908,  fifty  seventy-fourths,  or  68  per  cent,  of  all  capital  stock, 
paid  dividends;  in  1915,  fifty-two  ninetieths,  or  58  per  cent,  paid  divi- 
dends ;  and  the  average  dividend  rate  on  all  stock  fell  from  5.4  per 
cent  in  1908  to  3.8  per  cent  in  1915,  or  30  per  cent. 

The  railroads,  generally  speaking,  must  finance  themselves  through 
securities  involving  fixed  charges  and  certain  returns  to  the  investor. 
The  public  is  not  willing  to  assume  the  risks  of  a  partner  to  con- 
tingent profits  in  enterprises  in  which  it  has  little  control  as  to 
management  and  expenses  and  none  as  to  revenues.  Its  returns 
^vould  be  too  uncertain,  dependent  as  they  would  be  on  the  judgment 
of  persons  with  no  sense  of  responsibility  to  owners.  The  trend  of 
capitalization  through  interest-bearing  securities  for  the  last  26 
years  is  thus  shown :  In  1890  the  proportion  of  funded  debt  to  total 
capital  was  49.78  per  cent,  and  in  1916  it  was  65  per  cent. 

The  fixed  charges  must  be  earned  or  the  road  becomes  bankrupt. 
I>arge  roads  with  correspondingly  large  earning  capacities  whose 
fixed  charges  are  not  more  than  50  per  cent  of  their  gross  income  and 
whose  funded  obligations  do  not  exceed  70  to  75  per  cent  of  total 
capitalization  are,  of  course,  able  to  meet  reverses  in  years  of  low 
earning  with  a  much  greater  margin  of  safety  than  those  whose  fixed 
charges  exceed  these  percentages.  The  relation  between  the  amount 
of  capital  which  imposes  fixed  charges  that  must  be  earned  under 
pain  of  bankruptcy  and  the  amount  of  capital  contributed  by  the' 
owners  and  represented  by  stock,  a  return  on  which  is  not  compul- 
sory but  is  contingent  on  earnings,  should  be  certainly  not  more 
than  in  the  proportion  of  two  or  three  to  one — that  is,  67  per  cent 
to  75  per  cent — for  large  companies,  and  in  the  proportion  of  one 
and  one-quarter  or  one  to  one — that  is,  44  per  cent  to  50  per  cent — for  : 
small  ones. 

In  other  words,  that  margin  of  safety  has  been  passed  as  to  small 
companies  and  it  is  rapidly  being  reached  as  to  large  ones. , 

American  railways  are  never  complete.  They  are  growing  organi- ' 
zations  and  need  sustenance  for  both  growth  and  operation  IDie  a 
boy.  Grown  men  can  rediice  their  intake  and  maintain  their  output, 
but  boys  and  railways  suffer  under  such  conditions.  Yet  our  system 
of  regulation  forbids  the  railways  to  charge  rates  sufficient  both 
to  earn  income  on  capital  and  to  provide  funds  for  growth.  The 
facts  approved  by  experience  are  antagonistic  to  the  theory  that  earn- 
ings on  railways  should  approximate  earnings  on  investments. 

The  safe  proportion  of  fifty-fifty  for  small  roads  is  now  largely 
exceeded  in  American  railroad  capitalization,  and  the  rapid  trend 
upAvard  in  late  years  is  a  danger  signal  that  inspires  caution  if  not 
alarm  in  investors  minds.  We  show  elsewhere  why,  under  present 
conditions,  there  is  little  or  no  opportunity  of  financing  by  stock 
issues.  A  large  percentage  of  railroads  earn  no  dividends  at  all,  and 
the  average  dividends  for  a  period  of  years  of  all  the  railroads  of 
the  country  is  so  small  that  the  margin  above  fixed  charges  is  not 
sufficient  to  make  railroad  bonds  as  attractive  as  they  should  be.  The 
result  is  the  railroads  have  to  pay  larger  interest  charges  to  secure 
money  than  if  their  incomes  were  better  assured. 

Chart  15,  page  919,  shows  for  1904  and  1914  the  changes  in  rates  of 
interest  on  funded  debts. 
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Percentage  of  total  funded  debt  (excluding  equipment  oUigations)  at  different.. 
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Mr.  SlMS.  Did  you  make  an  average  for  both  periods  there? 

Mr.  Kruttschnitt.  I  did  not  make  the  average.  On  my  own 
copy  I  find  some  pencil  scratches  here  that  I  made  after  the  chart 
was  complete — that  the  average  rate  on  all  funded  securities  in  1914, 
the  latter  year,  was  4.6  per  cent. 

Mr.  Sims.  What  was  it  on  the  first  date  mentioned,  if  you  have 
that? 

Mr.  Kruttschnitt.  I  can  compute  that,  Mr.  Chairman.  I  have 
not  done  it,  but  I  will  do  it  and  will  give  it  to-morrow  if  the  stenog- 
rapher will  put  it  in. 

Kegulation  should  be  based  on  normal  conditions  and  not  on  ab- 
normal ones,  such  as  prevailed  in  1916,  that  have  grown  out  of  an 
unusual  volume  of  traffic  traceable  to  the  European  war. 

I  have  put  a  few  figures  as  to  the  returns  on  our  own  company; 
from  the  date  of  its  organization: 

Average  capital  stock  of  Southern  Pacific  and  proprietary 
companies  during  31J  jears,  since  its  incorporation  in  1885 $288,  742,000 

Average  annual  surplus  over  fixed  charges,  or  only  4.19  per  cent 
on  capital  stock - ■ 12,102,000.; 

Property  investment,  1885 , , 409, 000,  OO*" 

Surplus  reinvested  in  property  to  date 192,100,000' 

Money  derived  from  sales  of  securities  and  invested  in  property.      589,500,000", 

Total 1, 190, 600,  OOO 

Surplus  over  fixed  charges,  1916 29,950,000 

Return  on  property  investment,  per  cent 2. 51 , 

Rates  which  applied  to  abnormal  volume  of  traffic  in  1916  yielded 
a  surplus  of  about  $30,000,000  would  imperil  dividends  with  a  con- 
siderable decrease  of  volume  and  the  present  scale  of  operating 
expenses. 

The  public's  greatest  interest  is  in  adequate  transportation  facili- 
ties and  not  so  much  in  low  rates,  which  as  to  most  commodities  bear 
a  very  small  percentage  of  their  cost.  Excluding  low-grade  comr 
modities  the  percentage  of  the  freight  rate  to  cost  is  so  slight  as  to. 
offer  no  justification  to  the  dealer  to  substantially  raise  prices  to 
the  consumer.  For  example,  California  oranges  can  frequently  be 
purchased  at  as  low  a  price  in  New  York  and  Chicago  as  in  Cali- 
fornia; and  it  is  a  custom  with  tradesmen,  such  as  greengrocers,' 
grocers,  etc.,  to  pay  the  freight  on  purchases,  delivering  them  for 
considerable  distances  around  large  centers  of  population  at  the 
same  prices  as  they  charge  for  city  delivery.  It  may  be  stated  with 
little  fear  of  contradiction  that  the  consumer  seldom,  if  ever,  profits 
from  a  lowering  of  freight  rates.  The  middleman  pockets  whatever 
reductions  his  organized  efforts  can  procure  from  commissions.  The 
small  influence  of  freight  rates  on  ordinary  purchases  is  shown  on 
the  chart  I  have  already  placed  before  you,  10-g. 
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Unquestionably  the  public  interest  requires  that  railroads  should 
be  put  on  a  more  stable  basis  than  they  now  occupy. 

,  New  construction  has  been  falling  steadily  because  investors  have 
found  railroad  securities  unattractive  and  will  not  purchase  them  ex- 
cept at  rates  of  return  that  the  railroads  can  not  promise.  Chart 
21,  page  922,  shows  that  less  than  1,000  miles  were  added  to  operated 
mileage  in  1915,  a  smaller  number  than  in  1865,  just  after  the  end 
of  the  Civil  War,  or  than  in  1849,  66  years  prior  to  1915. 

According  to  theorists  and  regulators,  railway  dividends  should 
resemble  mortgage  interest,  and  rates  should  be  reduced  to  bring 
that  about.  We  see  the  result.  Dividends  on  a  mortgage  rate  do  not 
attract  speculative  capital,  and  speculative  capital  is  necessary  to 
produce  railway  transportation  in  advance  of  its  demonstrated  neces- 
sity. There  never  was  a  scarcity  of  transportation  when  railway 
capital  was  allowed  to  earn  good  profits.  On  the  contrary,  there 
was  a  surplus  of  such  size  that  it  Was  thought  the  country  could  do 
with  less.  That  is  the  root  cause  of  the  present  situation,  which 
reduces  general  trade  and  profits  to  an  extent  making  the  savings  on 
rates  to  shippers  not  worth  consideration.  The  railroads  of  the 
country  have  been  kept  up  to  the  proper  standards  of  safety,  but  im- 
provements without  which  the  railroads  can  not  keep  up  with  the 
times  and  give  the  best  service  possible  have  been  sparingly  made 
because  of  lack  of  money,  lack  of  control  of  their  operations  through 
the  assumption  of  management  by  commissions  and  Government 
bodies,  and  the  general  paralysis  caused  by  fear  of  what  the  future 
may  have  in  store.  Eificiency  of  management  is  checked  by  depriva- 
tion of  many  means  to  increase  it.  The  lack  of  control  over  earnings 
by  inability  to  get  their  inadequacy  recognized  by  commissions  and 
the  necessary  relief  through  increased  rates  at  times  when  the  volume 
of  traffic  is  small  prevents  the  carriers  from  providing  increased 
future  facilities  or  looking  ahead  sufficiently  into  the  future.  The 
result  is  that  in  times  of  very  heavy  traffic  many  much-needed  im- 
provements are  wanting,  and  purchases  such  as  equipment  and  power 
at  the  present  time  are  improvidently  made  at  exorbitant  prices. 
From  1900  to  1915,  $9,600^000,000  new  capital  has  been  put  in  the 
railways,  or  $640,000,000  per  annum,  which  has  not  sufficed  to  make 
all  the  additions  and  improvements  required  for  the  highest  effi- 
ciency. 

Bearing  the  expenditures  in  mind  which  have  been  already  made 
and  realizing  that  a  large  additional  amount  will  be  necessary  to 
provide  for  the  desired  adequacy  of  transportation  facilities  and 
for  the  refunding  of  maturing  debt,  it  is  necessary  for  the  responsible 
railroad  managers  and  for  the  statesmen  of  the  country  to  form  some 
estimate  of  the  capital  requirements  during,  say,  the  next  10  years. 
It  is,  of  course,  impossible  to  be  accurate  in  making  this  estimate. 
Mr.  James  J.  Hill  a  number  of  years  ago  estimated  that  $1,000,000,000 
per  annum  would  be  necessary.  Some  have  estimated  that  a  very 
milch  larger  amount  would  be  required.  Without  undertaking  to 
accurately  state  any  amount,  it  is  obvious  that  the  necessary  capital 
requirements  to  keep  the  railroads  abreast  of  the  times  and  to  pro- 
vide for  the  refunding  of  maturing  obligations  will  be  enormous, 
almost  staggering  to  the  imagination.  And  the  question  is :  Where 
is  this  money  to  come  from?  Under  existing  conditions  have  the 
railroads  the  credit  to  secure  it? 
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Eecords  of  the  Pacific  Car  Demurrage  Bureau,  operating  on  the 
Pacific  coast,  show  that  the  average  detention  by  consignees  of 
cars  in  the  State  of  Oregon,  is  approximately  50  per  cent  greater  than 
the  detention  in  the  State  of  California  where  the  railroad  commis- 
sion has  permitted  a  sufficiently  high  demurrage  rate  to  be  charged 
to  secure  the  prompt  unloading  of  cars.  In  the  period  of  from  Feb- 
ruary to  November,  1916, 76,200  cars  were  required  to  handle  the  State 
and  interstate  traffic  in  the  State  of  Oregon,  while  if  the  cars  had  been 
handled  under  California  demurrage  rules  71,430  cars  would  have 
handled  the  traffic,  a  saving  of  4,770  cars,  or  6.7  per  cent. 

The  California  commission  has  been  very  cooperative  with  the  car- 
riers in  bringing  about  a  better  use  of  rolling  stock,  and  this  measures 
the  difference  between  the  rules  they  allow  and  the  rules  prescribed  in 
Oregon,  the  adjoining  State. 

Mr.  Sims.  The  railroads  themselves  do  not  fix  their  own  demurrage 
charges ;  they  are  not  permitted  to  do  so  ? 

Mr.  Kkxjttschnitt.  Only  under  the  approval  of  the  commissions. 

Mr.  Sims.  That  is  Oregon? 

Mr.  Kettttschnitt.  Yes. 

Mr.  Sims.  Is  that  general  throughout  the  United  States? 

Mr.  Keuttschnitt.  Yes.    It  is  also  under  the  Interstate  Commerce , 
Commission.    The  railroads  can  only  propose  demurrage  rates,  but 
they  can  not  put  them  in  force  until  filed  with  the  commission. 

Mr.  Sims.  Therefore  different  States  have  different  demurrage 
rates  ? 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  I  mean,  it  is  possible  for  them  to  have  ? 

Mr.  Kruttschnitt.  It  is  actually  so  in  California  and  Oregon. 

Mr.  Hamilton.  The  action  of  the  Federal  commission  on  these 
demurrage  propositions— is  it  reasonably  prompt,  or  is  that  again  a 
case  of  congestion  of  work? 

Mr.  Kruttschnitt.  It  is  a  case  of  delay ;  though  in  the  emergency 
that  existed  this  year  the  commission  did  act  more  promptly  than 
usual. 

Mr.  Hamilton.  How  more  promptly  than  usual  ?  Could  you  meas- 
ure that  in  some  way,  so  that  we  can  get  an  idea  ? 

Mr.  Kruttschnitt.  I  think,  about  October  or  November,  1916,  the 
complaints  about  congestion  and  inadequacj^  of  car  supply  became 
very  acute,  and  the  American  Railway  Association  appointed  a  com- 
mission to  sit  in  Washington — a  commission  of  their  own  selec- 
tion— to  take  up  matters  with  the  Interstate  Commerce  Com- 
mission to  secure  a  prompter  release  of  cars,  and  what  they  pro- 
posed was  a  large  increase  in  the  demurrage  rate  for  detention 
of  cars  after  the  free  time,  and  an  increase  in  what  is  known  as 
the  "  per  diem  rate  " ;  that  is,  a  rate  that  the  roads  pay  to  each  other 
for  the  use  of  cars.  The  commission,  after  considering  the  matter 
a  while — I  think  at  first  they  refused  to  increase  the  demurrage  rate 
at  all— suspended  the  rate  for  five  or  six  months ;  afterwards,  at  the 
instance  of  this  American  Railway  Association  Commission,  the 
matter  was  taken  up  again;  the  Interstate  Commerce  Commission 
said  that  if  there  were  a  large  increase  made  in  the  rental  payments 
of  one  road  to  another,  they  would  sanction  an  increase  in  the  demur- 
rao-e  rate,  which  was  done, 'but  not  to  the  extent  asked  by  the  carriers; 
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in  other  words,  it  was  a  compromise.  The  demurrage  rate  was  made 
larger  but  not  enough  larger,  in  the  opinion  of  the  carriers,  and  the 
per  diem  rate  was  increased  from  45  cents  to  75  cents  a  day  on  inter- 
change of  cars. 

Mr.  Hamilton.  By  "  free  time,"  do  you  mean  the  time  during 
which  freight  is  permitted  to  remain  upon  the  cars  before  detaurrage 
takes  effect? 

Mr.  Kruttschnitt.  Free  time,  is  the  time  allowed  without  de- 
murrage. 

Mr.  Hamilton.  Yes.     That  is  what  I  was  trying  to  get  at. 

Mr.  Kruttschnitt.  Yes. 

Mr.  Hamilton.  How  is  the  free  time  determined? 

Mr.  Kruttschnitt.  That  is  determined  by  the  carriers,  who  file 
the  rates  with  the  commission. 

Mr.  Hamilton.  Is  there  any  uniform  arrangement  throughout  the 
country  as  to  free  time? 

Mr.  Kruttschnitt.  No. 

Mr.  Hamilton.  That  depends  upon  the  locality? 

Mr.  Kruttschnitt.  Yes;  it  varies  very  considerably. 

Mr.  Thom.  Some  of  the  States  fix  it  absolutely,  as  an  act  of  initia- 
tion by  the  State  authorities. 

Mr.  Hamilton.  Then,  there  is  a  conflict  between  the  Federal  com- 
mission and  the  various  State  commissions,  as  to  demurrage  and  free 
time  ? 

Mr.  Kruttschnitt.  As  I  remember  it,  the  carriers  are  required 
to  put  that  on  their  tariffs,  which  are  filed  with  the  Interstate  Com- 
merce Commission ;  and  my  recollection  is  that  all  of  that  free  time 
and  demurrage  has  to  be  approved  or  rather  not  disapproved  by  the 
Interstate  Commerce  Commission,  because  it  is  a  part  of  the  tariff. 

Mr.  Thom.  Yes ;  but  the  Virginia  rule  is  made  as  to  intrastate 
traffic,  by  the  Virginia  commission,  without  the  initiative  of  the 
carriers  at  all. 

Mr.  EscH.  I  think  the  Car  Service  Commission  rules,  which  are 
now  enforced  by  the  Interstate  Commerce  Commission,  provide  two 
days  free  time;  then  a  dollar  a  day,  with  an  additional  dollar  for 
each  succeeding  day,  up  to  a  maximum  of  $5. 

Mr.  Kruttschnitt.  My  recollection  is  that  the  California  rate  be- . 
gins  with  either  two  or  three  dollars,  and  rises ;  but  it  has  been  most 
efficient  in  preventing  car  delays,  arid  I  can  add  that  there  has  been, 
singularly,  little  objection  or  friction  with  the  public  because  of  it; 
the  public  seem  to  have  accepted  it,  and  it  is  working  perfectly 
smoothly,  and  releasing  cars  much  more  rapidly  than  in  adjoining 
States. 

Mr.  EsCH.  Some  States  enforce  reciprocal  demurrage,  but  I  do 
not  think  that  has  ever  been  established  by  the  Car  Service  Com- 
mission or  indorsed  by  the  Interstate  Commerce  Commission. 

Mr.  Kruttschnitt.  I  think  you  are  right  about  that. 

Mr.  Sims.  About  the  car  shortage  in  the  northeastern  Atlantic 
coast  territory,  one  of  the  commissioners  before  our  committee,  my, 
recollection  is,  said  that  they  were  enabled  to  relieve  it  largely  by 
the  cooperation  of  the  railway  companies  serving  that  section,  and 
that  they  cooperated  to  the  extent  of  doing  that  which  they  could 
not  be  compelled  to  do,  either  by  law  or  regulation. 
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Mr.  Kkuttschnii't.  That  is  correct.  This  car  commission  that  has 
been  sitting  in  Washington  has  been  clothed  with  such  authority  that 
very  few  railroad  managers  dreamed  six  months  ago  that  railroads 
would  ever  agree  to  such  a  thing;  but  there  is  a  very  strong  senti- 
ment in  the  American  Kailway  Association  that  emergencies  warrant 
emergency  measures,  and  although  car  commissions  had  not  there- 
tofore been  given  such  plenary  power  as  this  commission  possesses, 
the  measure  was  voted  through  in  the  face  of,  I  must  say,  a  great 
deal  of  opposition,  to  give  this  commission  sitting  in  Washington 
a  free  hand,  permitting  them  to  cooperate  with  the  Interstate  Com- 
merce Commission  and  secure  the  support  of  their  authority,  in 
doing  things  that  the  railroads  theretofore  had  never  agreed  to  do ; 
and  I  know  that  the  Interstate  Commerce  Commission  recognizes 
that  the  car  commission,  voluntarily  created  by  the  carriers,  has  been 
of  great  service  in  relieving  the  congested  conditions. 

Mr.  Sims.  And  that  the  railroad  companies  acted  without  any 
reference  to  their  respective  gains  or  losses  for  that  period  of  time. 

Mr.  Krcttschnitt.  That  is  what  I  meant  to  say;  but  you  have 
expressed  it  better  than  I  did^that  is  to  say,  they  sank  all  consid- 
erations of  technical  rights;  they  did  a  great  many  things  that  under 
ordinary  circumstances  they  would  not  agree  to  at  all. 

Secret  rebates,  charging  less  than  published  rates,  and  discrimina- 
tions between  individual  shippers  are  the  evils  which  mainly  led  to 
the  enactment  of  the  interstate-commerce  law,  and  they  have  been 
practically  eliminated  by  the  law.  Such  offenses  so  rarely  figure  in 
the  reports  of  the  commission  or  of  the  courts  that  they  may  now 
be  regarded  as  an  almost  extinct  species  of  evil.  The  discrimina- 
tions of  the  present  day  are  mostly  presented  by  controversies  be- 
tween localities  to  which  the  real  parties  are  competing  markets  or 
competing  fields  of  production.  The  carrier  is  simply  the  medium 
through  which  the  rival  claimants  bring  their  dispute  before  the 
commission.  There  is  another  significant  feature  in  the  matters 
which  are  beginning  to  come  before  the  commission.  I  refer  to  com- 
plaints calling  for  increased  service  and  enlarged  facilities.  Unlike 
the  other  classes  of  complaints,  these  demands  for  cars,  specially 
designed  equipment,  and  additional  facilities  involve  expenditures 
and  require  increased  revenues.  The  railroads  will  soon  become  judg- 
ment proof  in  respect  to  orders  rendered  in  such  complaints  unless 
some  Avay  is  found  to  increase  their  earnings  and  borrowing  capacities. 

There  is  a  serious  menace  to  effective  regulation  in  the  tendency  on 
the  part  of  the  commissions  to  exercise  the  functions  of  management; 
in  other  words,  to  substitute  their  judgment  on  purely  business  prop- 
ositions for  the  judgment  of  railroad  managers. 

No  system  of  legislation  or  government  regulation  can  be  charac- 
terized as  wise  which  shows  passion,  vindictiveness,  unwillingness  to 
give  proper  consideration  to  the  rights  of  that  part  of  the  public  that 
owns  the  railroads,  which  ignores  constructive  measures  intended 
to  insure  the  stability,  adequacy,  and  growth  of  the  instrumentalities 
of  commerce  and  confines  itself  to  mere  infliction  of  penalties  and  to 
the  assumption  of  management  and  control  of  the  properties  instead 
of  their  regulation;  in  other  words,  substituting  the  judgment  of 
public  officers  not  responsible  to  anyone  for  the  condition  or  efficiency 
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of  the  property,  for  the  judgment  of  the  directors  who  are  the  rep- 
resentatiA'es  and  trustees  of  the  shareholders. 

Extortionate  charges  are  a  thing  of  the  past,  and  in  aiming  to  cut 
rates  to  their  lowest  possible  figures  the  interest  of  the  whole  public 
in  the  character  and  standard  of  transportation  is  subordmated  to 
the  interest  of  that  part  of  the  public  only  that  profits  by  lowering 
rates ;  that  is  to  say,  the  shippers  and  their  agents  and  not  the  gen- 
eral public,  the  ultimate  consumers.  Chart  No.  lOh-2  shows  the 
constant  fall  of  passenger  and  freight  rates  since  1895. 

Passenger  rates  per  mile  have  fallen  from  2.04  cents  to  1.98  cents, 
or  3  per  cent. 

Freight  rates  per  mile  have  fallen  from  8.39  mills. to  7.3,  or  13  per 
cent,  and  in  the  same  period  operating  expenses  per  train  mile  have 
risen  93  per  cent.     (Chart  ISTo.  lOh^.) 

The  interests  of  shareholders  of  railroads,  the  holders  of  their 
bonds,  and  the  general  public  are  all  subordinated  to  the  interests  of 
organized  labor  and  shippers.  On  account  of  the  marked  preference 
of  the  public  to  other  than  railroad  investments  it  would  seem  that 
the  time  had  come  when  a  careful  review  should  be  made  of  regula- 
tion, of  its  benefits  and  shortcomings. 

Investments  must  be  attractive.  People  can  not  be  forced  to  invest 
money  where  they  do  not  desire  to  do  so.  Perfectly  safe  investments 
with  larger  returns  than  from  railroad  securities  can  be  made  in  the 
stock  of  national  banks,  which  are  closely  but  reasonably  and  intelli- 
gently regulated  by  the  Federal  Government — in  agricultural  and 
other  business — manufacturing,  shipping,  mining,  etc.  (Chart 
No.  10.) 

Per  cent. 

Return  on  railway  stocks,  10-year  average 4.  6 

Return  on  national-bank  stocks,  10-year  average 10.  9 

Return  on  two  sugar  stocks,  191T 14.  5-18 

Return  on  zinc  mining  stocks,  ll.n 7 16 

Return  on  machinery-manufacturing  stocks,  1917 ^ 16 

Return  on  steamship-company  stock,  1917 IS 

Return  on  petroleum-company  stocks,  1917 ^ 20 

Return  on  two  copper-mining. company  stocks,  1917 4S     -50 

I  might  add  what  has  come  out  since  I  wrote  this:  That  a  steel 
corporation  shows  a  return  on  its  capital  stock  of  between  48  and  49 
per  cent  for  the  last  past  year. 

Mr.  Stms.  The  United  States  Steel  Co. 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  What  does  th^  Bethlehem  Steel  Co.  show  in  the  way  of 
profits  for  the  same  time? 

Mr.  Kruttschnitt.  I  do  not  know.  I  mentioned  the  steel  com- 
pany because  they  have  published  their  results.  They  published 
them  about  a  week  or  10  days  ago. 

The  time  has  come  whe.n  in  the  public  interest  constructive  regu- 
lation and  encouragement  must  be  substituted  for  destructive  regula- 
tion and  repression.  A  strong  editorial  in  the  Manufacturers'  Rec- 
ord, February  15, 1917,  calls  attention  to  the  present  crisis  in  raihvay 
affairs  thus : 

Ten  years  ago,  statistically  reviewing  the  percentage  of  growth  In  railroad 
and  business  traffic  in  the  United  States,  the  Manufacturers'  Record  predicted  a 
complete  physical  breakdown  of  our  railways  system  unless  $10,000,000,000 
should  be  expended  within  ten  years  for  increasing  our  transportation  facilities 
at  least  50  per  cent,  without  counting  in  this  the  usual  expen^litures  for  main- 
tenance of  track  and  equipment. 
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That  prediction  is  now  fulfilled. 

The  railway  system  of  the  country  has  broken  down. 

This  vital  factor  in  the  business  life  of  the  country,  and  in  national  safety  if 
war  should  come,  has  practically  collapsed,  since  embargoes  on  freight  are  being 
issued  In  every  direction,  traffic  is  congested,  manufacturing  enterprises  are 
hampered,  and  all  business  is  restricted. 

The  great  problem  before  the  American  people  to-day,  because  it  is  as  vital 
to  safety  in  time  of  war  as  to  prosperity  in  time  of  peace,  is  how  to  find  the 
billions  that  must  be  expended  for  an  enormous  expansion  of  railroad  In- 
terests. We  are  squarely  up  against  this  problem,  the  magnitude  of  which 
legislators.  National  and  State,  financiers,  business  men,  and  even  railroad 
people  themselves,  have  not  heretofore  seemed  to  adequately  grasp.  Delay  can 
not  be  endured  longer  without  great  disaster.  How  shall  we  meet  the  problem 
is  the  Nation's  question. 

Mr.  Sims.  You  have  quoted  that.  I  suppose  you  regard  it  as  cor- 
rect? 

Mr.  Keut^tschnitt.  Substantially  so ;  yes.  Government  regulation 
should  unquestionably  possess  the  elements  of  simplicity  and  homo- 
geneity to  the  greatest  extent  possible  consistent  with  the  public  inter- 
est. That  it  does  not  possess  these  qualities  at  the  present  time  is 
evidenced  by  the  following : 

In  1911  the  Railroad  Commission  of  Louisiana  petitioned  the 
Interstate  Commerce  Commission  to  remove  the  discrimination 
against  Shreveport  in  the  rates  to  and  from  points  in  Texas,  which 
existed  because  the  carriers  were  forced  by  the  Texas  Railroad 
Commission  to  establish  unusually  low  rates  to  and  from  Dallas  and 
Houston,  and  because  the  carriers  maintained  what  they  considered 
reasonable  interstate  rates  in  and  out  of  Shreveport.  The  Inter- 
state Commerce  Commission  decided  in  March,  1912,  that  the 
rates  were  discriminatory  against  Shreveport  and  ordered  the  dis- 
crimination removed,  and  on  appeal  to  the  Supreme  Court  the  order 
was  sustained,  and  it  was  found,  that  as  the  Interstate  Commerce 
Commission  had  not  found  the  interstate  rates  unreasonable  the 
carriers  would  be  justified  in  removing  the  discrimination  by  in- 
creasing the  intrastate  rates. 

In  August,  1914,  the  Louisiana  commission  requested  the  Inter- 
state Commerce  Commission  to  make  a  similar  order  in  regard  to 
rates  from  Shreveport  to  all  points  in  Texas,  and  the  relief  was 
partially  granted.  During  this  same  period  efforts  of  the  Texas 
carriers  extending  over  a  number  of  years  resulted  in  the  Texas 
commission  granting  increased  rates  on  a  limited  number  of  com- 
modities, but  after  the  decision  of  the  Interstate  Commerce  Com- 
mission the  Texas  commission  expressed  its  displeasure  by  can- 
celing all  authority  previously  given  to  advance  rates,  and  a  bill 
has  been  introduced  in  the  legislature  by  the  attorney  general  of 
Texas,  providing  that  if  any  common  carrier  after  March  1,  1917, 
shall  disobey  or  otherwise  refuse  to  comply  with  any  requirements  of 
any  statute  of  Texas,  or  of  any  rate,  rule,  or  regulation  of  the  rail- 
road commission,  it  shall  be  deprived  of  the  benefit  of  any  law  of 
Texas  and  no  Texas  court  shall  entertain  jurisdiction  of  any  cause 
filed  by  it,  or  secure  or  enforce  any  privilege  or  power  claimed  by 
it;  and  the  charter  of  such  corporation  shall  also  be  subject  to  for- 
feiture. »    ,      ,  . 

Senator  Townsend.  Do  you  know  what  the  status  of  the  bill  is 
now  in  the  legislature? 

Mr.  Ketjttschnitt.  It  has  not  come  up  to  vote  yet. 
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Another  case  is  what  is  known  as  the  Houston-Galveston  differ- 
ential. The  Texas  commission,  after  informal  conferences  with  a 
number  of  the  carriers  in  or  about  1911,  stated  to  them,  unqualifiedly, 
that  unless  the  cotton  rates  from  Texas  to  New  Orleans  were  made 
10  cents  higher  than  the  current  rates  to  Galveston  that  they  would 
reduce  the  rates  to  Galveston  10  cents  per  100  pounds,  with  excep- 
tion of  Texas  and  Pacific  and  some  of  its  connections,  the  object 
being  to  prevent  the  export  of  Texas  cotton  through  the  port  of  New 
Orleans. 

Mr.  Sims.  That  is  any  port  outside  of  Texas,  is  it  not? 

Mr.  Kruttschnitt.  Yes,  sir;  I  said  that  was  the  object,  because 
1  knew  what  it  was.  But  they  were  not  particularly  aiming  at  New 
Orleans.  What  they  wanted  was  to  force  the  cotton  through  Gal- 
veston. 

In  1913  arrangements  were  made  with  bankers  for  the  sale  of  two- 
year  notes  of  the  Southern  Pacific  Co.  at  a  satisfactory  price,  to  meet 
the  cost  of  improvements.  Authority  of  the  California  Eailroad 
Commission  to  issue  the  notes  Was  obtained  without  delay,  but  the 
Arizona  attorney  general  objected  to  the  commission  approving  the 
issue  unless  litigation  relating  to  a  3-cent  fare  bill  be  abandoned 
and  unless  a  new  station  should  be  built  in  Phoenix,  or  that  a  definite 
part  of  proceeds  of  bond  issue  be  allocated  to  Arizona.  During  the 
delay  imposed  by  the  action  of  the  Arizona  Conamission  the  condition 
of  the  money  market  had  so  changed  that  the  proposed  two-year  note 
issue  Avas  abandoned  and  one-year  notes,  not  requiring  the  approval 
of  the  Arizona  and  California  commissions  were  issued  instead  and 
sold  at  prices  yielding  approximately  $275,000  less  than  would  have 
been  received  had  the  delay  not  occurred  in  issuing  the  two-year 
notes. 

The  following  is  taken  from  an  article  appearing  in  the  March, 
1917,  number  of  Railway  and  Marine  News,  of  Seattle,  entitled 
"  Eailroad  regulation  reaches  limit " : 

One  State  requires  cuspidors  in  passenger  cars.  Adjacent  States  proliiblt 
this  practice.  Tliis  State  is  traversed  by  carriers  passing  tlirougli  the  "  cuspi- 
dor "  State.  One  State  requires  screens  in  tlie  windows  of  passenger  cars,  and 
these  cars  traverse  States  wliere  screens  are  forbidden.  Indiana  requires  all 
locomotives  to  be  equipped  wi  thautomatic  "  bell  ringers."  It  also  specifies 
that  cabooses  must  be  at  ieast  20  feet  long — the  usual  length  being  18  feet. 
To  comply  with  the  law  in  Indiana  the  railroads  have  spent  $800,000. 

The  tendency  to  long  and  continuous  lines  of  railroad  is  sound 
from  an  economic  standpoint  and  is  thus  in  the  public  interest. 

Unquestionably  long  and  continuous  lines  of  railroad  can  give 
better  service  and  get  better  use  out  of  equipment  than  a  number  of 
short  ones  of  the  same  aggregate  length.  The  Sunset  Route  of  the 
Southern  Pacific  Co.  was  the  pioneer  in  excellence  of  transcontinental 
service.  The  Sunset  Route,  composed  of  the  Southern  Pacific  rail 
lines  between  California  and  Algiers,  La.  (a  Mississippi  River  termi- 
nal opposite  New  Orleans),  and  its  steamship  line  between  New 
Orleans  and  New  York,  was  opened  February  1,  1883. 

Prior  to  that  time  the  all-rail  lines  were  consuming  at  least  30 
days  in  transportation  of  freight  from  coast  to  coast,  each  all-rail 
route  being  composed  of  two  or  three  separate  connecting  lines  be- 
tween which  there  was  no  common  interest  or  effective  cooperation. 
Through  billing  had  not  been  established  and  claims  were  not  paid 
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until  it  could  be  ascertained  to  what  part  of  the  route  the  liability  was 
allocated,  thereby  consuming  many  months  in  settlement. 

The  time  inaugurated  by  the  Sunset  Route  from  coast  to  coast  was 
about  18  or  20  days.  Through  billing  was  established  and  both  over- 
charge and  loss  and  damage  claims  were  paid  'upon  presentation 
when  supported  by  evidence  of  carrier's  responsibility  without  wait- 
ing to  determine  what  part  of  the  route  was  responsible.  A  system 
of  notices  to  consignees  of  the  dispatch  of  their  shipments  was 
adopted,  and  the  time  was  so  uniform  and  dependable  as  to  enable 
them  to  determine  with  reasonable  accuracy  when  their  goods  might 
be  expected  to  arrive. 

By  this  superior  service,  the  major  part  of  the  coast-to-coast  busi- 
ness was  soon  attracted  to  the  Sunset  Route,  which  after  a  while  had 
the  effect  of  stimulating,  the  various  component  parts  of  the  all-rail 
loutes  to  a  coordination  of  effort  which  resulted  in  a  gradual  im- 
provement of  the  all-rail  service  from  year  to  year  until  it  caught  up 
with  the  modern  methods  and  service  of  the  Sunset  Route  and  over- 
came the  ascendency  of  that  route  because  of  physical  disabilities, 
such  as  transfer  en  route  and  steamship  versus  rail  terminal  facilities 
at  New  York,  which  it  was  impossible  for  the  Sunset  Route  to  sur- 
mount, although  in  the  meantime  the  Sunset  Route  kept  up  an  im- 
provement of  its  service  by  increasing  the  number  and  speed  of  its 
ships,  enlarging  its  terminal  facilities  at  New  York,  and  expediting 
schedules  on  the  rail  portion  of  the  route,  so  that  the  through  time 
from  coast  to  coast  was  reduced  to  from  12  to  14  days ;  and  ever  since 
the  opening  of  the  route  it  has  been  a  continuous  competitive  spur 
to  an  improvement  of  the  service  of  all-rail  lines,  to  the  great  benefit 
of  the  shipping  public. 

This  tendency  due  to  the  natural  operation  of  economic  laws  which 
demand  that  transportation  facilities  shall  accommodate  themselves 
to  the  requirements  of  commerce  is  a  desirable  condition. 

The  existence  of  these  long  and  continuous  lines  of  railroad  under 
a  single  management  is  in  the  public  interest,  and  is  justified  by  sound' 
economic  considerations,  and  there  should  not  exist  conflicting  pow- 
ers of  governmental  regulation  over  different  parts  of  the  same  line 
of  railroad  or  over  different  functions  of  the  same  line  of  railroad. 

Since  the  present  dual  system  of  governmental  regulation  of  rail- 
ways was  adopted,  American  railways  have,  practically  speaking, 
ceased  to  be  local  or  State  facilities  in  the  sense  they  formerly  were, 
and  have  in  substance  become  highways  for  interstate  and  interna- 
tion  business,  and  governmental  regulation  should  recognize  this 
fact  and  the  policy  of  treating  these  facilities,  which  have  now  be- 
come national  in  their  importance,  as  still  local  or  State  facilities  in 
many  of  their  substantial  and  controlling  aspects  should  be  aban- 
doned. 

Under  a  system  of  private  ownership,  the  standards  of  efficiency 
and  the  maintenance  of  efficiency  of  an  instrumentality  of  commerce 
are  dependent  on  its  earnings — in  other  words,  high  efficiency  can  not 
be  continued  without  adequate  earnings. 

There  should  be  but  one  public  authority  to  determine  what  in  the 
public  interest  the  proper  standard  of  earnings  and  efficiency  shall  be. 

If  the  States  have  the  power  to  fix  rates  and  to  determine  the 
standard  of  service  as  to  State  business  of  a  railroad  company  also- 
engaged  in  interstate   and  foreign  commerce,  they  may,  in  cases 


930  ISTTERSTATE   ASTD  FOREIGN   TBANSPORTATION. 

where  no  question  of  discrimination  against  interstate  or  foreign 
commerce  is  involved,  fix  the  State  rates  high  enough  to  escape  the 
line  of  confiscation  but  so  low  that  no  substantial  contribution  will 
be  made  by  State  business  to  the  maintenance  of  the  standard  of  effi- 
ciency deemed  essential  in  the  public  interest  by  the  Federal  au- 
thorities. 

This  is  answered  by  an  explanation  of  the  action  of  Texas  in  the 
Shreveport  rate  case. 

Such  a  power  on  the  part  of  the  State  involves  the  power  either  to 
fix  the  standard  of  efficiency  of  these  instruments  of  commerce,  con- 
trary to  the  views  of  the  National  Government  and  to  the  views  of 
other  States,  or  to  throw  the  burden  of  establishing  and  maintaining 
a  high  standard  of  efficiency  on  interstate  and  foreign  commerce 
and  on  the  commerce  of  other  States. 

This  is  not  in  the  public  interest. 

A  power  to  thus  prejudice  the  interests  and  to  obstruct' the  policy 
of  other  States  can  not  be  justly  left  to  one  of  the  States.  It  should 
be  the  right  of  each  State  to  demand  that  no  other  State  shall  possess 
the  power  to  determine  a  question  in  which  both  States  have  this  im- 
portant interest. 

These  important  questions  should  be  determined,  not  by  one  of  the 
States  which  may  have  a  different  interest  or  a  different  policy  from 
the  others,  but  by  the  National  Government  acting  for  and  on  behalf 
of  all  the  States,  and  thus  alone  able  to  act  impartially  between  them. 

Some  of  the  influences  tending  to  impede  development  of  railroads 
and  to  interfere  with  free  flow  of  commerce  have  been  brought  to  my 
attention  and  have  been  explained  already.  For  instance,  the  Shreve- 
port rate  cases,  the  action  of  the  Arizona  commission  in  respect  to 
two-year  notes,  and  the  reduction  of  the  Galveston-Houston  differ- 
ential. 

Now  we  come  to  the  detention  of  cars  at  seaports.  The  annual 
report  of  the  Interstate  Commerce  Commission,  recently  issued,  says : 

The  uncertainties  as  to  ocean  transportation  have  made  it  unusually  difficult 
to  secure  expeditious  or  regular  movement  of  export  traffic  through  the  ports, 
and  this  led  to  great  congestion  with  consequent  delay  r.f  equipment  at  the 
ports  and  on  the  lines  leading  thereto. 

This  condition  was  more  serious  even  in  the  early  part  of  1916 
than  it  is  in  1917.  The  trouble  is  due  to  the  fact  that  existing  tariffs 
permit  freight  cars  to  be  held  at  seaports  15  and  sometimes  20  days 
before  any  charge  for  demurrage  is  made.  Much  of  the  congestion 
in  both  years  has  resulted  throjigh  failure  or  inability  of  shippers  to 
provide  vessels  to  take  care  of  their  tonnage  after  it  reached  desti- 
nation. 

Records  of  the  Pacific  car-demurrage  bureau,  operating  on  the 
Pacific  coast,  show  that  the  average  detention  by  consignees  of  cars 
in  the  State  of  Oregon  is  approximately  50  per  cent  greater  than  the 
detention  in  the  State  of  California,  where  the  railroad  commission 
has  permitted  a  sufficiently  high  demurrage  rate  to  be  charged  to 
secure  the  prompt  unloading  of  cars.  In  the  period  of  from  Febru- 
ary to  November,  1916,  76,200  cars  were  required  to  handle  the  State 
and  interstate  traffic  in  the  State  of  Oregon,  while  if  the  cars  had 
been  handled  under  California  demurrage  rules  71.430  cars  would 
have  handled  the  traffic,  a  saving  of  4,770  cars,  or  6.7  per  cent. 
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Mr.  Hamilton.  I  do  not  want  to  deviate  from  the  rule  of  the  com- 
mittee, but  I  should  like  to  ask  a  question  for  information.. 

Mr.  Sims.  Without  objection,  you  may  do  so. 

Mr.  Hamilton.  How  is  it  that  this  free  time  as  to  seaports  is  dif- 
ferent from  the  free  time  at  other  places  ? 

Mr.  Kruttschnitt.  The  free  time  at  seaports  is  made  large  to 
allow  for  the  uncertainty  in  the  arrival  of  ships  to  take  the  freight 
from  the  cars. 

Mr.  Hamilton.  And  who  fixes  this  free  time  at  seaports? 

Mr.  Kruttschnitt.  That  has  been  fixed  by  carriers  and  filed  with 
the  commission. 
_  Mr.  Hamilton.  The  Interstate  Commission — the  Federal  Commis- 
sion? 

Mr.  Kruttschnitt.  The  Interstate  Commerce  Commission;  yes, 
sir. 

Mr.  Hamilton.  Thank  you. 

Mr.  Sims.  Proceed,  Mr.  Kruttschnitt. 

Mr.  Kruttschnitt.  The  failure  of  consignees  to  promptly  unload 
cars  themselves,  an  abuse  of  long  standing,  as  consignees  who  have 
not  provided  and  who  can  not  obtain  warehouse  room  for  their  com- 
modities, deliberately  plan  to  pay  the  small  demurrage  that  has  here- 
tofore been  charged  in  order  to  use  freight  cars  as  warehouses.  In 
paying  this  small  charge  they  not  only  obtain  the  use  of  a  warehouse 
but  the  use  of  the  ground  on  which  the  car  stands,  which  is  no  doubt 
cheaper  to  them  than  to  provide  facilities  themselves.  The  Inter- 
state Commerce  Commission,  however,  acted  with  commendable 
promptness  in  relieving  this  situation  by  sanctioning  substantially 
higher  demurrage  rates  that  became  effective  about  the  middle  of 
December. 

I  would  say,  in  further  answer  to  your  question  about  the  seaport 
free  time,  that  is  one  of  the  troubles  the  carriers  experience;  that 
if  they  wish  to  vary  their  free  time,  change  it,  they  can  not  do  it 
without  the  commission's  approval.  If  an  emergency  exists  and 
ships  can  not  be  gotten,  and  the  carriers  know  it,  nevertheless  they 
can  not  change  this  free  time  because  it  is  incorporated  in  their 
tariffs,  and  it  requires  a  long  time  to  get  that  permission,  and  before 
the  permission  can  be  gotten  probably  the  emergency  has  either 
passed  or  the  trouble  has  cured  itself. 

Mr.  Sims.  Eight  there,  do  you  know  what  free  time  is  allowed  in 
foreign  countries  for  cars  to  be  loaded  on  to  the  ships — foreign  coun- 
tries doing  business  with  the  United  States? 

Mr.  Kruttschnitt.  I  do  not;  but  as  an  indication  of  that  I  can 
relate  this  incident :  Shortly  after  the  outbreak  of  the  European  war, 
and  before  the  date  when  everything  in  sight  was  being  blown  up, 
we  were  urged  by  the  cotton  shippers  of  Louisiana  and  Texas  to  send 
a  few  ships  of  our  fleet  to  foreign  ports  with  cotton  as  a  relief.  We 
did  so.  Our  ships  are  unloaded  at  their  termini,  New  York  and 
Galveston,  in  about  36  hours,  and  they  are  loaded  in  about  36  hours, 
so  that  from  the  time  .of  arrival  of  a  ship  to  her  departure  does  not 
exceed  from  70  to  80  hours.  We  dispatched  one  of  the  ships  to 
Gothenburg,  in  Sweden,  and  to  unload  that  ship  that  in  America 
was  unloaded  in  36  hours,  required  12  days  at  Gothenburg,  with  a 
captain  fussing  all  he  loiew  how  to  expedite  matters. 

Mr.  Hamilton.  What  year  did  you  say  that  was  in  ? 
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Mr.  Kruttschnitt.  That  was  just  after  the  breaking  out  of  the 
European  war;  I  should  saj^  in  the  latter  part  of  1914- or  early  in 
1915. 

Mr.  Sims.  I  did  not  know  but  that  possibly  the  demurrage  charges 
for  exports  in  foreign  countries  and  ours  were  somewhat  similar. 

Mr.  Adamson.  I  should  like  to  know  what  constituted  the  great 
difference.  Was  it  the  cheap  foreign  labor,  that  was  less  effective 
than  our  labor,  which  caused  the  delay  in  unloading  and  loading  ? 

Mr.  Ketjttschnitt.  I  did  not  inquire,  Mr.  Chairman,  as  to  just 
what  the  cause  was.  The  captain  made  a  brief  report  to  the  manager 
of  the  line  to  explain  his  long  absence,  and  that  was  sent  to  me,  and 
I  read  it;  and  that  fact  made  an  impression  on  my  memory — that 
what  we  in  America  were  doing  in  a  day  and  a  half  took  nearly  10 
times  as  long  to  do  in  Sweden.  We  have  a  great  many  Swedish 
laborers  on  our  docks.  I  do  not  know  whether  the  atmosphere  in  this 
country  affects  them  or  not,  but  I  su^jpose  they  are  the  same  kind  of 
people  that  unloaded  the  ship  in  Gothenburg. 

Mr.  Adamson.  I  thought  possibly  that  accounted  for  it — that,  due 
to  the  fact  that  wages  were  lower  in  foreign  countries,  thej'  did  not 
do  as  much  as  our  laborers. 

Mr.  Hamilton.  I  do  not  think  that  the  chairman  will  be  able  to 
draw  any  general  deduction  from  this  single  incident. 

Mr.  Adamson.  It  is  only  a  concrete  fact  that  I  am  trying  to  learn. 

Mr.  Hamilton.  I  notice  some  make  a  greater  impression  than 
others. 

Mr.EsCH.  Might  not  that  long  delay  be  due  to  a  lack  of  dock 
facilities  ? 

Mr.  Kruttschnitt.  No;  the  vessel  was  at  dock  all  the  time. 

Mr.  EscH.  And  she  used  her  own  unloading  facilities,  I  suppose?' 
She  has  her  own  hoists,  and  all  that? 

Mr.  Kruttschnitt.  Yes;  the  same  that  we  use  in  America.  There 
were  scandalous  delays  to  ships  for  want  of  dock  facilities  in  Great. 
Britain  and  other  allied  ports,  but  that  was  not  the  case  at  Gothen- 
burg.   Our  ship  got  a  dock  promptly. 

And,  by  the  way,  that  scandalous  delay  of  ships — the  ability  of 
ships  to_  dock  at  Liverpool  and  London— was  the  beginning  of  the 
trouble  in  this  country,  of  congestion.  Congestion  really  started  in 
London  and  Liverpool  and  worked  back  this  way. 

Mr.  Sims.  Was  it  a  delay  involving  moral  turpitude?  You  used 
the  expression  "  scandalous." 

Mr.  Kruttschnitt.  No  ;  that  is  not  a  proper  word.  I  mean  it  was- 
outrageous— that  vessels  would  lie  in  the  stream  sometimes  6,  8,  or 
10  weeks  waiting  for  a  berth.  '     ' 

_  Railroad  transportation  is  perhaps  the  one  most  important  essen- 
tial of  national  defense  after  the  collection  of  adequate  land  and 
naval  forces.  For  instance,  in  moving  troops  to  the  Mexican  border 
from  June  1  to  October  31,  1916,  the  Southern  Pacific  lines  operated 
326  special  trains,  consisting  of  2,522  passenger  and  sleeping  cars- 
and  2,635  freight  cars,  in  which  98,357  troops  with  their  luggage 
aiid  accouterments  were  transported.  In  emergencies  arisino-  out  of 
the  necessity  of  moving  troops  for  national  defense,  occasions  will 
arise  when  saving  a  few  hours  may  be  vital,  and  unless  the  railroads 
can  accumulate  a  reserve  of  passenger  vehicles  it  appears  reasonably 
certain  that  if  any  very  large  number  of  soldiers  would  have  to  be- 
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moved  in  the  United  States,  it  would  be  .tit  the  expense  of  service  to 
the  public,  which  would  probably  have  to  he  discontinued  entirely  dur- 
ing the  period  of  mobilization  just  as  was  done  in  England,  France, 
and  Germany  in  the  present  war. 

In  July,  1870,  the  mobilization  of  the  French  troops  covered  the 
carriage  of  300,000  men,  65,000  horses,  6,600  guns  and  road  vehicles, 
and  4,400  wagonloads  of  ammunition  and  supplies  in  19  days  inter- 
vening between  July  16  and  August  4.  The  Grerman  concentration, 
for  which  six  railroad  lines  were  available,  was  made  in  11  days  be- 
tween July  24  and  August  3,  and  covered  the  transportation  in  1,200 
trains  of  350,000  men,  87,000  horses,  and  8,400  guns  and  road  vehicles. 
I  only  give  those  figures  on  the  mobilization  in  the  great  war  of 
1870  to  compare  with  what  was  done  in  our  own  country,  to  show  the 
relative  number  of  trains,  the  relative  number  of  men,  and  the  way  in 
which  the  work  was  done.  In  other  words,  the  work  of  the  American 
roads  was  not  at  all  discreditable  when  compared  with  Avhat  had 
been  done  on  the  Etiropean  roads  in  1870.   " 

Mr.  Thom.  In  listening  to  you  I  understood  that  the  European 
figures  related  to  this  war.     It  was  the  war  of  1870? 

Mr.  Keuttschnitt.  It  was  the  war  of  1870.  I  tried  to  get  figures 
for  this  war,  but  most  diligent  search  failed  to  reveal  them. 

Mr.  Adamson.  I  suppose  they  are  all  censored  yet;  the  censors  will 
not  let  them  out  yet,  I  suppose  ? 

Mr.  Keitttsgiinitt.  I  suppose  that  is  true,  though  I  thought  I  had 
seen  in  general  reading  some  figures  relating  to  it;  but,  as  I  say,  I 
could  not  find  them  when  I  was  preparing  this  memorandum. 

Senator  Townsend.  You  would  not  think  that  that  would  be  a  fair 
comparison,  comparing  railroads  of  40  years  or  more  ago  with  rail- 
roads now,  would  you? 

Mr.  KETJirrscHNiTT.  No,  sir;  but  further  on  I  give  the  opinion  of 
the  President  of  the  United  States  and  the  Army  officers  as  to  what 
the  American  roads  did. 

Mr.  Hamilton.  In  1870,  the  Prussian  roads  had  gone  into  the 
control  of  Prussia,  had  they  not  ? 
Mr.  Sims.  No. 

Mr.  Keuttschnitt.  The  Prussian  roads,  I  think,  had  been  State 
roads  for  a  great  many  years  at  that  time,  and  ever  since. 

Mr.  Hamilton.  I  was  thinking  that  at  least  part  of  the  roads  of 
Prussia  had  gone  into  State  control  at  that  time ;  but  I  am  not  dead 

sure. 

Mr.  EscH.  No;  that  was  Bismarck's  policy  after  the  war  for  the 
unification  of  the  Empire. 

Mr.  Sims.  Yes ;  it  went  in  afterwards. 

Mr.  Hamilton.  Yes;  but  Prussia  does  not  own  the  rest  of  the-roads. 
of  Germany.  The  other  States  own  their  roads,  except  for  three  or 
four  hundred  miles  in  Alsace  and  Lorraine. 

Mr.  Keuttschnitt.  That  may  be  true,  but  I  should  have  said  that 
all  the  roads  of  Germany  are  Government-owned  roads.  Some  are 
owned  by  Prussia,  some  by  Hanover,  and  so  forth. 

Mr.  Sims.  Do  you  mean  that  in  1870  they  were  all  government 

owned  ? 

Mr.  Hamilton.  No  ;  he  says  now. 

Mr.  Keuttschnitt.  I  did  not  look  up  that  fact  as  to  whether  they 
were  all  State  road  in  1870.    I  do  not  know. 
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I  read  a  shoi-t  quotation  from  a  most  interesting  work  that  has 
recently  appeared,  called  "  Rise  of  rail  power  in  war  and  conquest, 
1833-1914,"  by  I^dwin  A.  Pratt,  bearing  on  this  subject.  After 
touching  on  the  importance  of  uniform  gauge  and  physical  con- 
nections between  the  different  systems  the  desirability  of  double 
track  on  all  important  lines,  and  the  necessity  of  a  very  liberal  pro- 
vision of  passing  tracks  and  a  sufficiency  of  sidings  at  all  stations 
where  troops  are  to  be  detrained  or  entrained  he  advises  that  prepa- 
rations in  advance  should  include : 

I.  The  carrying  out  of  a  scheme  of  organization  based  on  recognition  of 
the  following  principles:  (o)  That,  while  the  railway  is  an  instrument  capable 
of  rendering  great  and  even  incalculable  services  in  the  conduct  of  war, 
the  working  of  it  is  a  highly  skilled  business  only  to  be  intrusted  to  those 
possessed  of  the  necessary  experience;  (ft)  that  interference  with  such  work- 
ing on  the  part  of  military  officers  not  possessing  the  requisite  technical 
knowledge  of  the  details  and  limitations  of  railway  operation  may  result  in 
chaos  and  disaster;  (c)  that  railway  men  in  turn  are  not  likely  to  be  fully 
acquainted  with  the  technicalities  of  military  conditions  and  requirements 
and  should  not  in  any  case  be  left  with  the  responsibility  of  having  to  decide 
between  the  possibly  conflicting  demands  of  various  military  authorities;  (d) 
that  for  these  reasons  there  should  be  coordination  of  the  military  and  the 
technical  railway  elements  operating  throughout  the  whole  scheme  of  organi- 
z.ation  in  its  manifold  details,  avoiding  conflict  of  authority,  insuring  harmony 
of  working,  and  offering  the  fullest  guaranty  that  all  military  requirements 
will  be  met  so  far  as  the  capacity  of  the  railway,  together  with  a  due  regard 
for  safe  and  efficient  operation,  will  allow;  and  (e)  that  effect  can  best  be 
given  to  these  various  conditions  by  the  appointment  of  intermediary  bodies 
which,  representing  the  dual  elements,  shall  alone  have  power  to  give  direc- 
tions or  to  make  demands  in  respect  to  military  rail  transport  during  the 
continuance  of  war. 

II.  Collection  of  data  concerning  the  physical  character,  resources,  and 
transport  capabilities  of  the  railways  both  in  the  national  territory  and, in 
any  other  country  to  which  the  war  operations  may  extend. 

III.  Study  of  all  movements  of  troops,  etc.,  likely  to  be  necessary  on  the 
outbreak  of  war ;  the  preparation  of  special  time  tables  for  the  running  of 
troop  trains,  etc.,  and  the  working  out  of  all  essential  details  respecting 
military  transport  in  general. 

IV.  Creation  and  training  of  bodies  of  railway  troops  qualified  to  undertake 
the  construction,  destruction,  repair,  and  operation  of  railways  in  time  of  war. 

Great  masses  of  troops  can  be  entrained  only  at  stations  where  facilities 
for  their  so  doing  have  been  prepared  in  advance.  The  provision  of  these 
facilities  is  even  more  necessary  in  the  case  of  cavalry  or  artillery  than  in 
that  of  infantry.  Hence  the  movement  of  considerable  bodies  of  troops  may 
be  restricted  to  certain  lines,  and  their  entrainment  or  detrainment  even  to 
certain  large  stations.  In  the  case  of  road  vuarching  these  restrictions  would 
not  apply. 

Vehicles  specially  constructed  for  the  purpose  can  alone  be  used  on  railways. 
Any  deficiency  in  their  supply  must  needs  cause  delay. 

Substantially  all  the  foregoing  has  been  followed  in  our  country 
by  the  appointment  of  a  general  chairman  and  four  regional  com- 
mittees of  railroad  presidents  by  the  American  Railway  Association 
to  cooperate  with  the  War  Department  and  department  commanders 
as  to  measures  concerning  national  defense. 

The  paramount  need  of  cooperation  between  the  transportation 
companies  and  the  Govewiment  and  the  inevitable  congestion  result- 
ing when  it  is  wanting  is  strikingly  outlined  by  Pratt  in  describing 
the  mobilization  of  the  French  armies  in  1870,  thus : 

All  this  activity  on  the  part  of  the  railway  companies  was,  however,  neutral- 
ized more  or  less  by  the  absence  of  any  adequate  organization  for  regulating 
and  otherwise  dealing  with  the  traffic,  so  far  as  concerned  the  military  au- 
thorities themselves. 


INTEESTATE  AND  FOREIGN   TEANSPOKTATION.  935 

Typical  of  the  general  conditions  as  they  prevailed  not  only  in  Paris,  but  else- 
where in  France,  were  the  circumstances  under  which  the  Nineteenth  Army 
Corps,  of  32,000  men,  3,000  liorses,  and  300  guns,  was  sent  from  Cherbourg  to 
Alencon.  The  troops  were  late  in  arriving  at  the  station ;  the  officers  neglected 
to  look  after  the  men ;  the  men  refused  to  travel  in  goods  truclvs ;  orders  and 
counter-orders  succeeded  one  another  in  rapid  succession ;  two  or  three  hours 
were  required  for  the  dispatch  of  each  train  and  delays  occurred  which  must 
have  disorganized  the  traffic  all  along  the  line. 

Great  as  the  confusion  undoubtedly  was  at  the  points  of  despatch,  it  was  far 
surpassed  by  that  which  prevailed  at  stations  to  which  trains  were  sent  regard- 
less of  any  consideration  as  to  whether  or  not  they  could  be  unloaded  there 
with  such  dispatch  as  to  avoid  congestion.  *  *  *  Tiiere  were,  consequently, 
many  stations  close  to  the  frontier  where  the  rails  leading  to  them  were  occupied 
for  miles  together  by  loaded  wagons,  the  number  of  which  was  being  constantly 
added  to  by  fresh  arrivals.  Many  of  these  wagons  were,  in  fact,  used  as  maga- 
zines or  storehouses  on  wheels. 

I  would  say  paranthetically  that  I  have  put  these  quotations  in, 
although  they  relate  to  operations  in  1870,  to  show  how  strikingly 
similar  the  conditions  as  to  army  transport  are  to  the  conditions  on 
the  seaboard  at  the  present  time  that  are  causing  our  present  conges- 
tion.   In  other  words,  they  are  strikingly  similar. 

Mr.  Sims.  The  word  "  wagon "  there  means  a  car,  does  it  not ; 
what  we  would  call  a  car  here  ? 

Mr.  Kruttsohniit.  No,  sir;  they  call  cars  "trucks."  "Wagons" 
mean  the  wagons  in  which  the  army  supplies  are  loaded. 

Mr.  Sims.  The  same  as  we  have  here  ? 

Mr.  Kruttschnitt.  The  same  as  you  have  here;  that  would  be  run 
up  on  a  flat-car  and  carried  bodily. 

Mr.  Sims.  I  have  seen  the  word  "  wagon  "  in  reading  referring  to 
a  car. 

Mr.  Kettttschnitt.  Well,  they  do  use  that  also;  but  here  they 
seem  to  have  used  the  words  "  goods  trucks  "  for  that. 

He  goes  on — 

It  suited  the  officers  or  the  military  department  concerned  to  keep  the  sup- 
plies until  they  were  wanted  in  the  wagons,  and  this  arrangement  may  have 
appeared  an  especially  desirable  one  from  their  point  of  view  because  if  the 
army  moved  forward  or  backward,  the  supplies  could  be  more  readily  moved 
with  it  if  they  were  still  in  the  wagons.     *     *     * 

It  was  evidently  a  matter  of  no  concern  to  them  that  the  wagons  they  were 
detaining  might  be  wanted  elsewhere,  and  that,  for  lack  of  them,  other  troops 
might  be  experiencing  a  shortage  in  their  own  supplies. 

Here  he  does  use  the  word  "  wagon  "  in  the  sense  of  a  car. 
Mr.  EscH.  I  think  that  is  the  sense  in  which  it  is  used  in  the  quota- 
tion before.    He  says  that  the  rails  were  occupied  for  miles  by  loaded 

wagons.  .      .  ,      ,      1  -11 

Mr  Kruttscnitt.  That  is  right ;  he  does  mean  a  railroad  car. 

Mr!  EscH.  Is  this  Pratt  an  English  authority? 

Mr  Krtjttschnitt.  Edwin  A.  Pratt;  he  has  written  two  books — 
this  one  called  "  Else  of  Kail  Power  in  War  and  Conquest,"  and  the 
other  is.'l  think,  called  "  Eailway  Transportation." 

Mr  EscH.  There  is  an  English  authority  by  the  name  of  Pratt. 

Mr!  Kruttscnitt.  It  is  that  man,  because  I  had  to  send  to  England 

for  these  books.  .,.-,■    -t      .     .^  ■  i- 

These  conditions  are  strikingly  similar  to  those  now  existing  on 
United  States  railway  lines  east  of  the  Mississippi  River,  where 
freight  has  been  moved  so  rapidly  by  the  railways  that  the  receivers 
(in  this  case,  however,  the  public  and  not  the  Army)  can  not,  or  will 
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not,  unload  the  cars  until  their  contents  are  actually  required,  whiclj 
has  resulted  in  an  accumulation  so  great  as  to  paralyze  the  power  ot 
the  carriers  to  serve  the  public.  t  ■-,■     .■         j:  j.u 

The  wisdom  of  the  plans  drawn  up  for  the  mobilization  o±  the- 
Regular  Army  and  the  National  Guard  at  the  time  of  the  threatened 
trouble  with  Mexico,  and  as  amplified  at  the  present  time  m  expecta- 
tion of  mobilization  in  case  of  trouble  with  European  powers  is  con- 
firmed by  England's  example.  She  placed  the  operation  of  her  rail- 
ways entirely  in  the  hands  of  a  committee  of  railway  o&ciais  at  th& 
beginning  of  the  war,  and  all  of  her  calls  on  them  have  been  promptly 
and  efficiently  met.  11^.1 

Finally,  it  is  all-important  to  the  national  defense  that  the  stand- 
ards of  railroad  efficiency  should  be  established  in  times  of  peace. 
Practice  mobilizations  should  be  made  from  time  to  time,  as  is  done 

in  Europe.  .      j.     .,.  ■ 

Under  proper  rules,  I  do  not  believe  the  transportation  facilities  m 
America  are  inadequate  to  handle  the  increased  business  due  to  the 
war  in  Europe,  but  I  do  believe  that  under  the  conditions  of  opera- 
tion and  rules  for  penalizing  delay  to  equipment  and  expediting- 
unloading  of  freight  prescribed  by  Government  bodies  they  are  totally 
inadequate  to  handle  the  increased  business.  A  given  conduit  maj 
be  adequate  to  deliver  a  certain  quantity  of  water  at  a  given  pressure, 
and  it  can  be  made  to  deliver  twice  the  amount  by  doubling  the 
velocity ;  but  this  doubled  delivery  is  not  possible  if  the  rate  of  out- 
flow is  obstructed  and  the  water  prevented  from  leaving  the  conduit 
as  fast  as  it  reaches  its  end.  Emergency  rules  are  required  in  emer- 
gencies. The  railroads  can  not  reduce  free  time  at  destination,  can 
not  increase  demurrage  without  the  permission  of  commissions,  and 
if  the  proposed  rules  are  held  in  suspense  from  three  to  six  months 
it  is  evident  they  can  not  be  of  the  slightest  use  in  the  emergency  that 
prompted  their  imposition. 

It  is  important  to  the  national  defense  that  in  times  of  peace  the, 
standard  of  railroad  efficiency  should  be  established,  so  that  in  times 
of  war  the  railroads  could  be  readily  made  available  for  the  purposes 
of  national  defense. 

Notwithstanding  what  I  have  said,  I  think  it  perfectly  obvious 
that  the  railroads  of  the  country  have  not  been  able,  with  the  credit 
which  they  have  had  at  their  command,  to  keep  their  facilities  up 
to  the  standard  required  by  the  national  defense  in  preparation  for 
any  serious  war.  Neither  in  equipment,  nor  in  tracks,  nor  in  yards 
and  terminals,  nor  in  strength  of  bridges,  have  the  transportation 
facilities  of  the  country  been  kept  up  to  a  standard  which  would 
render  them  reasonably  capable  of  doing  their  part  in  an  important 
national  emergency.  As  transportation  is  at  the  foundation  of  suc- 
cessful national  defense,  it  seems  manifest  that  the  National  Gov- 
ernrtient,  which  is  charged  with  the  duty  of  national  defense,  should 
also  have, the  poAver  of  fixing  the  standards  of  efficient  transporta- 
tion in  times  of  peace  as  well  as  in  times  of  war — otherwise  the  Na- 
tion might  perish  while  the  preparations  are  being  made. 

As  the  duty  of  national  defense  rests  upon  the  National  Govern- 
ment, transportation  is  so  essential  to  the  national  defense  that  the- 
National  Government  alone  should  have  the  power  to.  fix  the  stand- 
ard of  railroad  efficiency'. 
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The  duty  of  national  defense  carries  witli  it  the  duty  to  fix  the 
standard  of  railroad  efficiency  by  the  National  Government  which 
should  provide  for  its  wants  through  the  existing  operating  organi- 
zation of  railroads  and  should  not  substitute  its  operating  rules  and 
judgment  for  the  existing  rules  and  judgment  of  officers  now  oper- 
ating the  properties. 

The  standard  of  railroad  efficiency  can  not  be  established  and 
maintained  by  the  National  Government  unless  it  has  the  power  to 
•deal  with  all  questions  of  railroad  credit  and  railroad  policies  as 
far  as  they  are  within  governmental  control. 

In  view  of  the  constitutional  power  and  obligation  of  the  Fed- 
eral Government  as  to  the  regulation  of  interstate  and  foreign  com- 
merce, of  the  Federal  Government's  responsibility  for  the  national 
defense,  and  in  view  of  the  necessity  for  prompt  and  harmonious 
governmental  action  in  respect  to  security  issues,  there  should  be  a 
single  governmental  system  of  regulating  security  issues  of  carriers 
•engaged  in  interstate  and  foreign  commerce,  and  this  power  should 
rest  in  the  National  Government  alone. 

For  the  purposes  of  national  defense  alone  the  railroads  of  the 
•entire  Nation  should  arrange  to  place  their  facilities  at  the  disposal 
of  the  Government  and  to  operate  them  as  a  unit. 

A  standard  of  earnings  such  that  in  prosperous  years  an  adequate 
surplus,  may  be  laid  up  to  carry  the  railroads  over  the  lean  years, 
without  the  necessity  for  any  diminution  of  the  work  of  maintenance 
and  improvement,  and  without  the  necessitj'  for  a  suspension  of 
reasonable  returns  to  those  whose  means  have  created  the  instrumen- 
talities of  commerce,  should  be  permitted. 

Under  normal  conditions  and  with  a  volume  of  business  such  as 
moved  in- 1916,  the  earnings  of  most  railroads  would  be  adequate  to 
pay  fixed  charges,  fair  dividends,  and  some  surplus,  but  the  rail- 
roads should  be  able  to  do  this  with  absolute  certainty  in  order  to 
make  their  securities  attractive,  and  the  rates  should  be  sufficient  so 
that  when  applied  to  the  volume  of  business  carried  in  lean  years, 
fixed  charges,  dividends,  and  some  surplus — though  small — will  be 
earned,  an  adequate  surplus  being  provided  by  averaging  the  small 
surplus  in  lean  years  with  the  larger  surplus  yielded  by  an  increased 
volume  of  business,  without  increases  of  rates  in  the  prosperous 
years.     (See  p.  2176,  figures  for  Southern  Pacific  Co.) 

In  view  of  the  power  of  regulation  which  is  exerted  by  the  Inter- 
state Commerce  Commission  over  carriers  engaged  in  interstate  and 
foreign  commerce,  which,  of  course,  involves  a  power  to  prevent 
abuses,  there  is  no  reason  for  the  application  to  railroad  companies 
of  the  antitrust  laws. 

This  is  especially  so  in  view  of  the  necessity  for  commerce  from  all 
sections  to  move  on  relatively  equal  terms  and  of  the  fact  that,  com- 
merce being  continuous  over  several  lines  of  railroad,  there  must  be 
■an  understanding  as  to  through  rates.  These  considerations  involve 
the  necessity  for  traffic  officers  to  meet  and  to  agree  upon  rates  and 
terms  of  service,  subject,  of  course,  to  the  approval  of  the  Interstate 
Commerce  Commission.  _  .,  '  .        . 

There  is  no  reason  for  the  application  to  railroad  companies  of 
the  antitrust  laws,  inasmuch  as  they  are  closely  and  absolutely  regu- 
lated by  Government  authority.  The  rates  from  and  to  all  impor- 
tant points  are  the  same,  regardless  of  the  route  over  which  the  traffic 


938  INTERSTATE   AND  FOREIGN   TRANSPORTATION". 

is  carried,  so  that  the  only  competition  amongst  carriers  at  the  pres- 
ent time  is  in  excellence  and  certainty  of  service.  The  public  interest 
certainly  could  not  be  affected  by  permitting  railroad  officers  to  meet 
to  agree  upon  rates,  terms  of  service,  schedules,  etc.,  subject  to  the 
approval  of  the  Interstate  Commerce  Commission. 

As  the  continued  operation  of  railroads  is  essential  to  the  public 
welfare,  the  laws  should  not  permit  such  operation  to  be  interfered 
with  either  by  combinations  of  capital  or  by  combinations  of  labor. 

The  laws  should  bear  just  as  heavily  on  combinations  of  labor  as 
they  do  on  combinations  of  capital.  There  should  be  no  discrimina- 
tions. 

As  investments  of  capital  are  by  law  required  to  be  subject  to  the 
public  obligation  to  keep  the  railroads  in  operation,  the  law  should 
attach  to  labor,  when  it  enters  into  this  public  service  and  enjoys 
employment  in  it,  an  obligation  not  to  combine  to  prevent  the  opera- 
tion of  these  facilities  which  are  essential  to  the  public  welfare,  it 
being,  of  course,  understood  that  no  law  should  undertake  to  limit 
the  freedom  of  individuals  in  respect  to  service  or  terms  of  employ- 
ment, but  only  to  prevent  combinations  and  conspiracies  to  unlaw- 
fully obstruct  or  interrupt  public  service. 

The  railroads,  being  public  servants,  should  be  kept  in  operation 
by  laws  that  would  hold  all  employees,  whether  designated  as  officers 
or  laborers,  to  a  strict  accountability  and  should  prevent  either  one 
or  the  other  from  combining  to  prevent  the  operation  of  the  roads 
by  conspiracies  or  other  unlawful  acts. 

If  in  the  public  interest  labor  should  be  thus  deprived  of  the  power 
of  combination  for  the  purpose  of  preventing- the  operation  of  a 
public  facility,  the  law  should  deal  with  the  question  of  wages,  so 
that  the  system  may  be  balanced  by  preventing  the  oppression  of 
labor  by  capital  and  the  oppression  of  capital  and  the  public  by 
combinations  of  labor. 

I  have  a  very  wretched  cold  and  inflamed  throat. 

Mr.  Adamson.  I  think  the  committee  will  be  glad  to  yield  to  you 
here,  if  you  desire. 

Mr.  Kruttschnitt.  I  am  very  near  through.  If  you  will  permit 
the  reading  of  this  answer  that  I  told  Mr.  Hamilton  I  had  prepared 
about  regulating  trouble  with  employees,  I  should  be  glad  to  have  my 
,  secretary  read  it. 

Mr.  Adamson.  It  is  hardly  time  to  adjourn ;  but  if  you  are  feeling 
uncomfortable 

Mr.  Sims.  It  is  within  25  minutes  of  the  time. 

Mr.  Krtjttschnitt.  I  will  ask  my  secretary  to  read  it. 

Mr.  Adamson.  That  is  perfectly  satisfactory  to  me. 

Mr.  Krtjttschnitt.  This  is  the  memorandum  I  mentioned  as  hav- 
ing been  consolidated,  taking  in  several  memoranda  made  by  me 
within  the  last  four  or  five  years.    I  will  ask  my  secretary  to  read  it. 

I  do  not  see  how  the  law  could  fix  the  wages  of  railway  employees 
unless  the  Government  should  take  over  the  railways. 

The  act  of  Congress,  approved  June  15,  1913,  known  as  the  New- 
lands  Act,  providing  for  mediation,  arbitration,  and  conciliation  in 
controversies  between  certain  employers  and  employees,  is  a  great 
improvement  on  the  Erdman  Act,  which  it  superseded,  but  it  relates 
to  employees  engaged  in  train  service  or  train  operation  only  of  com- 
mon carriers  engaged  in  interstate  commerce.    Its  usefulness  would 
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be  greatly  increased  if  it  were  made  to  apply  to  all  railway  em- 
ployees engaged  in  the  interstate  business  of  the  employer,  including 
those  engaged  in  keeping  in  repair  cars,  locomotives,  appliances, 
machinery,  track,  roadbed,  and  other  instrumentalities  of  interstate 
commerce.  The  Board  of  Mediation  and  Conciliation  appointed  by 
the  President,  under  the  act,  has  proven  useful  in  maintaining  in- 
dustrial peace,  but,  as  it  frequently  results,  as  a  consequence  of  in- 
voking the  services  of  the  board,  that  railway  expenses  are  in- 
creased, it  is  very  important  to  the  carriers  that  the  board  should  be 
closely  coordinated  with  or,  better  still,  subordinated  to  the  Inter- 
state Commerce  Commission,  so  that  the  same  authority  responsible 
for  increasing  expenses  of  the  carriers  should  at  the  same  time  incur 
a  corresponding  responsibility  for  providing  revenue  to  meet  the 
expenditures.  The  reasonableness  of  such  a  provision  is  apparent 
when  the  complete  control  of  revenues  and  almost  equally  complete 
control  of  expenditures  by  the  Government  at  the  present  time  is 
considered. 

The  Newlands  Act  provides  that  when  a  controversy  arises  either 
party  may  apply  to  the  Board  of  Mediation  and  Conciliation  for  its 
adjustment,  and  the  board  may  offer  its  services  to  the  parties  in 
controversy  where  interruption  to  public  service  is  imminent.  There 
is  no  obligation,  however,  other  than  a  sense  of  obligation  to  the 
public,  on  either  employer  or  employee  to  submit  differences  to  me- 
diation. Instances  have  occurred  where  mediation  and  arbitration 
have  been  stubbornly  refused,  Avith  utter  disregard  of  the  public's 
interest  and  rights,  and  the  act  offers  no  remedy.  This  defect  could 
apparently  be  remedied,  as  is  done  in  the  Canadian  industrial  dis- 
putes investigation  act  of  1907,  which  makes  a  combination,  lockout, 
or  strike  illegal  until  the  questions  at  issue  shall  have  been  thoroughly 
investigated  and  made  public :  and  there  should  be  a  provision  that 
where  the  board  offers  its  services  for  investigation,  mediation,  and 
conciliation  it  shall  be  obligatory  on  and  not  optional  to  the  parties 
to  submit  their  differences  so  that  the  public  may  judge  the  dispute 
intelligently. 

The  desirable  feature  in  the  Canadian  act  is  that  it  compels  inves- 
tigation and  publicity,  and  peace  pending  investigation,  and  paves 
the  way,  as  the  N'ewlands  Act  does,  to  arbitration,  which,  however,  is 
optional  with  the  parties  to  the  dispute. 

Eeport  of  the  United  States  Board  of  Mediation  and  Conciliation, 
November  1,  1916,  shows  that  from  the  passage  of  the  Canadian 
disputes  act  in  1907  up  to  October  18,  1916,  a  total  of  212  disputes 
were  referred  for  adjustment  under  its  provisions.  The  total  num- 
ber of  boards  of  conciliation  and  investigation  established  under  the 
act  was  182,  the  remaining  30  being  settled  without  the  establishment 
of  boards.  The  number  of  disputes  where  a  strike  was  not  averted 
or  ended  was  21.  The  report  states,  "  In  approximately  90  per  cent 
of  the  cases  brought  under  the  act,  therefore,  its  provisions  were 
effective  so  far  as  actually  preventing  strikes  was  concerned."  The 
report  adds  that  an  inquiry  of  the  Canadian  authorities  in  1915  as 
to  the  outcome  of  strikes  which  occurred  legally  after  the  reports  of 
the  boards  if  investigation  had  been  made  showed  that  settlements 
were  "  ultimately  effected  closely,  if  not  wholly,  on  the  lines  recom- 
mended by  the  boards." 
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In  a  report  dated  December  9,  1912,  on  the  industrial  disputes 
investigation  act  of  Canada,  1907,  made  by  Sir  George  Askwith, 
chief  industrial  commissioner  to  the  British  Board  of  Trade,  and 
presented  to  both  Houses  of  Parliament  of  Great  Britain,  the  pur- 
poses of  the  act  are  defined  as  follows : 

The  simple  purpose  of  the  act  is  to  insure  the  recognition  of  the  interests  of 
the  public  as  a  third  party  in  trade  disputes,  and  the  insistence  that  that  third 
party,  through  the  Government,  shall  have  a  voice  in  regard  to  a  dispute 
affecting  their  interests,  and,  according  to  the  act,  before  a  stoppage  of  work 
takes  place.  In  practice  the  recognition  extends  to  cases  arising  before  or 
after  a  stoppage  of  work.  While  this  principle  of  the  recognition  of  the 
public  interest  in  trade  disputes  is  emphasized  in  the  act,  the  actual  interfer- 
ence with  the  parties  in  the  settlement  of  their  differences  is  sought  to  be 
reduced  to  a  minimum  by  the  act  being  confined — 

1.  To  industries  whose  uninterrupted  continuance  is  of  high  importance  to 
the  well-being  of  the  nation  (mining,  railways,  shipping,  and  other  public 
utilities)';  a'nd 

2.  To  a  brief  suspension  of  the  right  to  stop,  as  distinct  from  a  complete  pro- 
hibition of  stoppage. 

And  further  on  accur  the  following  views,  which  are  as  applicable 
to  our  country  as  they  are  to  Great  Britain : 

*  *  *  And  I  think  that  it  might  be  feasible  in  the  United  Kingdom,  with 
advantage  to  both  employers  and  employed,  to  give  opportunity  for  such  in- 
•  vestigation  and  recommendation  as  would  bring  into  light  the  real  causes  of 
difficulties  and  create  in  the  public  mind  and  in  the  minds  of  employers  and 
employed  the  opinion  that  when  opportunity  exists  by  law  such  opportunity 
should  be  taken  advantage  of,  and  that  strikes  and  lockouts  ought  not  to  be 
commenced,  and  certainly  not  supported  by  "sympathetic"  strikes,  while  such 
investigation  and  recommendation  are  pending.  Investigation  and  recommenda- 
tion would  not  be  necessary  ifl  all  cases,  and  could  well  be  confined,  at  any  rate 
In  the  first  instance,  to  cases  in  which  the  public  were  likely  to  be  seriously 
affected. 

From  the  point  of  view  of  the  public  the  advantage  of  such  a  course  is  obvious. 
The  public  have  no  use  for  strikes  or  lockouts,  and  such  a  course  might  rea- 
sonably be  expected  to  lessen  their  number.  While  the  public  might  often 
have  much  difficulty  in  bringing  opinion  to  bear  in  favor  of  acceptance  or  re.iec- 
tion  of  technical  decisions,  which  in  many  trades  it  would  be  impossible  for 
persons  who  had  not  examined  the  question  to  understand,  their  support  to 
the  principle  that  the  ordeal  of  battle  should  give  place  to  reasonable  judg- 
ment would  probably  be  emphatic  and  frequently  effective. 

Prom  the  point  of  view  of  the  employers  such  a  course  need  not  interfere 
with  the  administrative  details  of  business  or  discipline  but  should  give  better 
opportunity  for  regular  and  consecutive  business  by  reducing  the  number  of 
strikes,  by  bringing  strikes  to  an  earlier  conclusion,  and  by  the  powerful  elfect 
whiqh  I  am  convinced  would  result  in  the  direction  of  rendering  unnecessary 
and  ineffective  the  progress  of  those  sympathetic  strikes  by  which  employers 
having  no  quarrel  with  their  own  workmen  are  now  so  frequently  disturbed. 

Eeports  of  the  satisfactory  operation  of  the  Canadian  act  and  a 
conviction  that  like  benefits  would  accrue  through  the  adoption  of 
some  of  its  provisions  in  the  United  States  induced  me  to  send  an 
assistant  to  Canada  in  September,  1914,  to  learn  at  first  hand  from 
the  managers  of  Canadian  railways  and  from  the  Canadian  depart- 
ment of  labor  their  experience  with  the  operations  of  the  act.  The 
opinion  alike  of  railway  executives  and  of  the  commissioner  of  labor 
was  that  their  disputes  and  investigation  act  was  satisfactory  and 
very  successful  in  preventing  lockouts  and  strikes.  In  discussing  the 
results  of  our  observations  with  the  executive  heads  of  11  of  our  im- 
portant railway  systems  the  opinion  was  expressed,  without  excep- 
tion, that  the  provisions  of  the  Canadian  act  were  most  helpful  in 
the  interests  of  employers,  employees,  and  the  general  public,  the 
three  parties  to  every  industrial  disturbance. 
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If  such  a  plan  were  adopted,  the  board  should  be  charged  not  only 
with  the  duties  of  mediation  and  conciliation  but  also  with  the 
duty  of  securing  settlements  of  all  questions  at  dispute,  not  on  the 
basis  of  making  concessions  that  would  dispose  of  the  matters  for 
the  time  being  only,  but  on  the  basis  of  justice  to  employer,  employee, 
and  to  the  general  public.  The  chairmanship  of  this" board  should 
certainly  be  a  permanent  position,  so  that  the  incumbent  should 
become  thoroughly  familiar  with  labor  contraots,  which  have  grown 
to  be  extremely  complex.  The  Interstate  Commerce  Commission 
should  name  a  member,  the  Federal  Trade  Commission  a  member, 
the  raihvays  one,  and  the  employees  one.  As  the  last  two  would 
admittedly  be  partisan,  the  decision  would  rest  with  the  permanent 
chairman,  the  member  from  the  Interstate  Commerce  Commission, 
and  the  member  from  the  Federal  Trade,  Commission.  The  public 
would  thus  have  three  representatives,  and  its  interests  would  seem 
thereby  to  be  fully  protected.  I  / 

That,  briefly,  was  the  plan  that  seemed  to  me  to  offer  most  promise 
of  settling  these  industrial  disputes. 

Mr.  Adamson.  Now,  have  you  completed 

Mr.  Keuttsciinitt.  The  principle  underlj'ing  it  is  simply  this — 
compulsory  investigation  and  compulsory  publicity.  There  is 
nothing  forbidding  labor  unions  to  strike  after  they  have  gotten 
through  with  this,  if  they  wish,  but  the  operation,  I  might  say,  just 
across  the  fence  in  our  neighbor's  country  shows  it  has  been  ex- 
tremely successful  in  stopping  strikes.  In  one  or  two  strikes  that 
they  have  had,  despite  the  efforts  of  these  mediation  committees,  the 
strikes  have  afterwards  been  settled  substantially  on  the  same  terms 
as  suggested  at  first  by  the  committees. 

Mr.  Adajmson.  You  have  not  finished  your  direct  statement,  haTC 
you  ? 

Mr.  Krtjttschxitt.  Yes;  except  one  or  two  things  that  I  wanted 
to  bring  out. 

Mr.  Adamson.  I  thought  you  were  weary,  and  it  occurred  to  me 
that  the  committee  might  excuse  you  for  the  day,  if  you  were  im- 
comfortable. 

Mr.  Kruttschnitt.  The  time  is  very  nearly  up,  and  I  should 
appreciate  it. 

Mr.  Thom.  Before  you  adjourn,  I  sent  for  the  copy  of  the  laws  of 
Illinois  of  1913,  in  order  to  answer  accurately  a  question  asked  by 
Judge  Sims  as  to  the  nature  of  the  imposition  by  the  State  of  Illinois 
in  regard  to  issues  of  securities. 

Mr.  Sims.  On  the  New  York  Central? 

Mr.  Thom.  On  the  New  York  Central ;  yes.  The  law  on  this  sub- 
ject is  found  in  the  chapter  entitled  "  State  public  utilities  commis- 
sion." which  is  the  act  approved  June  30,  1913,  which  went  into 
effect  January  1,  1914.  .^.       ,       . 

After  providing  in  section  23  of  that  act  that  any  securities  therein 
mentioned  which  should  be  issued  without  the  order  of  the  commis- 
sion authoriizng  the  same,  then  in  effect,  shall  be  void 

Mr   Adamson.  Will  you  please  repeat  that  statement,  please. 

Mr  Thom.  In  section  23  of  this  act  that  I  alluded  to  there  is  a 
provision  that  all  stocks  and  every  stock  certificate  and  every  bond, 
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note,  or  other  evidence  of  indebtedness  of  a  public  utility  not  payable 
within  12  months  issued  without  an  order  of  the  commission  authoriz- 
ing the  same,  then  in  effect,  shall  be  void,  unless  issued  upon  the 
authority  of  any  articles  of  incorporation,  etc. 

Now,  in  section  31,  the  tax  or  fee,  or  whatever  you  call  it,  is  imposed 
and  I  shall  read  that  section  now.  Section  31 — it  is  entitled  at  the  head 
of  it,  "  Fees  for  issuance  of  stocks  or  bonds,"  and  the  text  of  the 
section  is : 

The  commission  sliall  cUarge  every  public  utility  receiving  permission  under  this 
act  for  the  issue  of  stocks,  stock  certificates,  bonds,  notes,  and  other  evidences 
of  indebtedness,  an  amount  equal  to  10  cents  for  every  $100  of  such  securities 
authorized  by  tlie  commission,  and  the  same  shall  be  paid  into  the  State  treasury 
before  any  such  securities  shall  be  issued. 

Now  assume  that  is  imposed  in  pursuance  of  the, taxing  power  of  the 
State. 

Mr.  Sims.  In  other  words,  it  is  a  tax. 

Mr.  Thom.  They  call  it  a  fee,  but  I  think  it  is  a  tax. 

Mr.  Adamson.  We  will  adjourn  now  until  10.30  o'clock  to-morrow. 

(Whereupon,  at  1.25  o'clock  p.  m.,  an  adjournment  was  taken  until 
to-morrow,  Tuesday,  March  27,  1917,  at  10.30  o'clock  a.  m.) 
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TUESDAY,  MARCH  27,  1917. 

United  States  Senate, 
Joint  Sxtbcommitiee  on  Interstate  Commerce, 

Washington,  D.  C. 
V     J^^  ioint  subcommittee  met  at  10.30  o'clock  a.  m.,  Hon.  William  C. 
^^™son  (vice  chairman)  presiding. 

Mr.  Adamson.  The  commilitee  will  come  to  order.     Mr.  Krutt- 
schnitt,  are  you  ready  to  proceed  ? 
Mr..  Krtjttschnitt.  Yes,  sir. 

STATEMENT  OF  MR,  JULIUS  KRUTTSCHNITT— Continued. 

Mr.  Kruttschnitt.  I  wanted  to  take  a  very  short  while  in  com- 
menting on  some  of  the  statements  made  by  Mr.  Thelen,  president  of 
the  California  State  Railroad  Commission.  There  is  n  quotation  he 
makes  on  page  431  of  the  hearing,  from  the  Financial  Age,  entitled 
"  Evidences  of  railroad  prosperity,"  to  show  how  well  the  railroads 
were  doing.  Those  figures  relate  to  1916,  an  extraordinarily  good 
year,  and  they  only  take  in  a  number  of  large  systems  that  did  ex- 
tremely well.  If  you  take  the  statistics  of  the  Interstate  Commerce 
Commission,  covering  all  the  roads  of  the  country,  instead  of  showing 
10, 11,  16, 18,  and  so  on,  per  cent  available  for  dividends,  we  find  that 
the  average  rate  on  all  railroad  stock  for  the  year  1915,  which  is  the 
latest  for  which  the  commission  gives  data,  is  a  fraction  under  4 
per  cent. 

Mr.  Sims.  All  railroad  stocks ;  par  value  ? 

Mr.  Kruttschnitt.  All  railroad  stocks. 

Mr.  Sims.  Par  value? 

Mr.  Kruttschnitt.  Par  value.  It  is  fair  enough  to  show  that  some 
railroads  are  very  prosperous.  I  do  not  deny  that;  but  to  draw  a 
general  conclusion  for  the  railroads  of  the  country  we  should  take 
the  statistics  covering  all. 

Mr.  Sims.  Those  statistics  that  Mr.  Thelen  gave  there  could  only 
come  up  to  October.  The  article  in  the  Financial  Age  was  published 
in  October,  1916,  and  did  not  include  all  for  1916. 

Mr.  Kruttschnitt.  The  quotation  is  dated  October  21. 

Mr.  Sims.  Then  it  could  not  have  figures  later  than  that. 

Mr.  Kruttschnitt.  Yes ;  he  could  have  figures  for  the  year  ending 
June  30,  1916. 

Mr.  Sims.  Oh,  you  mean  the  fiscal  year. 

Mr.  Kruttschnitt.  Yes ;  the  fiscal  year. 

Mr.  Sims.  The  fiscal  year  of  1916  was  half  of  it  1915  and  half  of 
it  1916,  in  fact? 
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Mr.  Kkuttwchnitt.  Yes;  but  until  the  recent  order  of  the  com- 
mission making  the  fiscal  years  coincide  with  the  calendar  years  the 
practice  was  almost  universal  with  the  carriers  to  make  their  fiscal 
years  end  on  the  30th  of  June. 

A  great  deal  of  what  Mr.  Thelen  says  there  is  true,  as  to  the  pleas- 
ant relations  between  the  California  commission  and  the  carriers.  I 
want  to  say  that  of  all  the  State  commissions  we  have  ever  had  any- 
thing to  do  with  we  have  found  the  California  commission  the  most 
progressive  and  most  conservative  and  reasonable  to  deal  with. 

Mr.  Sims.  Such  a  statement  on  your  part  necessarily  stren.gthens 
Mr.  Thelen's  statement.  I  suppose — that  is,  that  they  are  reliable? 

Mr.  Kbttttschnitt.  Yes,  sir.  As  to  some  of  his  statements  he  is 
in  error,  and  I  just  wanted  to  point  them  out. 

Mr.  Adamson.  But  you  applied  to  the  California  commission  two 
descriptive  words  that  in  modern  pai'lance  are  usually  held  to  be 
contradictoi'y  to  each  other — "  conservative  "  and  "  progressive."  ■  ■ 

Mr.  Kedttschnitt.  Yes ;  that  is  perhaps  a  proper  criticism.  What 
I  meant  was  that  they  were  conservative  and  not  seeking  to  pull 
down  and  destroy. 

Mr.  Adamson.  I  did  not  mean  it  as  a  criticism. 

Mr.  Kritttsciinitt.  And  by  "  progressive  "  I  meant  that  they  are 
up  to  date  and  alive  to  the  necessity  for  improvements  and  safe 
methods,  and  so  on. 

Mr.  Adamson.  They  go  ahead  prudently  ? 

Mr.  Keuttschnitt.  Yes,  sir. 

Mr.  Adamson.  I  did  not  mean  it  as  a  criticism,  but  simply  to  call 
your  attention  to  it  in  order  that  you  might  make  a  more  explicit 
st.;itement  about  it. 

Mr.  Krtjttschnitt.  There  is  an  old,  very  apt  Latin  criticisni 
«  liich  I  remember  from  school  days,  •which  is  to  "  make  haste  slowly^" 
«hicli  fits  it. 

'  Mr.  Adamson.  Some  other  old  American  patriarch  has  said,  "  Be 
sure  you  are  right  and  then  go  ahead." 

Mr.  Keuttschnitt.  Yes. 

Mr.  Sims.  He  did  not  say  go  ahead  too  fast,  though. 

Mr.  Adamson.  Be  sure  you  are  right  and  it  does  not  make  any 
difference  how  fast  you  go. 

■  Mr.  Hamilton.  Let  me  ask  you  this,  before  you  pass  to  what  you 
have  in  mind :  Have  you  prepared  or  are  you  going  to  insert  in  your 
statement  a  list  of  the  railroads  that  were  not  taken  into  considera- 
tion in  Mr.  Thelen's  statement  as  to  dividends? 

Mr.  Kjiuttschnitt.  No;  I  did  not  intend  to  do  that.  His  state- 
ment covers  a  quotation  from  a  New  York  financial  paper,  taking  in 
about  15,  as  I  should  take  it,  large  roads  and  very  prosperous  ones. 
The  commission's  statistics  take  in  all  the  railroads  of  the  United 
States. 

Mr.  Hamilton.  Precisely.  So  it  is  easier  to  differentiate,  taking 
your  statement  into  consideration  with  his.     I  understand.  > 

Mr.  Keuttschnitt.  Yes,  sir;  the i statement  I  give  is  based  on  the 
latest  copy  of  the  Intet-state  Commerce  Commission's  Statistics  of 
Railroads  of  the  United  States. 

Mr.  Sims.  But  do  you  insist  that  the  percentage  of  earnings  based 
on  par  value  is  a  fair  way  to  look  at  the  matter?     Some  stocks  are 
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above  par  and  some  below — I  mean  the  market  ^alue— some  of  them 
are  above  par  and  some  below. 

Mr.  Krtjitschnitt.  You  must  necessarily  make  some  standard  on 
which  to  base  the  returns. 

Mr.  Sims.  Take  the  market  value  of  the  stocks. 

Mr.  Hamilton.  That  is  fluctuating,  is  it  not? 

Mr.  Kruttschnitt.  If  you  stated,  for  instance,  that  a  stock  was 
paying  4  per  cent,  and  it  was  selling  at  50,  paying  2  per  cent,  no  one 
would  know  exactly  what  was  meant.  But"' if  you  say  a  stock  is 
paying  4  per  cent,  it  is  universally  understood  that  you  are  referring 
to  the  par  value  of  the  stock,  whifch  is  well-nigh  universally  100. 
There  are  some  stocks  lower,  but  in  such  cases,  both  in  the  reports 
of  the  stock  market  and  in  conversation,  you  would  specify  par  value 
25  or  50.  But  they  are  very  unusual ;  there  are  very  few  roads  that 
have  par  values  of  less  than  100. 

Mr.  Sims.  Very  few,  you  mean,  of  the  whole  number  of  roads? 

Mr.  Kruttschnitt.  Yes.  I  say  the  practice  is  almost  universal  to 
have  the  par  value  100. 

Mr.  SjMS.  I  know ;  but  the  market  ^■alue  of  the  stocks? 

Mr.  Kruttschnitt.  The  market  value  varies  from  day  to  day,  and 
you.  might  say  from  hour  to  hour. 

Mr.  Sims.  Well,  the  average. 

Mr.  Adamson.  You  are  not  talking  about  returns  on  the  market 
value  of  the  stock? 

Mr.  Kruttschnitt.  No  ;  I  mean  the  par  value. 

Mr.  Hamilton.  We  ha\e  got  to  have  some  standard  for  compar- 
ison. 

Mr.  Kruttschnitt.  Senator  Phelan  speaks  of  a  certain  number  of 
roads  here  to  show  the  activity  of  railroad  construction  in  California, 
to  show  that  construction  is  active  and  reasonably  rapid.  He  gives, 
for  instance,  the  Paiioche  Valley  Railroad.  That  railroad  has  not 
been  built.  It  is  nothing  but  a  spur  to  a  magnesite  mine.  It  was 
projected,  but  has  never  been  built.  The  Martinez  &  Concord,  one 
of  his  other  roads,  is  dead.  The  California  Southern,  20  miles,  is  a 
little  spur  of  the  Santa  Fe.  The  Patterson  &  Western  is  another  spur 
to  a  magnesite  mine,  not  a  regular  railroad.  It  is  a  spur  from  the 
Southern  Pacific.  The  Hetch  Hetchy  road  is  a  road  built  to  carry  the 
materials  up  into  Hetch  Hetchy  Valley  for  the  San  Francisco  city 
water  development. 

Mr.  Hamilton.  Will  that  road  cease  to  exist  after  the  water  devel- 
opment is  completed  ? 

Mr.  Kruttschnitt.  Presumably. 

The  Fresno  Interurban  is  a  short  road  built  for  sale,  is  for  sale,  and 
I  know  can  be  bought  very  cheap.    It  is  on  the  bargain  counter. 

Mr.  Hamilton.  You  referred  to  a  road  back  there  as  dead.  What 
did  you  mean  by  that  ? 

Mr.  Kruttschnitt.  It  has  been  abandoned.  The  project  has  been 
abandoned ;  nothing  done. 

Mr.  Hamilton.  No  track  laid,  even  ?  _ 

Mr.  Kruttschnitt.  No;  it  was  projected,  but  nothing  has  been 

The  Tidewater  Southern  was  another  small  road  built  in  the  San 
Joaquin  Valley  southward  from  Stockton,  notably  for  sale,  and  it 
has  been  sold  to  the  Western  Pacific. 
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The  Indian  Valley  road  is  a  copper  mine  spur. 

Those  are  the  ones  referred  to  by  Mr.  Phelan.  There  are  others 
that  he  did  not  refer  to.  The  San  Diego  &  Arizona,  in  his  narrative 
testimony,  he  said  had  been  revived,  I  think,  by  the  California  com- 
mission. I  thought  it  had  been  revived  by  the  Southern  Pacific,  as  we 
made  arrangements  with  the  owners  and  projectors  of  that  road  some 
time  to  acquire  a  half  interest  in  it  and  to  finance  it.  The  road  had 
stopped,  after  constructing  part  of  its  mileage,  on  account  of  difficulty 
in  obtaining  money. 

There  is  the  Northern  Electric  Railway,  finished  some  time  ago,  a 
system  of  152  miles,  that  was  for  sale  ,and  in  bankruptcy  a  few 
months  after  it  was  completed.  There  was  the  Western  Pacific  Rail- 
road that  has  recently  been  through  bankruptcy.  The  Tidewater 
Southern  I  have  referred  to.  '  He  referred  to  16  miles.  I  have  here 
33  miles  that  they  completed,  but  that  has  all  been  sold  to  the  West- 
ern Pacific. 

The  Ocean  Shore  Railroad,  of  54  miles,  down  the  Pacific  Coast 
from  San  Francisco  to  Santa  Cruz,  was  notably  built  for  sale,  and  it 
went  into  bankruptcy  a  few  months  after  its  completion.  I  speak 
advisedly  because  the  projectors  of  the  road  several  times  came  into 
my  office  jokingly  and  said  that  we  would  buy  that  road  sooner  or 
later.  I  told  them  I  thought  not.  We  had  made  the  surveys,  had 
them  on  file,  and  knew  that  the  road  was  impracticable;  yet  they 
built  it. 

In  Texas  there  is  the  San  Antonio,  Uvalde  &  Gulf,  of  360  miles, 
that  was  in  a  receiver's  hands  almost  as  soon  as  it  was  completed. 

There  is  a  sho'rt  road  built  very  near  San  Antonio,  from  McDon- 
ough  Station,  on  our  line;  southerly.  That  road  was  in  difficulty 
from  the  beginning  in  getting  money;  and  it  is  unique,  perhaps,  in 
being  a  road  that  was  offered  as  a  gift  twice  and  refused.  It  was 
offered  to  our  road  as  a  gift,  without  payment  of  any  money,  if  we 
would  operate  it.     I  told  them  we  could  not  afford  to  take  it. 

The  Lake  Charles  &  Northern  Road  is  a  little  road  that  was  in 
very  sore  straits  in  Louisiana  and  was  bought  by  us  some  years  ago. 
There  is  the  Yosemite  Valley  road,  of  78  miles,  built  from  a  sta- 
tion on  our  line  in  the  San  Joaquin  Valley,  up  to  the  entrance  of  the 
Yosemite  Valley,  that  was  also  built  for  sale,  the  promoters  stating 
that  we  should  buy  it  sooner  or  later.  It  is  not  in  bankruptcy,  be- 
cause it  has  rich  friends,  but  it  has  for  many  years  been  on  the  bar- ' 
gain  counter. 

I  have  had,  sent  me  the  rates  of  money  borrowed  by  proposed  and 
existing  steam  roads  in  California,  gotten  from  the  "annual  reports 
to  the  State  railroad  commission,  to  show  by  the  rates  at  which  the 
bonds  are  taken  by  the  public,  the  measure  of  the  desirability  of 
those  bonds.  There  is  the  California  Western  Railroad  &  Naviga- 
tion Co.,  which  sold  bonds  during  the  year  ending  June  30.  1915  at 
a  price  which  yielded  6^  per  cent.  The  Death  Valley  Railroad  sold 
bonds  in  1915  and  1916  at  prices  which  yielded  6-J:  and  6^  per  cent 
The  Nevada  County  Narrow  Gauge  sold' bonds  in  1915  oii  the  basis 
of  6i  per  cent.  The  Western  Pacific  first-mortgage  golds,  due  March 
1,  1946,  sold  quite  recently  at  a  price  to  yield  5|"per  cent.  The  Ne- 
vada, California,  Oregon  Railway  sold  bonds  in  1915  and  1916  on  a 
basis  to  yield  TJ  and  7|  per  cent. 
Mr.  Sims.    Are  those  long  time  or  short  time  bonds? 
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Mr.  Kruttschnitt.  I  can  not  give  you  that,  except  as  to  the 
Western  Pacific.     Their  bonds  are  due  in  1946. 

Mr.  Sims.  That  7-per-cent  bond  that  you  referred  to,  that  is  what 
I  am  asking  about. 

Mr.  Kruttschnitt.  I  have  not  their  term.  I  assume  they  are  rea- 
sonably long  periods,  because  the  term  "notes"  is  generally  used 
when  they  mature  in  a  very  short  period — from  2  to  10  years. " 

Mr.  Sims.  Is  that  7  per  cent  road  a  solvent  road,  the  one  that  sold 
bonds  that  would  earn  seven  and  some  odd  per  cent  ? 

Mr.  Keitttschnitt.  I  think  that  is  the  Nevada,  California  &  Ore- 
gon. I  should  say  now,  as  part  of  the  road  has  been  sold  to  the 
Western  Pacific  quite  recently,  that  the  owner  called  on  me  about  a 
month  ago  and  told  me  that  he  was  at  the  end  of  his  rope,  and  he 
had  to  sell  a  piece  of  the  road  in  order  to  keep  the  other  piece.  It 
was  not  prosperous;  it  was  very  much  the  reverse. 

Mr.  Hamilton.  Just  in  what  relation  to  Mr.  Thelen's  testimony, 
will  you  state,  have  you  referred  to  these  railroads? 

Mr.  Kruttschnitt.  A  good  deal  of  Mr.  Thelen's  testimony  is 
taken  up  in  showing  that  the  influence  of  State  regulation  is  benign 
and  fosters  railroad  construction  and  railroad  prosperity.  I  did  not 
refer  to  it  particularly,  because  the  answer  is  almost  self-evident. 
He  takes,  for  instance,  the  Santa  Fe  and  the  Southern  Pacific  to  show 
how  prosperous  they  were.  Neither  line  has  a  very  large  percentage 
of  its  mileage  in  California.  The  Southern  Pacific  has  perhaps  20 
to  25  per  cent  of  its  total  mileage  in  California,  but  the  other  75  or 
80  per  cent  is  in  other  States ;  and  the  same  with  the  Santa  Fe. 

Mr.  Sims.  And  the  roads  that  you  have  just  referred  to  are  not 
prosperous  roads,  and  a  greater  percentage  of  them  is  located  in 
California  ? 

Mr.  Kruttschnitt.  They  are  all  in  California,  except  where  I 
stated  otherwise.  I  mentioned  a  road  in  Louisiana  and  several  roads 
in  Texas. 

Mr.  Sims.  But  they  are  weak  and  short,  not  prosperous  roads,  as  a 
rule  ? 

Mr.  Kruttschnitt.  Yes,  sir. 

I  think,  Mr,  Chairman,  that  is  about  all  I  wish  to  say. 

Mr.  Adamson.  Judge,  do  you  want  to  cross-examine? 

Mr.  Sims.  You  are  chairman  of  the  committee. 

Mr.  Adamson.  I  have  not  heard  all  of  his  statement,  and  I  will 
defer  my  examination. 

Mr.  Sims.  I  would  suggest  that  the  Senator  be  permitted  to  lead, 
as  he  was  last  the  other  day. 

Mr.  Adamson.  Senator  Townsend,  you  are  the  only  Senator  pres- 
ent, I  think.     I  yield  to  you  to  cross-examine. 

Senator  Townsend.  I  was  trying  to  find  the  testimony  of  Mr. 
Gompers  and  several  other  gentlemen  who  were  before  the  Com- 
mittee on  Interstate  Commerce  of  the  Senate  on  the  question  of  the 
regulation  of  railroads  a  month  or  two  ago.  I  have  not  been  able  to 
locate  that  testimony,  but  I  am  going  to  quote  from  my  memory, 
whi  eh  I  think  is  correct,  on  the  sub]  ect.  He  insisted  that  the  Canadian 
arbitration  act  was  a  failure;  that  it  was  approved  by  no  one,  as  I 
recall  it,  neither  the  men  nor  the  shippers,  nor  the  people  themselves ; 
that  it  had  not  resulted  in  such  benefits  as  were  expected  of  it,  and, 
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in  fact,  that  the  condition  in  Canada  under  that  law  was  worse  than 
the  condition  in  the  United  States  under  the  Newlands  arbitration 
law.  Your  testimony  on  jresterday,  as  I  recall  it,  was  to  the  effect 
that  the  investigation  that  had  been  made  there  by  the  Government 
and  others  had  pronounced  that  law  a  success.  Am  I  correct  as  to 
your  statement  ? 

Mr.  KEUTTSCHNirr.  You  are.  Mr.  MacKenzie  King,  the  ex-Ca- 
nadian minister  of  labor,  in  an  address  made  before  a  meeting  which 
I  attended,  explained  the  workings  of  that  law  and  pronounced  it  a 
inost  unqualified  success.  I  had  the  pleasure  afterwards  of  meeting 
Mr.  King  socially,  and  on  account  of  my  interest  in  the  matter,  I 
took  the  matter  iip  again  with  him  and  discussed  the  workings  of 
the  law,  and  he  again  assured  me  that  the  law  had  been  very  success- 
ful in  its  workings.  I  stated  in  the  memorandum  that  I  had  read 
by  my  secretary  yesterday  that  I  sent  a  representative  to  Ottawa  per- 
haps two  or  three  years  ago  to  interview  the  minister  of  labor,  Gov- 
ernment officials,  and  railroad  officials,  and  received  the  same  assur- 
ance as  to  the  success  of  the  law  that  I  got  from  Mr.  King. 

I  embodied  in  my  memorandum  an  examination  made  of  the  law 
by  Sir  George  Askwith,  chief  industrial  commissioner  of  the  British 
Board  of  Trade,  which  was  presented  to  both  Houses  of  Parliament 
of  Great  Britain.  He  investigated  the  workings  of  that  act,  and  I 
quoted  about  a  page  and  a  half  from  his  report,  which  corroborated 
everything  that  the  Canadian  misisters  of  labor  had  said  of  it.  That 
you  will  have  before  you,  as  it  is  in  the  proceedings. 

I  think  we  have  to  judge  of  the  act  by  what  it  has  accomplished, 
or,  to  use  the  old-time  adage,  "The  proof  of  the  pudding  is  in  the 
eating  " ;  and  I  give  here  in  my  memorandum  a  report  of  the  United 
States  Board  of  Mediation  and  Conciliation,  dated  November  1, 1916, 
which  shows  that  from  the  passage  of  the  Canadian  disputes  act  in  1907 
up  to  October  18,  1916,  a  total  of  212  disputes  were  referred  for  ad- 
justment under  its  provisions.  The  total  number  of  boards  of  con- 
ciliation established  under  the  act  was  182,  the  remaining  30  dis- 
putes being  settled  without  the  establishment  of  boards.  The  num- 
ber of  disputes  where  a  strike  was  not  averted  or  ended  was  21.  The 
report  states  in  approximately  90  per  cent  of  the  cases  brought  under 
the  act,  therefore,  its  provisions  were  effective,  so  far  as  actually 
preventing  strikes  was  concerned. 

It  seems  to  me  that  if  we  can  not  stop  100  per  cent  of  strikes 
we  would  be  making  a  very  good  stagger  if  we  could  stop  90  per  cent 
of  them;  and  if  that  could  be  done  under  an  act  similar  to  the 
Canadian  disputes  act  we  might,  by  the  wisdom  acquired  in  adminis- 
tering this  act,  get  sufficient  information  to  reduce  the  remaining  10 
per  cent — perhaps  get  a  little  more  off.  I  do  not  Imow  that  we  could 
ever  attain  perfection  and  stop  all  strikes.  It  is  a  condition  v^ry 
much  to  be  desired;  but  if  we  could  stop  90  per  cent  it  would  be  a 
splendid  beginning. 

Senator  Townsend.  I  have  been,  as  is  known,  for  years  a  very 
ardent  supporter  and  believer  in  a  compulsory  investigation  law.  I 
did  introduce  several  bills  in  the  House  and  had  them  pending  in 
the  Senate  and  received  a  favorable  report  in  the  House  and  also  in 
the  Senate,  but  the  statement  that  was  made  was  that  under  the 
Newlands  Act  fewer  strikes  had  occurred  in  the  United  States  than 
occurred  in  Canada  under  that  act  for  the  same  length  of  time ;  and 
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it  was  presented  here  as  being  opposed  not  only  by  the  laborers,  but 
by  the  people  generally.  I  was  surprised  when  I  heard  that  testi- 
mony, because  it  had  been  contrary  to  my  understanding  of  the 
situation. 

Mr.  Keuttschnitt.  I  share  your  surprise.  This  statement^not 
mine,  but  of  the  United  States  Board  of  Mediation— that  there  were 
21  strikes  in  nine  years,  or  an  average  of  a  little  over  2  a  year,  it 
seems  to  me  is  a  very  strong  confirmation  of  the  opinion  that  the 
act  is  helpful  in  preventing  strikes. 

Senator  Town  send.  Can  you  speak  for  the  railroad  managers  suf- 
ficiently to  state  whether  they  are  in  favor  of  a  compulsoi-y  investiga- 
tion law  which  would  make  public  all  of  the  incidents  connected 
with  a  strike  or  a  pending  strike? 

Mr.  Kruttschnitt.  At  the  time  I  had  the  personal  investigation 
made,  by  sending  a  representative  to  Canada,  I  prepared  a  brief 
report  of  his  visit  and  the  opinions  he  had  gotten  from  Canadian 
railway  officers  and  from  the  Canadian  Government  officers  of  the 
utility  of  the  act,  and  I  sent  it  around  to  11  executives  of  the  prin- 
cipal.  American  railways,  and  they  all  approved  it.  To  be  very  ac- 
curate, I  think  one  said  at  the  time  thiat' while  he  approved  it  he 
did  not  think  the  time  was  opportune  to  try  to  have  such  a  law 
passed;  but  my  recollection  is  quite  clear  that  with  that  brie  single 
qualification  the  indorsements  Avere  all  unqualified. 

Senator  Townsend.  Another  thing  that  you  have  mentioned  sev- 
eral times  is  the  fact  that  legislation  has  hampered  the  operation 
of  the  railroads  and  thereby  affected  their  credit.  Do  yoir  believe 
that  the  interstate-commerce  law,  even  with  its  amendments,  as  a 
whole,  has  been  detrimental  to  the  railroads  of  the  couptry? 

Mr.  KrJTTTTSCHNrrr.  No;  I  do  not. 

Senator  Townsend.  It  has  been  highly  beneficial,  has  it  not? 

Mr.  Kruttschnitt.  I  think  so.  It  has  substituted  regulation  for 
freedom  of  action  in  a  great  many  directions,  but  I  think  there  has 
been  compensation  and  more  than  compensation  by  the  elimination 
of  abuses. 

Senator  Townsend.  And  yet  that  law.  as  T  recall  it,  when  the  bill 
was  before  CongTess  and  when  amendments  had  been  proposed  gen- 
erally— the  railroads  appeared  in  opposition  to  it,  did  they  not? 

Mr.  Kruttscitnitt.  I  think  in  the  main  you  are  right. 

Mr.  Adamson.  Has  not  that  been  true  of  every  amendment? 

Senator  Townsend.  I  was  just  getting  into  that. 

Mr.  Kruttschnitt.  I  think  this  is  also  true:  That  the  j'ailroads 
Irave  learned  their  lesson,  and  heave  learned  it  quite  thoroughly. 

Senator  Townsfnd.  I  was  wondering  if  they  had.  That  is  the 
point  that  interests  me,  because  you  geritlemen  are  certainly  skilled 
in  your  business,  aiid  your  reputation  is  such  as  to  warrant  confi- 
dence. But,  having  been  on  this  committee  throughout  so  many 
years,  and  met  wit'h  opposition  to  things  that  seemed  to  us  to  be 
good,'  and  which  were  subsequently  demonstrated  to  be_  good,  and 
admitted  now  by  you  and  others  as  being  good,  I  should  like  to  know 
that  we  could  have  confidence  in  your  judgment  at  this  time  on  these 

Sll  Dl  6Ct£ 

Mr.  Kruttschnitt.  I  will  say  that  there  are  some  few  things  that 
we  would  like  to  see  altered.  For  instance,  this  stereotyped  delay 
in  the  application  for  increase  of  a  rate.     That  delay  is  nearly 
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always  the  maximum  delay  allowed  to  the  commission  by  the  law. 
We  do  not  think  for  a  moment  that  that  is  because  of  the  indisposi- 
tion of  the  commission  to  listen  to  our  side  of  the  case,  but  that  it  is 
due  to  the  fact  that  they  are  overworked;  that  they  have  not  the 
time,  and  that  they  are  forced  to  procrastinate. 

Senator  Townsend.  I  realize  that ;  I  think  everybody  does. 

Mr.  Keuttschnitt.  The  principal  reason  we  have  come  before 
you  now  is  to  ask  to  be  relieved  of  a  large  number  of  masters;  in 
other  words,  to  be  subjected  to  the  regulation  and  control  of  one 
master  instead  of  many.  I  think  from  what  has  been  said  here 
already  to  the  committee  that  it  must  be  evident  to  you  that  the 
multiplicity  of  views  about  regulation  and  interference  in  the  man- 
agement of  railroad  affairs  is  embarrasing,  very  embarrassing,  and 
when  these  facts  are  known  to  the  investing  world  it  makes  invest- 
ment in  railroad  securities  unattractive  in  comparison  with  other 
securities  in  companies  the  operations  of  which  are  not  hampered  by 
either  close  regulation  or  management. 

Senator  Townsend.  You  have  mentioned  several  times,  as  did  also 
Judge  Lovett,  that  the  element  of  speculation  must  enter  into  the 
financing  of  railroad  properties ;  there  must  be  an  opportunity  for 
extraordinary  earnings  else  capital  would  not  invest.  Now,  to  what 
speculation  do  you  have  reference?  What  speculative  value  could 
be  found  in  legitimate  railroading? 

Mr.  Keuttschnitt.  I  would  illustrate  that  in  this  way :  A  com- 
munity wants  a  railroad.  They  get  out  a  prospectus  and  figure  that 
the  earnings  are  going  to  be  very,  very  large,  very  profitable.  Most 
men,  when  brought  face  to.  face  with  that,  would  naturallj'  ask  the 
community,  "  If  they  are  so  very  profitable,  why  don't  you  build  a 
road?  "  There  are  always  a  great  many  excuses  why  they  should 
not.  I  remember  distinctly  the  case  of  a  road  in  Oregon,  the  con- 
struction of  which  came  under  me  at  a  time  when  I  was  serving  the 
Ur.ion  Pacific  as  well  as  the  Southern.  CoiTimunities  in  Oregon  had 
been  doing  just  what  I  said;  they  had  been  circulating  prospectuses 
as  to  the  fertility  of  the  country  to  be  served,  the  amount  of  tonnage 
to  be  expected,  apd  painted  the  situation  in  the  most  rosy  colors ;  and 
it  was  the  practice  whenever  Mr.  Harriman  or  I  went  up  into  Oregon, 
particularly  to  Portland,  for  these  people  to  tackle  us  and  urge  con- 
struction of  this  road.  We  asked  several  times,  "  Why  don't  you 
gentlemen  build  this  road  ?  It  is  a  very  small  affair  " — I  think  it 
was  150  or  160  miles — ^"  If  the  profits  are  so  great  and  the  demands 
are  so  urgent  for  transportation  facilities,  this  must  be  a  splendid 
investment,  and  why  do  you  neglect  the  opportunity  of  going 
into  it?" 

I  never  remember  that  they  gave  a  very  satisfactory  answer,  but 
at  a  dinner  that  they  gave  Mr.  Herriman,  at  which  I  was  present, 
when  they  urged  him  to  build  it,  he  finally  said :  "  I  make  you  this 
proposition — let  us  go  into  this  road  as  partners.  I  will  go  into  it 
with  you.  I  will  furnish  half  the  money,  you  to  furnish  the  .other 
half.  Now,  it  is  a  fine  investment,  according  to  you,  and  you  ought 
to  have  no  trouble  getting  a  very  high  return  on  your  money."  As  1 
remember  there  was  dead  silence.  There  was  no  answer  to  Mr.  Har- 
riman's  proposition. 

The  situation  remained  so  acute  and  was  the  causfe  of  so  much  irri- 
tation that  Mr.  Harriman  at  last  yielded  and  did  build  the  road, 
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which  was  completed  about  1911  or  1912,  before  the  unmerger  of 
the  Union  Pacific  and  the  Southern  Pacific  systems.  About  a  year 
ago  a  man  who  has  been  associated  with  us  in  former  years  in  build- 
ing branch  roads  conceived  the  idea  of  building  some  roads  in  the 
same  territory,  and  asked  me,  as  a  friend,  for  advice;  and  to  write 
him  a  proper  letter  of  advice  I  went  to  my  former  Union  Pacific 
associates  and  asked  them  if  they  would  mind  telling  me  what  had 
been  the  returns  on  this  road  that  Mr.  Harriman  had  been  almost 
compelled  to  build.  They  told  me  they  had  no  objections  whatever, 
and  they  showed  that  the  road  had  just  about  paid  its  operating  ex- 
penses— a  little  more — and  all  the  money  invested  in  it  was  a  dead 
investment — was  producing  nothing,  and  that  was  about  the  early 
part  of  1916.  The  road  was  finished,  I  should  say,  in  1911  or  1912, 
and  after  four  years  was  barely  paying  operating  expenses. 

Senator  Townsend.  What  would  have  been  the  loss  to  the  coun- 
try if  that  road  had  not  been  built  ? 

Mr.  Kruttschnitt.  I  do  not  think  there  would  have  been  any. 
Of  course,  it  is  a  convenience  to  the  people  there,  but  they  can  not 
possibly  produce  enough  tonnage  to  support  the  road. 

Senator  Townsend.  Your  speculative  value  that  you  have  illus- 
trated there  was  in  reference  to  a  new  road.  Of  what  value  is  the 
speculative  interest — before  I  get  to  that  question :  What  right  have 
intelligent  people  anywhere  to  believe  that  there  could  be  an  ex- 
orbitant return  on  the  proper  operation  of  a  railroaid,  under  the 
regulations  prescribed  for  interstate  commerce,  which  prescribe  only 
just  and  reasonable  rates? 

Mr.  Kruttschnitt.  I  had  hardly  finished  my  answer.  I  had 
started  by  stating  that  communities  wanted  these  roads  built,  and 
were  unwilling  to  put  their  own  money  in  these  enterprises,  but  were 
quite  willing  that  others  should  put  their  money  in  on  the  specu- 
lation that  thej'  might  get  returns  that  would  justify  the  risk.  I 
want  to  state,  out  of  respect  to  Mr.  Harriman's  business  acumen,  that 
I  do  not  think  he  ever  built  this  road  with  the  idea  of  ever  getting 
very  large  returns,  but  he  built  it  because  the  public  he  was  serving 
in  a  great  many  other  directions  practically  insisted  that  he  should. 

Senator  Townsend.  You  are  not  asking  for  any  special  legislation 
that  would  help  such  a  proposition  as  that,  are  you? 

Mr.  Kruttschnitt.  I  would  not  ask  any  except  as  has  been  pointed 
out  before  that  we  should  get  reasonable  rates.  If  the  road  can  not 
live  under  them  I  suppose  we  should  have  to  charge  it  up  to  bad 
judgment  or  excessive  good  nature. 

Senator  Townsend.  Now,  I  say,  your  example  has  referred  to  the 
financing  of  a  new  proposition.  How  does  the  speculative  value 
enter  into  the  operation  or  management  of  roads  already  in  ex- 
istence ? 

Zklr.  Kruttschnitt.  This  speculative  element  entered  into  the  con- 
struction of  those  roads  from  the  beginning.  If  the  parties  who  put 
their  money  in  are  restricted,  we  will  say,  to  i  per  cent  or  4^.  or  even  5 
per  cent  returns  on  a  project,  the  future  of  which  is  imcertain,  they 
would  be  very  foolish  to  put  their  money  into  such  a  concern,  because 
they  can  find  investments  elsewhere,  the  returns  on  which  are  certain 
and  on  which  they  can  get  that  much  or  more. 

Senator  Townsend.  Now,  you  are  referrmg  to  nev  ly  constructed 
roads? 
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Mr.  Krctttschnitt.  I  can  not  refer  back,  or  I  can  not  very  well 
suppose  a  road  now  in  operation  where  that  speculative  element  did 
not  enter  into  its  construction.    , 

Senator  Town  send.  Well,  now,  what  proportion  of  the  roads  of 
this  country  are  owned  to-day  by  the  men  who  built  them,  who  put 
their  money  into  them  with  the  proposition  they  were  going  to  get 
a  speculative  value  out  of  them? 

Mr.  Kruttschnitt.  Oh,  I  can  not  say. 

Senator  Townsend.  A  very  small  proportion  of  the  railroads,  is 
it  not? 

Mr.  Kruttschnitt.  I  would  say  that  I  believe  that  a, great  many — 
perhaps  most,  as  you  put  it — of  the  men  who  promoted  these  roads 
are  no  longer  in  them. 

Senator  Townsend.  Well,  then,  I  am  at  a  loss  to  understand  the 
application  of  the  argument  that  we  must  encourage  a  speculative 
element  in  order  to  have  the  roads  properly  operated. 

Mr.  KRUTTSCHNirr.  If  the  people  who  have  their  money  now  in 
these  rquds,  who  now  own  them,  have  no  certain  or  guaranteed  re- 
turn— that  is,  if  they  are  not  lured  on  by  the  spirit  of  speculation 
and  hope  of  getting  a  larger  return  in  the  future  to  make  up  for  what 
they  consider  unsatisfactory  returns,  now  or  in  the  past — ^they  will 
take  their  money  out  of  those  projects  and  put  it  into  otliers  that 
offer  more  certain  and  more  attractive  returns,  and  you  will  get  no 
people  who  will  in\est  in  the  securities  of  the  roads  under  the  condi- 
tions that  put  a  very  lo\\-  maximum  on  the  returns  and  let  the  mini- 
mum take  care  of  itself. 

Senator  Townsend.  I  am  in  hearty  sympathy  with  the  proposition 
that  there  should  be  stability,  and  that  there  should  be  reasonable 
certainty,  as  nearly  as  can  be,  in  reference  to  railroad  operation ;  but 
I  still  must  beg  your  pardon  if  I  fail  to  see  how  you  have  demon- 
strated, or  anyone  else  has  demonstrated,  as  a  statement  of  fact,  that 
speculation  is  necessary  in  order  to  operate  railroads.  What  right 
has  any  man  of  intelligence  to  expect  a  speculative  profit  out  of  rail- 
road  operation  with  the  laws  of  our  country  as  they  are  to-day  and 
these  questions  having  been  determined  so  often  by  the  Supreme 
Court  of  the  United  States? 

Mr.  TiioM.  May  I  interrupt  a  moment.  Senator,  to  say  a  word 
there? 

Senator  Townsend.  Certainly. 

Mr.  TiioM.  I  made  an  argument  on  this  subject,  and  I  heard  Judge 
Lovett's  remarks  on  the  subject,  and  my  understanding  of  his  posi- 
tion and  my  assurance  as  to  my  own  iu  respect  to  this  matter,  was  that 
we  recognized  that  under  regulation  the  speculative  element  is  with- 
drawn, and  therefore  in  order  to  get  the  new  capital  necessary  to 
keep  these  utilities  up  to  the  point  of  adequate  usefulness  you  must 
now  appeal  not  to  the  speculative  element  but  to  those  investors  who 
require  assurance  as  to  stability  and  as  to  certainty,  and  consequently 
eliminating  the  speculative  element  and  eliminating  the  other  sources 
of  credit  we  come  down  to  the  problem  before  the  American  Con- 
gress and  the  country,  as  to  how  now  we  are  to  get  the  necessary 
money  out  of  the  only  class  of  investors,  which  is  left,  and  that  is 
the  class  which  must  be  attracted  by  stability  and  certainty. 

Senator  Townsend.  I  understand  that  position  very  fully,  but 
that  has  not  been  the  position  that  has  been  taken. 
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Mr.  Adamson.  My  recollection,  Senator  Townscncl,  of  Mr.  Thorn's 
argument  yas  that  he  was  emphasizing  the  fact  that  formerly  specu- 
lative instinct  led  men  to  go  into  these  railroads,  but  under  strict 
regulation  that  has  been  eliminated. 

Senator  Townsend.  I  was  not  a  member  of  the  committee  and 
pi-esent  when  Mr.  Thom  was  testifying,  and  while  he  told  me  he  was 
going  to  send  me  his  testimony,  I  have  not  yet  received  it.  I  simply 
listened  to  the  testimony  of  Judge  Lovett  and  of  the  present  witness. 

Mr.  Thom.  Judge  Lovett's  position,  unmistakably,  Senator,  if  you 
will  read  what  he  said,  accords  with  what  I  said. 

Mr.  Hamilton.  I  understood  the  railroads'  position  to  be,  so  far, 
that  there  was  no  longer  room  for  adventure;  that  the  time  for 
adventure  had  passed. 

Mr.  Thom.  That  is  it. 

Senator  Townsend.  Another  thing  that  you  stated  the  other  day, 
or  a  complaint  that  you  made,  was  that  under  existing  regulation  by 
the  States  generally,  and  possibly  by  the  Interstate  Commerce  Com- 
mission, the  claims  for  shippers,  or  rather  proposed  increases  in 
rates  for  railroads,  should  go  into  effect  at  once  instead  of  waiting 
for  some  time  for  determination  by  the  Interstate  Commerce  Cora- 
mission,  during  which  time  the  proposed  rate  is  suspended.  You 
figure  that  it  would  be  better,  as  I  understand,  to  have  that  go  into 
effect  at  once,  and  yet  I  can  liot  understand  how,  if  that  proposed 
rate  should  be  declared  illej>al.  how  the  shippers  would  be  able  to 
get  any  redress  at  all.  Some  of  them  would,  I  can  readily  see  that, 
but  the  great  majority  of  them,  whose  goods  and  products  had  been 
mingled  with  others  and  who  had  sold  their  stuff  to  the  local  dealer, 
possiblj',  and  the  freight  rate  had  entered  into  the  proposition — ^how 
are  those  people  going  to  get  any  redress  if  they  should  be  made  im- 
mediately operative  and  then  afterwards  found  illegal? 

Mr.  Keuttschnitt.  The  freight  I'ate,  as  I  pointed  out  yesterday, 
in  a  majority  of  articles  of  commerce  is  an  extremely  small  percent- 
age of  its  cost.  It  should  not  affect  the  price  of  commodities  to  the 
consumer  to  any  great  extent.  Of  course,  if  the  middleman  has 
bought  goods  and  has  largely  increased  their  prices  and  sold  them 
to  the  ultimate  consumer,  it  would  perhaps  be  difficult  for  the  ulti- 
mate consumer  to  get  back  the  increases  from  him,  but  the  amount  of 
those  sales  must  be  small,  and  if  the  rate  went  into  effect  at  once  and 
the  commission  ordered  a  restitution,  it  devolves  upon  the  railroads 
to  keep  account  of  the  freights  paid  and  to  return  them  to  the  people 
who  paid  them.  On  the  other  hand^  if  the  suspensions  continue  to  be 
made  as  they  are  now,  the  carrier  has  no  redress  if  the  commission 
finds  the  rates  justifiable  and  reasonable.  The  carrier  in  the  interin;! 
of  the  suspension  has  lost,  without  any  hope  of  ever  getting  back, 
the  difference  between  the  rate  finally  fixed  by  the  commission  and 
the  one  appealed  from. 

Senator  Townsend.  I  see  that.  I  understood  that  when  the  law 
was  passed,  and  I  could  see  where  possibly  there  would  be  an  injustice 
done,  but  let  us  take  the  example,  for  instance,  of  the  farmer  vho 
sells  his  wheat  to  the  local  elevator  man.  The  elevator  man  pays 
him,  as  I  think  he  will  admit,  less  by  the  amount  of  the  additional 
freight,  for  the  wheat.  How  is  the  farmer  going  to  get  his  freight 
back  if  the  rate  is  declared  an  improper  one  by  the  commission? 
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Mr.  KiiLiTTSciiNiTT.  Well,  that  is  a  matter  that  I  expect  you  gen- 
tlemen charged  with  seeing  justice  done  between  the  shareholder 
of  a  railroad,  who,  on  the  one  hand,  would  be  deprived  of  the'earn- 
ings  to  Avhich  he  would  be  entitled  under  a  proper  rate,  and  the 
farmer  who  might  pay  a  little  more  under  the  suggested  conditions— 
that  somewhere  it  would  become  your  duty  to  cast  a  balance  between 
those  two,  and  to  prescribe  a  law  that  would  recognize  the  rights  of 
both  sides. 

Senator  Townsend..  If  that  could  be  done 

Mr.  Kruti'schnitt.  There  are  a  great  many  shareholders  who  own 
the  railroads  of  this  country.  They  are  no  longer  owned  by  a  few 
men,  as  was  the  case  perhaps  15,  20,  or  25  years  ago,  but  they  are 
owned  by  a  vast  number  of  people,  spread  over  the  country.  Qnr 
company,  which  not  many  years  ago  was  really  owned  by  four  men, 
is  now  owned  by  over  34,000  people. 
Senator  Townsend.  I  understand  that. 

Mr.  Hamilton.  May  I  ask,  at  this  point,  how  long  ago  it  Avas 
when  you  said  your  railroad  was  practically  owned  by  Four  men? 
Mr.  Kruttschnitt.  Well,  Mr.  Huntington  died  in  1899. 
Mr.  Hamilton.  I  was  only  trying  to  get  at  the  period  covering 
this  rapid  spread  of  ownership. 

Mr.  Keui'tschnitt.  He  died  in  1899.  Up  to  that  time  the  road 
had  been  practically  owned  by  four  people. 

Mr.    Hamilton.  Then    this    wonderful    rapidity    of    growth    of 
ownership  has  gone  on  in  approximately  the  last  16  years  ? 
Mr.  Kruttschnitt.  Practically;  yes,  sir. 

Senator  Townsend.  The  theory,  as  I  understand  it,  of  the  law- 
makers was  that  the  railroads  proposed  an  increase  of  rates;  rates 
that  had  been  in  existence  probably  many  years,  and  the  proposi- 
tion was  that  before  those  rates  were  changed  there  should  be  an 
opportunity  given  to  determine  whether  ot  not  they  were  just  and 
reasonable,  and  leave  the  matter  in  statu  quo — as  it  had  been — until 
that  determination.  It  was  not  placing  any  additional  burden  on 
the  railroads,  but  simply  giving  them  an  opportunity  to  make  good 
the  claim  that  the  rates  should  be  increased.  That  was  the  theory,  as 
I  understand  it. 

Mr.  Ivruttschkitt.  It  was  not  imposing  any  additional  burden, 
but  it  was  not  giving  the  railroads  relief  from  burdens  which  had 
become  intolerable  under  changed  conditions. 

Senator  Townsend.  Now,  I  do  not  want  to  occupy  very  much  of 
your  time.  I  was  interested — greatly  interested — in  the  statement 
you  made  the  other  day  to  the  effect  that  labor  employed  by  the  rail- 
roads was  becoming  less  efficient,  and  was  now  less  efficient  under 
the  laws  which  have  been  passed,  ostensibly  and  openly,  for  the 
benefit  of  labor — that  it  had  resulted  in  less  efficiency. 

Mr.  Kruttschnitt.  I  will  try  to  point  that  out  soinewhat  in  de- 
tail. I  thought  a  great  many  of  the  reasons  that  I  read  yesterday 
were  almost  self-explanatory.  Let  us  take  what  is  known  popula/dy 
as  the  full-crew  law.  A  certain  number  of  men  have  been  operating 
trains  successfully  and  safely,  and,  I  will  say,  efficiently.  Suddenly 
the  claim  is  made  that  it  is  unsafe  to  operate  trains  with  that  number 
of  men,  and  they  should  have  one  more  man,  and  a  great  many  States 
have  said,  "All  right,  we  will  put  on  the  one  more  man."  That  is 
making  for  inefficiency.     We  are  paying  one  man  for  doing  work 
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that  could  be  done  by  those  M^ho  were  on  the  trains  before.  We  are 
paying  four,  for  instance,  in  place  of  three. 

Take  the  law  limiting  the  length  of  trains,  in  favor  of  which  a 
very  active  campaign  is  being  waged  at  the  present  time.  I  pointed 
out  yesterday  that  in  a  period,  I  think,  from  1895  to  1915,  that  al- 
though the  cost  of  running  a  train-mile  on  the  railroads  had  in- 
creased very  largelj' — 93  per  cent — the  roads  by  increasing  the  effi- 
ciency of  operation  have  maintained  their  net  constant.  It  v/as 
3.6  mills  20  years  ago  and  it  is  3.5  mills  to-day.  It  is  substantially 
the  same.  The  roads  have  been  fible  to  do  that  by  vast  expenditures 
of  capital.  They  have  reduced  gi-adep  so  as  to  make  their  locomo- 
tives of  the  same  power  haul  more  freight,  which  they  can  do  on  a 
low-grade  line  as  against  a  high-grade  line.  Thej'  have  straightened 
their  lines.  A  locomotive  can  haul  more  freight  on  a  straight  line 
than  it  can  around  or  over  a  very  crooked  line  or  a  line  cut  up  or 
made  up  of  a  great  many  curves. 

Now,  that  efficiency  that  the  roads  have  obtained  by  expenditure 
of  vast  sums  of  money,  not  only  in  altering  the  physical  condition  of 
the  roads  as  I  have  pointed  out,  but  by  buying  more  efficient  locomo- 
tives and  cars,  has  been  tal<:en  away  in  some  States  from  the  roads  by 
the  inefficiency  of  labor.  Labor  says,  "  We  will  not  haul  these  long 
trains,  and  if  you  do  not  stop  making  them  up  we  will  go  to  the 
legislature  and  have  them  order  you  to  stop."  They  have  succeeded 
in  one  or  more  States,  and  I  have  told  j'ou  that  the  measure  is  pend- 
ing in  a  large  number  of  others. 

Take  the  very  contracts  that  have  been  given  a  great  deal  of  pub- 
licity— I  do  not  think  enough,  but  a  great  deal — in  this  contention 
that  was  made  last  August  under  the  threat  of  a,  strike.  The  rail- 
roads must  pay  a  certain  number  of  dollars  for  a  day's  work  whether 
it  be  10  hours  or  8  hours,  or  they  must  pay  mpney  for  a  certain  num- 
ber of  miles  per  run.  If  the  miles  run  are  100  and  the  speed  be 
12^  miles  an  hour,  it  figures  out  eight  hours  work.  Twelve  miles 
and  a  half  is  a  moderate  speed,  but  a  great  many  freight  trainfe, 
such  as  stock,  dressed  beef,  and  perishable  freight,  are  run  at  speeds 
from  18  to  25  miles  an  hour.  If  the  speed  is  25  miles  an  hour  and 
the  run  is  made  in  four  hours,  we  are  required  or  labor  demands 
that  we  shall  pay  the  same  for  the  four  hours  as  for  the  eight.  There 
is  a  fall  in  efficiency.    Take  the 

Mr.  Adamson.  How  is  it  a  failure  in  efficiency  when  he  does  the 
same  thing 

Mr.  Kruttschnitt.  I  beg  your  pardon. 

Mr.  Adamson.  If  it  does  the  same  thing  in  four  hours  as  in  eight 
hours,  how  do  you  drop  in  efficiency? 

Mr.  Krtjttschkitt.  Because  we  are  paying  for  eight  hours  work 
and  should  receive  it. 

Mr.  Adamson.  No;  you  are  paying  for  running  100  miles;  that 
is  the  basis  on  which  that  eight-hour  bill  passed,  and  I  do  not 
f  nk  you  will  ever  get  any  consideration  for  increased  rates  on 
account  of  that  law  until  you  put  that  law  in  force.  Allow  them 
to  run  12  miles  an  hour  and  see  if  they  can  not  get  out  the  same 
amount  of  work  in  eight  hours. 

Mr.  Krtjttschjjitt.  Mr.  Chairman,  you  seem  to  consider  that  as 
entirely  an  academic  question,  to  be  proven  by  trial. 
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Ml-.  Adamson.  On  the  contrary,  I  believe  it  is  a  practical  question. 
I  have  not  only  watched  both"  sides  of  the  question,  but  I  have' 
watched  trains  "for  40  years,  going  from  a  pull  of  900  tons  from 
Macon  30  years  ago  to  a  pull  of  2,700  tons  now  at  $5.25  a  day,  and 
the  Georgia  Legislature  has  tried  two  or  three  times  to  pass  a  law 
that  you  shall  not  run  a  train  over  a  mile  long;  and  it  will  not  sur- 
prise me,  if  you  all  do  not  quit  exaggerating  Mr.  Hill's  idea  of  loading 
trains  to  the  capacity,  that  Congress  will  eventually  limit  your  ton- 
nage and  the  length  of  your  trains. 

Mr.  Krxtttschnitt.  Mr.  Hill  has,  perhaps  on  account  of  his  promi- 
ueiHj  in  the  railroad  world,  attached  his  name  to  the  running  of  long 
trains.  It  is  a  fact,  however,  that  whether  advocated  by  Mr.  Hill 
or  anybody  else,  as  I  tried  to  point  out  yesterday  and  again  this 
morning  in  answer  to  Senator  Townsend's  questions,  the  only  way  the 
railroads  could  live  was  by  increasing  the  hualing  power  of  their  loco- 
motives, either  by  reducing  the  grades,  straightening  their  lines,  or 
buying  heavier  locomotives.  I  do  not  know  whether  your  observa- 
tions as  to  the  length  of  trains  in  Georgia  have  extended  to  the  char- 
acter of  the  locomotives  pulling  the  trains. 

Mr,  Adamson.  Yes,  sir. 

Mr.  Kruttschnitt.  They  were  probably  heavier  locomotives. 

Mr.  Adamson.  Yes;  I  would  rather  see  one  heavier  than  a  double- 
header,  I  think. 

Mr.  Kruttsciini'it.  But  if  the  time  should  come,  as  suggested  by 
you,  when  Congress  will  step  in  and  absolutely  prohibit  the  roads 
from  using  the  only  life-saving  methods  left  to  them,  that  day  will 
mark,  I  believe,  the  beginning  of  Government  ownership. 

Mr.  Adamson.  I  think,  on  the  contrary.  Congress  will  do  that  in 
advocacy  of  life-saving  methods.  They  admire  the  system,  whether 
properly  named  from  Mr.  Hill  or  somebody  else,  of  loading  of  ve- 
liicles  to  proper  capacity,  making  the  train  of  mobile  length  and 
weight,  but  I  think  the  concensus  of  opinion  of  all  is  that  you  are 
overloading  them  entirely,  and  for  that  reason  you  make  overtime 
unnecessary  on  your  roads,  but  that  is  more  than  balanced  by  your 
accidents  and  losses  connected  with  that. 

Mr.  Hamilton.  May  I  ask  a  question  there  of  Mr.  Adamson? 
Would  it  not  react  upon  the  railroads  if  they  overloaded  their  trains  ? 

Mr.  Adamson.  It  does  do  it. 

Mr.  Hamilton.  Or  overextended  their  trains?  Now,  if  that  is 
true,  the  railroads,  being  managed  by  men  of  ability,  would  they 
not  recognize  that,  and  would  not  there  be  a  natural  limitation  in 
the  operation  of  the  traffic  ?  . 

Mr.  Adamson.  "Well,  they  send  out  one  long  train  and  three  or 
four  drawheads  pull  out  from  the  weight  on  the  front  cars,  and  the 
engineer  and  the  conductor  and  one  brakeman  tug  at  it  with  a  big 
chain  and  lose  time,  and  it  takes  16  hours  to  make  an  S-liour  rim- 
therefore  it  looks  to  me  like  the  losses  and  overtime  more  than  bal- 
ance the  losses  on  that  train. 

Mr.  Hamilton.  But  would  not  a  few  such  instances  as  that 

Mr.  Adamson.  Yet  hope  springs  eternal  in  the  human  breast,  and 
these  gentlemen  are ,  confident  that  they  know  more  about  it  than 
anybody  else,  and  they  think  the  next  time  it  will  not  break ;  that  they 
will  run  it  through  all  right. 
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Mr.  Hamilton.  That  would  be  very  experimental  railroading,  I 
thinlt. 

Mr.  Adamson.  That  is  where  the  speculation  comes  in. 

Mr.  Kkuttschnitt.  I  should  like  to  answer  the  question  implied 
in  the  chairman's  remarks,  if  I  may. 

Mr.  Adamson.  T  should  be  glad  if  you  would.  If  I  am  wrong,  T 
want  to  know  it.    I  have  been  looking  after  it  migiity  hard. 

Mr.  Keuttsciinitt.  I  want  to  give  an  illustration  that  is  not  specu- 
lative. I  will  begin  by  saying,  of  course,  as  Mr.  Hamilton  has  prop- 
erly remarked,  if  the  railroads  of  the  country  continue  going  on 
doing  what  the  chairman  has  outlined,  their  officers  would  be  monu- 
mental asses,  absolutely  unfit  for  their  positions;  and  I  do  not  think 
tlie  shareholders  would  allow  them  to  remain  there  very  long. 

Mr.  Adamson.  Congress  could  direct  them,  though,  without  call- 
ing them  those  names. 

Mr.  KRUTTSCirNiTT.  Thai  is  not  a  very  bad  name.  Now  for  the 
illustration. 

When  1  was  located  in  San  Francisco  as  gener.'tl  manager  of  our 
company's  properties  I  started  a  practice  of  getting  efficient  work 
out  of  the  locomotives.  We  certainly  before  that  time  had  not  been 
getting  it.  I  attached  to  iny  office  as  an  assistant  a  very  intelligent 
man  and  instructed  him  to  act  with  the  engineer  of  maintenance  of 
way,  Avho  was  familiar  with  the  grades  and  curves,  and  Avith  the 
superintendent  of  motive  power,  who  was  familiar  with  the  capacity 
of  locomotives,  in  devising  a  table  of  locomotive  loads  for  each  and 
every  di-^ision.  And  I  said  to  them,  "  I  do  not  want  locomotives  over- 
loaded," because  I  appreciated  just  what  Mr.  Hamilton  did.  I  said, 
"  I  do  not  want  the  traffic  delayed  by  trains  unable  to  make  the  time 
simply  in  the  vain  effort  to  get  a  few  more  tons,  but  1  want  the  loco- 
motives rated  at  a  reasonable  rating;  give  them  Nvhat  they  can  pull 
comfortably  and  no  more." 

Well,  as  we  expected,  there  w  as  more  or  less  opposition  to  this, 
but  the  opposition  was  most  pronounced  on  one  particular  division, 
where  the  reports  came  in  every  morning,  "  Locomotive  overloaded ; 
could  not  make  time."  I  got  impatient  and  tired  of  these  reports, 
and  at  the  end  of  a  week  or  10  days  I  instructed  this  assistant  to  get 
out  on  that  division  and  live  on  it  until  he  ascertained  what  the 
causes  of  the  delays  were.  We  knew  thoroughly  well  that  the  cause 
was  not  overloading  of  the  locomotives,  because  the  power  of  a  loco- 
motive to  haul  a  load  on  a  given  grade  or  any  given  system  of  grades 
is  as  easily  computable  as  the  interest  on  a  promissory  note.  There  is 
no  doubt  about  it.  Well,  he  went  out  on  the  road,  and  within  two 
days  after  he  had  been  there  the  delays  were  lessened.  At  the  end  of 
a  week  the  locomotives  were  pulling  with  perfect  comfort  and  mak- 
ing time  over  the  division  the  loads  that  were  assigned  to  them, 
and  when  he  came  back  I  asked  him,  "What  was  the  trouble?" 
"  Well  "  he  said  "  most  of  the  trouble  was  loafing  on  the  sidetracks, 
getting  in  a  sidetrack  and  not  taking  any  particular  interest  when 
they  «ot  out."  He  said,  '•  In  no  single  instance  did-  I  ride  a  loco- 
motive in  which  the  engineer  claimed  he  could  not  comfortably  pull 
the  assigned  load."'  That  ended  the  trouble,  and  we  have  never  had 
g,ny  trouble  on  that  division  in  pulling  the  assigned  loads,  and  have 
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not  had  any  on  others.  We  have  had  drawheads  pulled  out;  that 
was  due  to  other  causes.  There  are  ways  in  which  the  train  is 
handled ;  it  may  be  started  in  such  a  way  as  to  insure  pulling  out  of 
the  drawhead.  It  may  be  handled  over  undulating  grades  in  such  a 
way  as  to  guarantee  pulling  out  the  drawheads.  In  other  ways  the 
trains  can  be  hauled  over  the  same  undulating  grndes  and  pull  the 
same  loads  with  almost  absohite  immunity  from  pulling  out  draw- 
heads.    So  it  is  not  the  loading  of  trains  that  does  this. 

Possibly  on  some  roads,  possibly  on  the  roads  you  have  watched, 
Mr.  Chairman,  there  has  been  injudicious  loading  and  bad  judgment 
shown ;  but  I  do  claim  as  to  the  roads  of  the  country  generally  that 
the  men  in  charge  of  the  management  have  reasonable  ability  and  are 
not  doing  things  that  would  simply  obstruct  traffic  on  the  road  in 
the  vain  endeavor  to  haul  a  few  more  tons  than  they  should. 

Now,  we  will  see  what  happens  from  increasing  speed.  You  take 
a  typical  freight  locomotive.  To  make  a  speed  over  the  ground  of 
10  miles  an  hour  we  have  always  assumed,  and  the  assumption  is 
very  close  to  correct,  that  the  locomotive  has  to  run  about  50  per 
cent  faster  than  the  schedule;  in  other  words,  she  has  to  make  15 
miles  an  hour  running.  Now,  the  capacity  of  a  locomotive  at  that 
speed,  a  typical  freight  locomotive,  is  33,300  pounds  of  traction.  If 
you  increase  the  speed  to  12-J  miles  an  hour  and  add  50  per  cent,  as 
we  did,  the  traction  falls  to  28,883  pounds,  or  13  per  cent.  Now,  if 
we  examine  the  freight  train-miles  that  are  made  on  the  railroads 
of  the  United  States  in  1914,  the  last  complete  statement  that  we 
have  of  locomotive  miles,  there  were  638,500,000  made  with  the  aver- 
age trainload  of  452  tons.  If  that  trainload  is  cut  13  per  cent  on 
account  of  the  loss  in  tractive  power  of  the  locomotive  at  the  higher 
speed,  it  would  require  735,000,000  train-miles,  or  an  increase  of 
96,500,000  train-miles,  to  handle  the  same  traffic. 

Mr.  Adamson.  The  trouble  is,  though,  you  make  a  hodgepodge  out 
of  all  of  them,  while  there  may  be  75  per  cent  of  those  trains  not 
overloaded,  while  the  other  25  per  cent  are,  and  it  would  not  be  fair 
to  cut  those  that  are  not  overloaded  now.  You  cut  all  of  them  hori- 
zontally, according  to  your  figures. 

Mr.  Kruttschnitt.  The  hodgepodge  was  introduced  by  the  Inter- 
state Commerce  Commission  in  sizing  up  the  trains  and  the  average 
load  of  the  entire  United  States.  I  followed  their  example  only.  If 
the  hodgepodge  is  unjust  in  one  case,  it  is  unjust  to  the  same  extent 
in  the  other;  and  the  comparison  of  the  two  conditions,  or  their  rela- 
tive conditions,  are  not  affected. 

Mr.  Adamson.  But  it  is  evidently  unfair,  though,  to  say  that  those 
trains  that  are  not  overloaded  should  be  cut  also  because  you  are 
correcting  errors  in  those  that  are  heavier  loaded. 
,  Mr.  Keuttschnitt.  You  have  to  have  a  unit  of  measure,  and  the 
unit  of  measure  of  train  loading  and  the  number  of  train-miles  run  is 
derived  from  taking,  as  you  have  called  it,  a  hodgepodge  of  every- 
thing run  and  reduce  it  to  an  average. 

Mr.  Adamson.  But  talking  about  averages  does  not  mean  that 
when  you  undertake  a  correction  you  have  got  to  correct  all  hori- 
zontally, but  only  those  that  need  it. 

_,  Mr.  KRUTTSCHNrrr.  Yet  the  effect  of  correcting  those  that  need  it 
is  the  same  in  one  set  of  figures  as  the  other.    That  is  what  I  want 
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to  insist  on,  and  if  there  is  any  inaccuracy,  the  inaccuracy  enters  into 
both  computations,  affects  them  alike,  and  therefore  a  comparison  is 
just  of  the  two  methods.  Incidentally  in  running  at  more  train-miles 
you  make  28  per  cent  more  stops,  meeting  points  of  trains,  and  sources 
of  delay. 

Mr.  Adamson.  Then  the  slower  you  go  and  the  fewer  meeting 
points  you  have  the  faster  you  will  go  on  the  entire  journey? 

Mr.  Krtjttschnitt.  No;  I  do  not  say  that. 

Mr.  Adamson.  Would  that  not  result  from  the  argument? 

Mr.  Keuttschnitt.  No. 

Mr.  Adamson.  I  am  much  obliged  to  you.  I  am  glad  to  know  that 
on  your  system  of  roads  you  do  not  overload  the  trains  and  the 
engines. 

Mr.  Kruttschnitt.  I,  of  course,  can  speak  with  more  authority 
for  our  system  of  roads. 

Mr.  Adamson.  I  do  not  doubt  that  you  act  wisely,  from  my  knowl- 
edge of  you. 

Mr.  Kruitschniit.  But  I  know,  Mr.  Chairman,  that  while  there 
may  be  exceptions — and  I  do  not  question  at  all  ■  what  you  stated 
about  the  trains  that  have  come  under  your  observation,  but  I  am 
speaking  now  with  the  greatest  authority  about  Southern  Pacific 
operations,  and  with  the  authority  derived  from  the  information 
given  bj'  the  Interstate  Commerce  Commission  of  the  operations  of 
all  of  the  roads  of  the  country  grouped. 

Mr.  Adamson.  Mr.  Kruttschnitt,  you  know  it  is  an  unfortunate 
fact  in  civilization  that  you  have  to  legislate  for  the  correction  of 
the  few  evils  that  you  find;  that  very  often  it  is  those  not  doing 
wrong  who  complain.  If  the  majority  of  the  citizens  committed 
crimes  it  would  be  a  horrible  state  of  affairs;  but  we  have  to  legis- 
late with  a  view  to  those  that  do  wrong  in  order  to  correct  that.  It 
is  for  the  protection  of  the  good  ones,  not  for  their  correction. 

Mr.  Kruitschnitt.  That  is  quite  true.  Mr.  Chairman;  you  do 
punish  a  few  for  the  good  of  the  many;  but  in  this  case  you  are 
punishing  the  many  to  reform  the  few. 

Mr.  Adamson.  While  it  is  not  desired  to  punish  any  innocent  ones, 
sometimes  inconvenience  is  visited  on  people  who  are  not  really  guilty 
in  order  to  catch  the  guilty  ones. 

Mr.  Kruttschnitt.  I  want  to  impress  on  you  as  earnestly  as  I 
can  that  your  suggestion  that  it  might  lead  to  legislation  on  the  part 
of  the  Congress  to  control  absolutely  the  tonnage  hauled  by  locomo- 
tives would  mean  robbing  the  railroads  of  substantially  the  only  effec- 
tive means  thev  have  now  of  making  both  ends  meet. 

Mr.  Adamson.  Now,  Mr.  Kruttschnitt,  you  say  to  make  regulations 
to  prevent  certain  practices  would  be  robbery.  Before  the  16-hour 
law  the  evidence  was  before  our  committee  that  men  had  to  run  24, 
30  and  one  said  he  had  to  run  40,  hours  without  rest.  When  we 
•  passed  the  16-hour  law,  requiring  you  not  to  let  any  man  work  longer 
than  that,  it  kept  you  from  workmg  them  overtime ;  it  changed  that 
practice  I  do  not  say  you— I  mean  some  of  the  railroads.  Would 
you  call  that  robbing  the  railroads  because  they  were  required  to  stop 
that  practice  ? 

Mr  Kruttschnitt.  No:  not  at  all. 

Mr  Adamson.  Is  it  proper  to  say  that  you  are  robbing  the  rail- 
roads if.  for  the  safety  of  travelers  and  the  good  of  society,  we  say 
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you  shall  not  do  a  thing  because  the  thing  is  wrong  and  dangerous, 
although  you  make  more  money  by  continuing  it  ? 

Mr.  Khuttschnitt.  No;  I  should  say,  if  you  found  an  abuse  of 
the  kind  that  you  describe  to  exist,  the  proper  remedy  would  not  be 
to  say  to  the  railroads,  "  We  prohibit  you  from  doing  that  which 
you  have  done  before  in  order  to  make  your  service  more  efficient  and 
in  order  to  live  under  the  rates  that  you  receive,  but  we  forbid  you 
from  working  men  more  than  a  maximum  number  of  hours."  You 
have  done  that  already ;  that  is  the  16-hour  law. 

I  want  to  say  here  that  I  approve  most  heartily  what  was  done  in 
that  case,  and  I  want  to  say  now,  without  any  disposition  to  brag, 
that  I  passed  a  16-hour  law  myself  10  or  12  years  before  Congress 
did,  and  I  threatened,  if  necessary,  that  I  would  discharge  any  super- 
intendent who  kept  a  man  on  the  road  over  a  certain  number  of 
hours. 

Mr.  Adamson.  What  you  nieant  to  saj^  now  in  substance  was,  if 
Congress  should  pass  any  such  law  that  you  thought  drastic  and 
unnecessary,  you  would  differ  in  judgment  from  Congress?. 

Mr.  Khtjttschnitt.  I  say,  Congress  ought  to  consider,  in  passing 
a  law,  whether  it  is  possible  for  railroads  to  live  under  it. 

Mr.  Adamson.  You  would  not  say  Congress  is  robbing  the  rail- 
roads ? 

Mr.  Keuttschnitt.  Mr.  Chairman,  you  selected  that  word  of  sin- 
ister sound. 

Mr.  Adamson.  No,  sir ;  I  beg  yoiir  pardon ;  you  said  if  we  ever  did 
that  we  would  be  robbing  the  railroads  of  their  rights. 

Mr.  Hamilton.  He  did  not  say  rights. 

Mr.  Adamson.  Profits. 

Mr.  Krxjttschnitt.  There  are  two  meanings  to  the  word  "  rob  " ; 
one  to  hold  a  man  up  at  the  point  of  a  pistol  and  take  what  he 'has  got, 
and  the  other  meaning,  the  less  sinister  one — and  I  used  the  word 
"  rob  "  in  that  sense,  if  I  did  iise  it — the  other  meaning  is  that  it 
would  deprive  him 

Mr.  Adamson.  Then  you  shovild  say  "  deprive." 

Mr.  KuuTTSCHNiTT.  1  wiU  say  "  deprive  "  hereafter. 

Mr.  Hamilton.  Senator  Townsencl,  bearing  directly  upon  what 
Judge  Adamson  asked,  may  I  inquire  of  the  witness? 

Senator  Townsend.  Yes;  I  shall  be  very  glad  to  have  you. 

Mr.  Hamilton.  I  want  to  ask  just  one  question.  Is  not  the  lower- 
ing of  grades  and  the  straightening  of  curves  on  a  railroad  analogous 
to  the  making  of  good  highways  in  this,  that  the  good  highway  per- 
mits the  farmer  to  haul  at  one  load  Avhat  he  otherAvise  might  have 
to  haul  at  two  loads,  and  is  it  not  the  very  purpose  of  the  lowering 
of  the  grade  and  the  straightening  of  the  curve  to  enable  the  railroad 
company  to  haul  a  greater  load,  and  does  that  not  in  the  end.  imder 
the  control  of  the  Interstate  Commerce  Commission,  inure  to  the 
benefit  of  the  patron  of  the  road  in  lowered  freight  rates,  should  it 
not  do  so? 

Mr.  AoAJtsoN.  Before  you  answer  that  I  should  love  to  ask  Mr. 
Hamilton  what  would  you  think  of  a  farmer  who  would  strin<»  a  row 
of  wagons  along  one  after  the  other — make  a  string  of  wagons  aTOund 
a  block? 
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Mr.  Hamilton.  I  say  your  trainload  is  analogous  to  your  wagon- 
loud.  I  am  asking  the  witness ;  he  is  an  expert.  I  ask  you  for  your 
judgment  on  the  question. 

Mr.  Kkuttsciikitt.  I  think  you  are  entirely  right  in  your  concep- 
tion of  the  trainload.  I  have  said  before,  and  I  will  repeat,  that  the 
only  way  in  which  the  railroads  have  been  able  to  keep  going,  to  live 
under  the  constant  fall  in  rates  and  in  face  of  the  constant  demands 
made  on  ihem  by  labor  for  increased  wages — both  have  been  constant 
in  their  trend,  a  constant  trend  upward  in  wages  as  I  showed  you 
on  the  chart  yesterday,  and  a  constant  trend  upward  of  the  prices  of 
materials:  and  a  mere  child  could  see  that  the  railroads  long  ago  all 
would  have  been  bankrupt  if  they  had  not  adopted  something  that 
would  counteract  those  tendencies,  and  that  something  was  increas- 
ing the  capacity  of  their  roads  to  handle  freight  by  reductions  in 
grades  and  elimination  of  curves,  and  by  buying  more  efficient  loco- 
motives ;  in  other  words,  by  hauling  greater  loads. 

Mr.  Adamson.  Suppose  a  railroad  was  straight  as  a  die  and  level 
as  a  plain,  could  there  ever  be  any  limit  in  the  judgment  of  railroad 
men  according  to  the  ideas  of  some  to  the  length  of  trains  and 
weight  of  loads? 

Mr.  Keuttschnitt.  Absolutely,  Mr.  Chairman.  There  is  an  ele- 
ment that  comes  in  there  that  takes  care  of  the  trainload. 

Mr.  Adamson.  Where  would  the  limit  be? 

Mr.  Kruttschnitt.  I  am  going  to  try  to  tell  you.  The  upper  limit 
would  be  no  trainload.  You  put  on  a  perfectly  straight,  perfectly 
level  track  and  speed  up  your  locomotive  to  a  point  where  she  could 
haul  herself  only,  could  not  haul  an_ything  behind  her.  The  other 
limit  is  if  you  load  her  so  that  she  could  move  at  such  a  slow  rate  of 
speed  as  practically  to  block  her  progress.  Now,  the  wise  point  is  to 
gauge  her  load  to  a  speed  that  is  considered  practicable  and  the  most 
economical,  and  having  fixed  that  limit  for  a  trainload,  just  see  that 
she  makes  it.  ' 

Mr.  Adamson.  And  you  say  there  is  no  room  for  difference  of 
judgment  as  to  where  those  points  should  be? 

Mr.  Kruttschnitt.  I  say  there  is  no  room  for  difference  of  the 
computations  and  fixing  the  capacity  of  the  locomotives.  That  is 
fixed  by  mechanical  laws  that  are  inflexible.  There  may  be  a  variance 
of  judgment  in  different  men's  minds  as  to  whether  the  economic 
speed  is  12,  15,  or  20  miles  an  hour.  It  varies  with  traffic  and  with 
what  the  railroad  has  to  do. 

Mr.  Hamilton.  In  one  instance  you  save  speed  without  traction 
and  in  the  other  you  strike  an  average  between  speed  and  traction  ? 

Mr.  Kruttschnitt.  Yes.  In  other  words,  the  traction  decreases 
so  largely  with  the  speed,  because  of  the  fact  that  every  time  the 
wheels' are  turned  .around  the  cylinders  have  to  be  filled  and  emptied 
of  steam,  and  you  very  soon,  at  very  high  speeds,  get  to  the  capacity 
of  the  boiler;   it  can  not  possibly  steam  fast  enough  to  fill  the 

cylinders. 

Mr  Hamilton.  It  is  like  the  description  that  Lincoln  gave  of  the 
steamboat  on  the  Mississippi  Eiver ;  it  had  such  a  big  whistle  that 
every  time  the  whistle  blew  the  boat  had  to  stop. 

Mr  Adamson.  Ultimately  Mr.  Hamilton's  argument  would  lead 
to  a  train  so  long  that  the  front  end  would  arrive  before  the  back 
end  started. 
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Mr.  Hamilton.  Well,  if  it  was  tv  crooked  road. 

Mr.  Keuttschnitt.  That  might  happen  if  a  bad  stop  Avas  made  and 
a  (Irawhead  pulled  out. 

Mr.  Adamson.  That  does  happen  often  now. 

Senator  Townsend.  Would  you  wish  to  give  any  other  cases  of  the 
inefficiency  ? 

Mr.  KEtTTTSCHNrrr.  I  just  wanted  to  give  a  few  more.  It  is  gener- 
ally on  the  same  lines;  you  might  put  it  under  the  general  head  of 
limitation  of  output.  Those  I  have  given  already  are  limitations  of 
output.  Take  the  limitation  of  the  output  of  the  bricklayer.  The 
bricklayer  is  not  allowed  to  lay  more  than  a  certain  number  of  bricks 
a  day.  Mechanics  in  other  lines  have  their  daily  output  fixed  by 
their  organizations,  and  dare  not  exceed  them. 

I  was  in  a  meeting,  not  over  two  months  ago,  of  manufacturers,  a 
kind  of  an  experience  meeting,  and  a  number  of  New  England  man- 
ufacturers were  there,  who  gave  instances  of  where  certain  devices 
were  made  under  the  ordinary  shop  rules  at  the  rate  of  30  or  36  a 
day  on  certain  riiachines,  and  where  they  put  men  to  work  that  were 
not  under  organization  rules  in  other  factories  the  output  went  up 
to  ns  much  as  several  hundred  per  day  of  the  same  devices  on  the 
same  machines.    You  find  it  every  day. 

Senator  Town  send.  Were  they  working  the  same  hours  in  both 
cases? 

Mr.  Kruttschnitt.  Yes.  That  seems  to  be  a  well-nigh  universally 
imposed  law  with  all  the  organizations,  to  limit  the  output. 

Senator  Tow^nsend.  I  am  in  hearty  sympathy,  I  desire  to  state,  to 
render  railroads  more  efficient.  I  think  it  is  unpopular  to  some  extent, 
but  I  think  that  is  the  duty  of  the  common  carrier  and  the  public, 
provided  it  does  not  put  unnecessary  and  improper  burdens  upon  the 
employee,  because  the  public  is  interested  also  in  it ;  but  the  primary 
object  of  legislation  in  my  judgment  is  service  to  the  people,  and  if 
you  have  your  trains  long  and  it  is  necessary  for  efficiency  and  that 
does  not  interfere  with  the  life  and  health  of  the  employees,  why,  I 
confess  I  believe  in  it. 

But  now  you  have  answered  part  of  this  question  in  the  suggestion 
of  the  bricklayers  and  other  organizations.  Your  men  are  organized, 
are  they — your  men  on  your  road? 

Mr.  Kritttschnitt.  Yes;  pretty  thoroughly,  except  as  to  some  of 
the  shop  crafts,  who  struck  some  years  ago  and  the  organizations 
quit  the  roads,  and  I  do  not  know  to  what  extent  the  new  men  have 
been  organized  or  not,  but  I  do  not  think  they  are. 

Senator  Townsend.  When  you  deal  with  your  men  do  you  deal 
Avith  them  as  organizations  or  individually? 

Mr.  Kruttschnitt.  We  have  always  dealt  with  them  in  the  way 
they  wished,  which  was  as  organizations. 

Senator  Townsend.  Is  your  discipline  as  effective  where  the  men 
are  contracting  with  you  individually  as  it  is  where  you  deal  with 
them  as  an  organization? 

Mr.  Kruttschnitt.  Yes;  quite  so.  After  the  men  have  been 
broken  in  and  understand  their  duties  thoroughly  they  are  more  effi- 
cient. There  are  not  asmany  objections  to  doing  this,  that,  and  the 
other;  that  increases  efficiency.  ^ 

Senator  Townsend.  What  can  you  say  as  to  the  general  condition 
of  labor,  whether  it  has  improved  the  conditions  of  living,  and  so  on 
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of  laboring-  people  who  have  been  under  your  employ  under  organiza- 
tions, compared  with  under  the  individual-contract  system? 

Mr.  Kruttschnitt.  I  can  only  speak  with  the  knowledge  of  a  citi- 
zen generally  as  to  th^  conditions  of  labor.  I  do  not  know  that  we 
have  ever  made  investigations  following  the  individual  worker  to  his 
home  to  see  how  he  lived  in  comparison  with  the  organized  worker. 
We  make  no  diiference  in  the  rates  of  pay ;  they  are  all  paid  the  same, 
the  organized  and  the  unorganized;  there  is  no  discrimination.  I 
would  say  generally,  what  is  universally  known,  that  the  conditions 
of  labor  as  to  living  conditions,  conditions  of  food,  clothing,  and 
comfort  generally  have  increased  immeasurably.  There  is  no  doubt 
whatever  that  organization  has  had  a  large  part — perhaps  the  largest 
part — to  play  in  those  improvements.  I  have  never  objected— on  the 
contrary,  I  have  heartily  approved  of  all  of  the  aims  of  organization 
when  they  did  not  go  beyond  improving  the  conditions  of  the  laborer, 
either  as  to  living  conditions,  labor,  or  hours.  But  what  I  have  ob- 
jected to,  and  what  nearly  every  employer  of  labor  objects  to,  is  the 
assumption  of  the  role  of  managers  by  the  committees  of  laborers. 

Senator  Towxsend.  I  think  I  have  nothing  further  to  ask,  Mr. 
Chairman. 


Mr.  Adamson.  Judge  Sims,  will  you  take  the  witness 


Mr.  Sims.  Mr.  Kruttschnitt,  what  did  you  state  was  your  present 
official  position  concerning  railroad  operation?  You  stated  at  the 
beginning,  but  I  just  do  not  remember. 

Mr.  Kruttschnitt.  I  am  chairman  of  the  executive  committee  of 
the  board  of  directors  of  the  Southern  Pacific  Co.  The  executive 
committee  is  vested  with  all  of  the  powers  of  the  board  when  the 
board  is  not  in  session. 

Mr.  Sims.   The  board  of  directors,  you  mean? 

Mr.  Kruttschnitt.   Yes;  the  board  of  directors. 

Mr.  Sims.  Yours  is  an  organization  superior  to,  or  supplementary 
to,  the  board  of  directors? 

Mr.  Kruttschnitt.  It  is  part  of  the  board.  The  board  deputizes 
its  full  powers  to  six  of  its  members,  to  be  exercised  when  the  board 
itself  is  not  in  session.  When  the  board  is  in  session  its  authority,  of 
course,  is  supreme.  When  it  is  not  in  session  the  power  of  the 
executive  committee  of  the  board  is  supreme.  It  is  simply  a  com- 
mittee of  the  board. 

.  Mr.  Sims.  Now-,  whatever  the  executive  committee  does  in  the  ab- 
sence of  the  board,  is  it  subject  to  review,  repeal,  or  modification? 

Mr.  Kruttschnitt.  Oh,  yes;  the  committee  has  to  report  every 
month  to  the  board  what  it  does.  Our  committee  meets  weekly,  the 
board  meets  monthly,  and  every  month  the  acts  of  the  executive  com' 
mittee  are  reviewed  by  the  full  board. 

Mr.  Sims.  And  either  approved,  modified,  or  vacated? 

Mr.  Kruttschnitt.  Yes;  they  take  such  action — ^the  board  takes 
such  action  as  they  deem  fit. 

Mr.  Sims.  What  office  or  position  did  you  occupy  when  you  were 

connected 

Mr.  Adamson.  My  attention  has  been  called  to  the  fact  that  we 
agreed  "on  each  subsequent  examination  that  we  would  change  the 
order  for  examination  and  begin  with  the  junior  members  instead  of 
with  the  senior  members.     Accidentally,  that  happened  with  Senator 
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Townsend,  but  unless  Mr.  Hamilfon  wai-\'es  I  -will  ask  you  to  let  him 
go  ahead,  Judge  Sims. 

Mr.  EscH.  We  might  as  well  go  on  now  and  revert  to  the  rule 
afterwards. 

Mr.  Sims.   I  do  not  object. 

Mr.  Hamilton.  I  yield,  Mr.  Chairman,  very  gladly,  to  Mr.  Sims. 

Mr.  Adamson.  Judge,  will  you  suspend  a  minute? 

Mr.  Sims.    Certainly. 

Mr.  Adamson.  My  attention  is  called  to  the  fact  that  we  agreed 
■when  we  came  to  the  examination  of  witnesses  that  we  would  change 
the  order  of  examination  and  begin  with  the  junior  member  instead 
of  the  senior  member.  Accidentally,  that  happened  with  Senator 
Townsend,  but  unless  Mr.  Hamilton  waives  his  turn  I  will  ask  you  to 
let  him  go  ahead,  Judge  Sims. 

Mr.  EscH.  Mr.  Chairman,  I  think  we  might  as  well  go  ahead  in 
this  way  as  long,  as  we  ha^  e  started,  and  change  the  rule  in  the 
future. 

Mr.  Sims.  I  do  not  care.     It  is  immaterial  to  me. 

Mr.  Adamson.  Well,  of  course,  we  can  do  anything  by  unanimous 
consent. 

Mr.  Hamilton.  I  yield  very  gladly.  I  thank  the  chairman,  how- 
ever, for  the  suggestion. 

Mr.  Sims.  It  is  perfectly  satisfactory  to  me  any  way  you  gentle- 
men care  to  have  it. 

Mr.  Adamson.   Well,  just  proceed. 

Mr.  Sims.  Before  you  held  the  position  you  now  hold,  what  official 
relation  did  you  have  with  the  Southern  Pacific  Railway  Co.  ? 

Mr.  Keuttschnitt.  Before  my  present  position? 

Mr.  Sims.  Yes. 

Mr.  Kruttschnitt.  I  was,  you  might  call  it,  operating  vice  presi- 
dent and  director  of  maintenance  and  operation.  I  had  full  chai-ge 
of  the  maintenance  of  the  property,  of  construction,  and  operation. 

Mr.  Sims.  How  long  have  you  been  engaged  in  railway  employ- 
ments or  service? 

Mr.  KJJUTTSCHNiTT.  Siuce  1878. 

Mr.  Sims.  How  long  have  you  been  connected  with  the  Southern 
Pacific? 

Mr.  Keuttschnitt.  The  whole  time,  from  1878. 

Mr.  Sims.  You  began  your  railroad  service  with  the  Southern 
Pacific? 

Mr.  Keuttschnitt.  Well,  it  was  not  the  Southern  Pacific  then. 
It  became  the  Southern  Pacific  in  1885.  I  was  with  the  Louisiana 
and  the  present  Southern  Pacific. 

Mr.  Sims.  You  have  had  every  opportunity,  then,  to  know  the  con- 
ditions of  operation,  service,  credit,  and  everything  else  connected 
with  the  Southern  Pacific  ever  since  it  became  the  Southern  Pacific? 

Mr.  Keuttschnitt.  I  had  nothing  to  do  with  the  credit  of  the 
company  until  I  became 

Mr.  Sims.  You  had  an  opportunity  to  know.     That  is  all  I  asked. 

Mr.  Keuttschnitt.  Yes;  in  a  general  way. 

Mr.  Sims.  Do  you  know  the  miles  of  railroad  operated  at  the  pres- 
ent time  by  the  Southern  Pacific — the  mileage  ?  I  think  you  stated 
it.     I  do  not  know  whether  you  did  or  not  though. 
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Mr.  Kruttschnitt.  We  have  in  actual  miles  of  road  about  11,300. 
Then  M-e  have  half  ownership,  I  should  say  roughly,  of  six  or  seven 
hundred  miles  more,  which  would  raise  it  to  about  12,000,  and  then 
the  additional  tracks,  second  tracks,  third  tracks,  and  fourth  tracks, 
yard  and  side  tracks,  Avhich  would  add  largely  to  that — probably 
five  or  six  thousand  miles. 

Mr.  Sims.  That  half  ownership^ — is  that  the  part  referred  to  by 
Judge  Lovett  as  owned  half  by  ex-Senator  Clark  and  the  other 

Mr.  Kruttschnitt.  No;  that  is  the  Union  Pacific  and  Clark  in-, 
terests.  The  half  interest  is  in  certain  lines  noi-th  of  San  Francisco 
Bay,  running^  up  to  Humboldt,  and  in  lines- 

Mr.  Sims.  I  do  not  care  to  have  you  mention  them  in  detail.  I 
only  wanted  to  know  if  that  was  the  same  one  referred  to  by  Mr. 
Lovett? 

Mr.  Kruttschnitt.  No. 

Mr.  Sims.  Is  not  the  Southern  Pacific  a  good  solvent  railroad 
company  ? 

Mr.  Kruttschnitt.  I  certainly  think  so. 

Mr.  Sims.  Enjoying  good  credit? 

Mr.  Kruttschnitt.  I  certainly  think  so. 

Mr.  Sims.  It  markets  its  bonds  and  securities  perhaps  at  as  good 
a  rate  as  perhaps  any  other  railroad  company  in  the  United  States, 
does  it  not  ? 

Mr.  Kruttschnitt.  I  would  not  say  that.  There  are  roads  which 
can  market  at  a  less  price  than  we  can.  We  are  fairly  high  lip  on 
the  list,  but  there  are  others,  for  what  reasons  I  do  not  know,  that 
can  market  their  securities  at  a  better  rate  than  we  can. 

Mr.  Sims.  Your  railroad  company  has  no  trouble  about  getting 
all  the  monej'  it  needs  at  this  time  ? 

Mr.  Kruttschnitt.  No;  but  as  I  said  the  other  day — I  gave  a 
list  of  the  sec,urity  sales  here.  We  pay  an  average  of  5i  per  cent  for 
money,  but  during  the  same  years  New  York  City  paid  4r}  per  cent. 
In  other  words,  we  were  paying  about  1  per  cent  more. 

Mr.  Sims.  Your  statement  was,  as  I  remember,  the  Southern  Pa- 
cific pays  30  per  cent  more  for  money  than  does  the  State  of  New 
York. 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  Those  were  your  words  in  your  direct  statement  ? 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  I  w^as  trying  to  find  out  whether  or  not  the  Southern 
Pacific  was  commercially  low  in  credit  or  is  it  a  road  that  is  not 
entitled  to  credit 

Mr.  Kruttschnitt.  I  say  it  is  a  road  that  is  entitled  to  credit, 
although  I  qualified  it  by  saying  that  there  are  some  roads  that  get 
money,  I  know,  cheaper  than  we  do. 

Mr.  Sims.  The  credit  of  your  road  and  the  conditions  warranting 
credit  are  above  the  average  of  the  railroade,  taking  all  the  railroads 
in  the  United  States,  is  it  not? 

Mr.  Kruttschnitt.  Yes;  I  think  so— decidedly. 

Mr.  Sims.  Decidedly  above  the  average? 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  Then  it  follows,  on  account  of  the  existing  conditions, 
without  going  into  details  as  to  what  they  are  and  why  they  are 
that  the  credit  of  the  Southern  Pacific  Eailroad  Co.,  which  is  above 
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the  average  of  the  railroad  companies  of  the  United  States,  is  30  per 
<;ent  lower  than  the  credit  of  the  State  of  New  York? 

Mr.  KEtTTTSCHNiTT.  As  mcasured  by  the  cost  of  money  these 
years. 

Mr.  Stms.  That  is,  measured  in  that  way— in  the  sale  of  securities? 

Mr.  Keuttschnitt.  Yes,  sir. 

Mr.  Sims.  Therefore,  if  your  securities  are  to  sell  as  high  in  the 
market  as  do  the  securities  of  the  State  of  New  York,  it  must  be 
brought  about  by  increasing  the  revenue  to  be  derived  in  the  way  of 
interest  or  dividends  upon  the  securities? 

Mr.  Kruttschnitt.  You  mean  necessarily  considered  on  a  parity, 
hy  investors? 

Mr.  Sims.  Yes;  on  a  parity;  to  make  them  equally  as  desirable 
for  investors  as  the  bonds  of  the  State  of  New  York,  the  bonds  of 
the  Southern  Pacific,  having  the  same  time  to  run  and  all,  would 
liave  to  provide  for  an  interest  30  per  cent  higher  than  the  interest 
rate  on  the  bonds  of  the  State  of  New  York  ? 

Mr.  KEtTTTSCHNiTT.  I  think  so;  yes,  sir. 

Mr.  Sims.  Then,  is  not  that  statement  a  fair  measure  of  the  dif- 
ference in  private  corporation  credit,  however  good  that  may  be, 
■compared  to  State  credit,  as  measured  by  the  Southern  Pacific 
bond  sales  and  those  of  the  State  of  New  York? 

Mr.  Keuttschnitt.  If  you  will  refer  to  the  chart  I  gave  you 
yesterday 

Mr.  Sims.  I  have  not  had  time  to  study  those  charts. 

Mr.  Keuttschnitt.  That  chart  shows  from  1904  to  1914  some  in- 
fluence at  work  on  railroad  securities  that  has  changed  the  measure 
-of  their  desirability  in  that  period  of  10  years.  Railroad  securities 
are  not  as  desirable  in  1914  as  they  were  in  1904,  so  that  something 
lias  been  at  work  to  make  that  change. 

Mr.  Sims.  There  is  a  change? 

Mr.  Keuttschnitt.  Yes,  sir. 

Mr.  Sims.  Whatever  the  cause,  railroad  credit  is  on  the  decline,  is 
that  what  you  mean  to  express? 

Mr.  Keui'tschnitt.  Yes;  it  is  not  as  as  good  as  it  should  be. 

Mr.  Sims.  And  yet  freight  rates  have  not  declined  during  that 
period  upon  the  average? 

Mr.  Keuttschnitt.  In  that  period? 

Mr.  Sims.  Yes ;  the  gross  freight  rates  or  passenger  rates  have  not 
tieclined  upon  an  equal  ratio? 

Mr.  EscH.  Chart  No.  lOh-2  shows  a  part  of  it,  I  think. 

Mr.  Keuttschnitt.  I  have  it  here.  I  am  computing  the  percent- 
age. 

Mr.  Sims.  I  supposed  you  could  state  it  offhand.  I  did  not  mean 
the  fraction  of  a  per  cent.     Just  give  me  the  general  tendency. 

Mr.  Keuttschnitt.  Between  1903,  which  is  the  nearest  figure  to 
1904,  on  chart  lOh-2,  up  to  1915,  the  decline  in  freight  rates  has  been 
from  7.63  to  7.32  or  about  5  per  cent. 

Mr.  Sims.  You  mean  5  per  cent  decline  upon  the  average  on  freight 
rates  in  a  like  period  ? 

Mr.  Keuttschnitt.  Yes. 

Mr.  Sims.  What  was  the  other  decline  that  you  mentioned?  I  do 
not  remember  the  percentage.     You  stated  there  had  been  a  continued 
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decline,  but  did  not  state  the  percentage,  in  the  credit — I  mean  there 
would  be  an  increase  in  freight  rates  or  decline  in  the  sale  of  securi- 
ties on  account 

Mr.  Hamilton.  For  some  reason,  he  said. 

Mr.  Sims.  He  did  not  say  what  it  was.  I  do  not  know  whether  he 
has  it. 

Mr.  Kruttschnitt.  The  decline  in  credit  is  measured  in  the  in- 
crease in  the  average  yield  of  the  bonds.  That  increase — or  cost  of 
the  money,  you  can  put  it — that  increase  was  11  per  cent  from  1904 
to  1914. 

Mr.  Sims.  You  mean  the  decline  in  credit  or  the  increase  of  the  cost 
of  the  money — which  means  the  same  thing,  I  suppose. 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  That  was  11  per  cent  ? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  And  the  decline  in  freight  rates  upon  an  average  was  5 
per'  cent  ? 

Mr.  Kruttschnitt.    Yes,  sir. 

Mr.  Sims.  So  there  was  a  widening  of  the  margins  both  as  to  profit 
and  loss  ? 

Mr.  Keut^tschnitt.  Yes ;  but  when  you  take  the  decline  in  freight 
rates  for  the  purpose  of  the  trend  of  the  questions  that  you  are  ask- 
ing, you  should  consider  the  net ;  that  is,  you  should  consider  the  in- 
creased cost  of  conducting  transportation. 

Mr.  Sims.  Well,  the  decline,  anyway,  in  credit.  I  will  call  it  de- 
cline, because  that  is  really  practically  what  it  means — the  decline  in 
the  credit  of  the  railroads  for  the  period  you  have  mentioned,  was  11 
per  cent,  did  you  say? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  It  has  been  progressive,  has  it? 

Mr.  Kruttschnitt.  Yes;  quite  progressive — quite  uniform,  I 
should  say. 

Mr.  Sims.  Uniform  and.  progressive  ? 

Mr.  Thom.  Uniformly  progressive. 

Mr.  Sims.  Yes;  uniformly  progressive  declines.  That  is,  it  has 
been  continuous.  Now,  if  no  legislation  of  any  kind  should  be 
passed  by  Congress,  and  if  the  railroads  should  continue  to  be 
operated  as  they  have  been,  under  such  authority  as  the  States  should 
see  proper  to  exercise,  within  their  constitutional  rights  and  powers, 
do  you  see  any  reason  why  the  decline  of  railroad  credits  will  not 
continue  progressively  in  the  future  as  it  has  done  in  the  past  ? 

Mr.  Kruttschnitt.  If  the  present  conditions  continue  ? 

Mr.  Sims.  Yes,  sir. 

Mr.  Kruttschnitt.  Whether  the  decline  will  not  continue? 

Mr.  Sims.  Yes,  sir. 

Mr.  Kruttschnitt.  I  should  think  it  was.  It  is  like  a  sick  man. 
He  can  get  sicker  and  sicker,  but  there  is  a  limit  to  how  sick  he  can 
get.    He  will  eventually  die. 

Mr.  Sims.  A  man  who  does  not  improve  and  continues  to  decline 
in  health,  is  certain  to  die,  is  he  not? 

Mr.  Kruttschnitt.  Yes. 

Mr.  Si:ms.  If  present  conditions  should  continue  as  they  have  been, 
for  the  periods  you  have  mentioned,  as  there  is  a  decrease  of  11  per 
cent,  or  a  decline  of  11  per  cent  in  par  value  of  railroad  securities. 
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how  long  will  it  take  them,  similarly'  declining  in  railroad  credit,  to 
stop  the  wheels  completely '( 

Mr.  Kruttschkitt.  Well,  I  should  saj',  Judge,  that  with  the — 
now,  leaving  aside  speculative  estimates — I  am  taking  those  that  we 
are  certain  of — the  increase  that  has  come  in  the  price  of  fuel,  the 
abnormal  increase  piled  on  to])  of  normal  increases  that  have  pre- 
vailed for  the  last  8  or  10  years,  in  the  price  of  materials,  in  the 
pa^t  few  years,  the  increase  in  the  cost  of  wages  will  be  such,  in  the 
calendar  year  1917,  that  unless  relief  comes  someway,  I  can  pre- 
dict with  great  certainty  there  will  be  a  very  large  number  of  re- 
ceiverships— railroads  that  will  become  bankrupt.  It  can  not  be 
avoided. 

To  give  you  an  illustration 

Mr.  Sims.  That  will  be  all  right  as  argument;  I  do  not  need  it, 
as  far  as  I  am  personally  concerned. 

Mr.  Hamilton.  I  think  the  illustration  should  be  given. 

Mr.  Sims.  Perhaps  it  will  be  of  advantage  to  the  committee.  Go 
ahead. 

Mr.  Kruttschxitt.  A  few  days  before  I  left  for  Washington  we 
closed  the  fuel  contract  for  our  steamship  fleet  for  this  coming  year 
at  an  inciease  of  $2  per  ton  for  the  coal  we  have  got  to  buy.  We  use 
substantially  a  quarter  of  a  million  tons  a  year.  There  is  an  increase 
in  one  contract  of  half  a  million  dollars,  for  one  fleet.  The  fuel 
expenses  in  the  west  end  of  our  line  have  been  running  along  steadily 
for  the  last  three  months  at  an  increase  of  half  a  million  dollars  a 
month. 

Mr.  EsGH.  Do  you  use  oil  or  coal? 

Mr.  Keitttschxitt.  It  is  both.     Some  oil  and  some  coal. 

Mr.  Sims.  That  is  due  to  the  extraordinary  conditions  now"  pre- 
vailing, is  it  not? 

Mr.  Kruttschkitt.  I  prefaced  my  remark  bj?  stating  that  there 
are  some  conditions  existing  in  1916  and  1917  that  will  go  far  to 
insure  bankruptcy  of  roads  that  had  been  considered  good  roads. 

Mr.  Sims.  It  will  accelerate  it.  but  with  the  continued  decline  in 
railroad  credits,  and  the  increase  in  cost  of  railroad  operation  and 
maintenance,  it  seems  to  me  there  is  but  one  thing  that  can  possibly 
be  expected,  and  that  is  that  they  will  have  no  credit  at  all. 

Mr.  Keuttschnitt.  Well,  you  asked  me  the  question,  and  my 
replies  were  directed  to  your  question. 

Mr.  Sims    Certainly. 

Mr.  Kruttschkitt.  As  to  what  I  thought  would  happen  this  year. 

Mr.  Sims.  I  did  not  mean  this  year.    1  mean  in  a  like  period! 

Mr.  Hamiutox.  You  asked  if  a  side  man  would  not  die. 

Mr.  Kruttsciixitt.  I  think  a  great  many  of  the  sick  men  will  die 
this  year. 

Mr.  Sims.  I  did  not  mean  to  limit  it  to  this  year  or  any  number 
of  years,  but  to  the  future  in  general. 

Mr.  Hamiltox.  Will  you  allow  me  to  ask  a  question  right  here? 

Mr.  Sims.  Yes. 

Mr.  PIamiltox.  Is  there  a  compensating  increase  in  returns  to 
offset  this  very  large  increase  in  fuel  expenses  and  other  expenses? 

Mr.  Kruttschxitt.  Now,  again.  I  must  discriminate  between  our 
own  road  and  the  others. 
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^[r.  Hajiiltok.  T  mean  your  own  road.  You  used  your  own  road 
as  an  illustration. 

Mr.  Kkuttschnitt.  As  before,  I  use  intimate  statistics,  the  statis- 
tics of  my  own  road,  all  that  I  could  get,  it  being  impossible  to  get 
them  for  the  others.  Our  road  has  been  singularly  fortunate  in  the 
last  year  in  that  its  traffic  has  increased  very  largely.  We  have  had 
some,  but  not  very  bad  congestions  on  our  road.  Congestions  increase 
the  expenses  at  an  abnormal  and  alarming  rate. 

i\[r.  Sims.  What  do  you  mean  by  congestion — congestion  of 
freights? 

Mr.  Kkuttschnitt.  Yes;  inability  to  get  rid  of  it.  Our  one  in- 
ability has  been  at  Galveston  and  New  Orleans,  where  our  railroad 
lines  connect  with  the  steamer  lines.  That  was  due  to  the  inability 
to  get  steamships.  We  would  pile  more  freight  into  those  ports  than 
we  could  possibly  ship.  We  tried  to  get  more  boats,  and  succeeded  in 
making  a  great  many  outside  charters,  paying  for  some  of  the  charters 
the  entire  freight  earnings  that  we  got:  in  other  words,  leaving 
nothing  for  the  net,  and  in  three  or  four  instances  I  authorized  char- 
ters where  we  paid  more  for  the  outside  ships  than  the  earnings  on 
the  freight,,  simply  to  maintain  the  prestige  of  the  company  and  keep 
the  freight  moving. 

Mr.  Hamilton.  So  you  are  actually  hauling  at  a  loss? 

•Mr.  Kkuttschnitt.  We  are  hauling  at  a  steamship  loss. .  We 
divide  the  proceeds  in  carrying  the  freight  between  the  I'ail  lines  and 
the  steamship  lines.  The  steamship  lines — the  outside  ships — car- 
ried it  at  a  loss. 

ISlr.  Hamujto's.  But  there  Avas  a  gain  when  you  figured  the  land 
line  i 

Mr.  Kkuttschkitt.  Yes,  sir;  considered  as  a  Avhole  there  was.  I 
say  we  have  been  singularly  fortunate  in  the  last  six  or  seven  months. 
The  volume  of  oiu'  traffic  has  been  so  large  that  if  I  had  been  asked 
beforehand  whether  we  could  have  handled  it  or  not,  I  would  have 
said  without  hesitation  no.  we  could  not  handle  that  much;  but 
the  volume  has  been  very  great.  That  is  why  I  put  the  clause  in  one 
of  my  statements  yesterday  that  the  traffic  under  ordinary  conditions 
miglit  be  absolutely  unremunerati^e,  yet  if  you  increase  the  Aoluma 
enough  it  may  become  very  remunerative.  The  Southern  Pacific 
rates  have  fallen,  as  I  remember  it  offhand,  12  or  13  per  cent  in  the 
last  few  years,  but  its  gross  and  net  earnings  have  been  extremely 
satisfactory  because  of  its  excessive  volume.  But  at  the  present  rates 
and  present  scale  of  expenses,  if  some  power  cuts  that  volume  down 
to  what  it  was  in  1914,  I  should  say  that  the  Southern  Pacific  would 
be  very,  very  sick., 

Mr.  Sims.  In  other  words,  your  fuel  charge  is  likely  to  stay  up — 
while  it  may  come  down  some,  you  think  it  may  not  come  down  in 
proportion  to  your  income  decline,  if,  we  will  say,  these  abnormal 
conditions  should  become  normal? 

Mr.  Kkuttschnitt.  Generally  prices  go  up  very  rapidly,  but  it 
has  been  the  experience  of  every  one  of  us  that  when  prices  go  up 
they  are  extremely  slow  in  coming  down  again.  They  will,  no 
doiibt,  come  down  eventually. 

Mr.  Hamilton.  You  mean  the  prices  of  commodities,  and  not  the 
price  of  the  service — you  distinguish  between  prices  of  commodities 
and  freight  charges? 
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Mr.  Keuttschnitt.  We  generally  call  that  rates. 

Mr.  Hamilton.  You  distinguish  between  prices  and  rates? 

Mr.  Krxjttschnitt.  Yes,  sir;  and  we  have  it  in  our  household 
expenses.  I  remember  in  August,  1916,  when  this  threat  of  a  general 
strike  came  on,  the  tradesmen  in  the  little  Connecticut  town  where 
I  lived  raised  their  prices  tremendously.  The  excuse  was  we  were 
going  to  have  a  strike.  The  prices  went  up,  and  we  were  advised 
that  we  had  better  get  under  cover.  I  was  absent  from  home,  but 
my  wife  accepted  their  advice  and  loaded  up  with  canned  goods, 
flour,  and  a  half  a  barrel  of  sugar,  etc.,  and  when  the  fea^r 
of  the  strike  was  over,  when  it  was  temporarily  settled,  the  prices 
never  came  down.  They  remained  where  they  were;  the  assigned 
cause  had  vanished,  but  the  effect  was  not  evident.  So  it  is  with  all 
commodities.  They  go  up,  and  those  controlling  those  commodities, 
for  self-interest,  do  not  want  them  to  come  down,  because  they  are 
making  more  money. 

Mr.  Sims.  Now,  Mr.  Kruttschnitt,  you  referred  to  the  fact,  and 
stated  it  was  a  fact,  that  bank  stocks. — national-bank  stocks,  national 
banks  being  regulated  by  the  Government 

Mr.  Kruttschnitt.  And  where  they  are  not,  the  State  banks  of 
almost  every  State  are  quite  as  closely  regulated  as  the  national 
banks  are. 

Mr.  Sims.  I  understood  you  to  mean  national  banks,  national-bank 
stocks  regulated  by  one  authority. 

Mr.  Kruttschnitt.  I  did. 

Mr.  SiJis.  And  you  stated,  as  I  remember,  bank  stocks  paying  6 
per  cent  dividends  sell  for  a  very  large  amount  more  than  do  rail- 
road stocks  paying  6  per  cent  dividends,  subject  to  diverse  and  mul- 
tiple regulation,  for  the  purpose  of  comparisons.  I  do  not  remember 
the  difference  you  mentioned,  but  it  was  large. 

Now,  I  wish  to  ask  you  if  that  is,  in  all  respects,  a  fair  comparison, 
for  this  reason :  The  bank  stock  is  all  paid  for  by  the  owners  of  the 
shares.  The  bank  has  no  capital  except  the  capital  paid  in  by  the 
owners  of  this  stock.  It  is  not  mortgaged,  hypothecated,  or  anything 
of  that  kind.  Consequently  the  bank,  not  having  to  issue  bonds  or 
increase  its  capital  by  burdening  or  mortgaging  its  property,  would 
have  a  tendency  to  increase  the  value  of  the  shares  of  that  bank, 
paying  a  similar  dividend,  over  any  kind  of  an  industrial  stock,  which 
is  secondary  in  consideration  to  a  mortgage  upon  the  same  property; 
further,  banks  do  place,  as  a  rule,  earnings  over  and  above  the  per 
cent  paid  out  in  dividends,  to  a  surplus  fund,  and  it  is  often  the  case 
that  the  surplus  fund  of  a  bank  exceeds  its  entire  stock  issue,  and 
therefore  if  that  is  different  in  banks,  although  regulated  to  some 
extent — regulated  by  the  National  Government,  does  hot  that  make  a 
difference  in  the  selling  value  of  the  shares  as  compared  with  rail- 
roads ha^■ing  Government  regulation  and  also  State  regulation — -is 
it  not,  in  pai-t,  due  to  the  fact  tliat  the  railroad  is  mortgaged  and  the 
stock  does  not  represent  the  absolute  unencumbered  title  to  the  prop- 
erty itself — in  other  words,  is  that  comparison  on  all  fours;  are  the 
two  situations  so  analogous  as  to  make  that  a  fair  comparison  as  to 
tlie  effect  of  regulation  by  one  authority  or  many? 

Mr.  Kruttschnitt.  There  may  be  some  little  eft'ect  to  what  you 
speak  of,  as,  the  bardt  having  no  mortgage,  imquestibnably  the  price 
of  bank  stocks  is  ki^pt  up  and  is  liigh  because  the.  banks"  do  earn  "a 
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surplus  over  their  dividends ;  and  if  all  the  roads  of  the  United  States 
earned  a  fair  surplus  over  their  dividends,  unquestionably  their  stock 
would  stand  a  good  deal  higher  and  their  securities  would  than  they 
do  now.  My  illustration  was  intended  principally  to  contrast  what 
a  reasonable,  constructive,  conservative  regulation  did  for  bank  stock, 
and  I  have  no  doubt  that  the  close  supervision  kept  of  the  business 
of  national  banks  by  the  Federal  Government  enhances  very  much 
the  price  of  their  stocks  at  which  they  are  held  in  the  open  market. 
But  we  do  say,  on  the  other  side,  that  the  little  respect  paid,  the  little 
consideration  paid  to  constructive  regulation  by  the  diverse  masters 
of  the  railroads  has  a  good  deal  of  influence  in  the  other  direction. 

Mr.  Sims.  I  do  not  question  that  at  all,  but  I  did  not  think  they  were 
on  all  fours,  because  the  banks  are  not  legulated  by  the  different 
States  as  the  railroads  are,  neither  do  they  have  encumbrances  which 
are  a  lien  on  their  earnings. 

Mr.  Thom.  Do  thfey  not  have  obligations,  debts,  coming  ahead  of 
the  stock  ? 

Mr.  Sims.  The  property  of  the  bank  is  subject  to  the  paj^ment  of 
debts,  and  the  stockholder  is  also  liable  for  an  assessment  of  an  equal 
amount  of  his  stock  if  the  bank  does  not  pay  them. 

Now,  Mr.  Kruttschnitt,  I  understood  you  to  say  in  the  beginning 
of  your  first  statement  that  the  public  will  have  to  be  coaxed  by  larger 
interest  rates  on  railroad  bonds  in  order  to  make  them  sufficiently 
attractive  to  answer  the  purpose  of  the  required  credits  of  the  railroad 
companies.  That  is  substantially  what  you  said,  did  j'ou  not? 
Mr.  Kruttschnitt.  I  think  so. 

Mr.  Sims.  They  will  have  to  be  coaxed  by  increasing  the  interest 
rate  of  the  bonds,  and,  of  course,  to  increase  the  interest  rate  there 
must  be  an  increase  of  earnings,  provided  the  rates  of  interest  can  not 
be  paid  out  of  the  present  earnings,  and  the  railways  maintained  in 
such  condition  as  to  perform  the, services  required? 

Mr.  Kruttschnitt.  That  is  one  of  the  burdens  put  on  the  railroads. 
In  other  words,  to  get  a  hundred  dollars  of  borrowed  money  they 
have  got  to  pay  more  than  they  otherwise  would  if  they  were  not 
handicapped  by  these  handicaps  to  which  I  have  called  attention  in 
my  direct  statement.  That  is  also  shown  in  the  chart,  which  shows 
the  gradual  increase  in  cost  of  money  to  railroads. 

Mr.  Sims.  Then  you  are  positive — that  is,  that  is  your  judgment 
about  it,  not  taking  one  particular  railroad  but  taking  them  all  in 
mass — that  the  return  on  bonds,  in  view  of  existing  conditions  and 
what  seems  to  be  reasonable  and  probable  for  the  near  future,  will 
have  to  be  higher  in  order  to  coax  investors  sufficiently  to  market  the 
bonds  in  such  quantities  as  will  be  needed  ? 

Mr.  Krut'Tschnitt.  Yes,  sir;  or  "attract"  is  probably  a  better 
word  than  "  coax  " — to  attract  investors. 

,  Mr.  Sims.  That  is  what  I  mean ;  "  attract "  has  the  same  meaning. 
I  used  it  because  you  used  the  word  "  coax."  Then  _you  follow  imme- 
diately by  saying  that  high  rates  of  interest  paid  on  railroad  bonds 
are  not  in  the  public  interest.  That  is  a  positive  statement  also  of 
yours,  of  which  you  have  no  doubt,  I  suppose  ? 

;  Mr.  Kruttschnitt.  No.  The  lower  the  rate  at  which  the  railroads 
can  get  money  the  less  they  will  have  to  earn  from  their  properties, 
and  what  they  earn  from  their  properties  can  come  from  nothing  but 
rates  paid  by  the  public. 
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Mr.  Sims.  Well,  a  high  rate  of  interest  paid  on  railroad  bonds  is 
not  in  the  public  interest,  and,  whatever  may  be  the  cause,  higher  rates 
will  have  to  be  paid  in  the  future  than  have  been  paid  in  the  past  in 
order  to  attract  private  investors  sufficiently  to  meet  the  requirements 
of  the  railroad  companies  ? 

Mr.  Kruttschnitt.  Yes,  sir ;  I  think  I  said  that  substantially. 

Mr.  Sims.  That  is  the  conclusion  and  is  stating  the  facts  as  you 
see  them  now  and  as  they  likely  will  be.  Consequently  we  are  faced 
by  a  situation  that  is  not  and  can  not  be  conductive  to  the  public  in- 
terest; and  you,  I  believe,  with  others,  have  stated,  and  I  believe  it  is 
generally  admitted,  that  on  account  of  the  vast  ojffers  of  securities  of 
ordinarily  high  grade,  and  which  will  be  of  relatively  high  grade  in 
the  future,  at  a  higher  rate  of  interest  than  has  ever  heretofore  been 
offered,  that  will  necessarily  either  cause  the  bonds  of  the  railroad 
companis  to  have  to  bear  a  higher  rate  of  interest  or  sell  for  less 
money  on  the  market  ? 

Mr.  Krtjttschnitt.  Yes,  sir;  the  two  really  mean  the  same.  If 
they  sell  at  a  lower  rate  and  bear  a  certain  rate  of  interest ;  it  means 
higher  money. 

Mr.  Sims.  With  the  vast  amount  of  Government  bonds  coming  on 
the  markets  of  the  world  due  to  the  i-ecent  war — I  mean  to  the  exist- 
ing war  of  nations — and  our  own  Government  bond  issues  may  be 
very  largely  increased,  due  to  similar  causes,  how  is  it  going  to  be 
possible  with  any  sort  of  regulation,  or  with  the  lack  of  any  sort  of 
regulation,  to  cause  railroad  bonds  to  sell  upon  the  same  parity  that 
they  have  heretofore  sold  in  competition  with  all  this  tremendous 
increase  of  offerings  of  high-grade  securities  ? 

Mr.  Kruitschnitt.  I  have  explained — I  tried  to  explain — in  my 
direct  statement  some  of  the  handicaps  to  which  the  railroads  are 
subjected.  I  believe  if  you  will  remove  these  handicaps  their  credit 
will  be  improved. 

Mr.  Sims.  You  think  their  future  credit  will  be  improved? 

Mr.  Kruitschnitt.  Yes,  sir. 

Mr.  Sims.  That  is,  it  will  be  better  in  the  future  than  it  would  be 
without  that? 

Mr.  Kr^uTTscHNiTT.  Yes,  sir. 

Mr.  Sims.  But  from  the  information  which  you  and  others  have 
furnished  this  committee,  will  not  railroad  credit  be  depressed  by 
reason  of  the  increase  in  competition  in  the  offering  of  securities  that 
are  of  equally  high  grade — Government  securities  bearing  interest 
larger  than  many  railroad  bonds  now  bear  or  have  borne  ? 

Mr.  Kruttschnitt.  Yes;  the  investor  will  compare  the  relative 
securities  of  the  two,  and  particularly  the  securities  as  to  the  future, 
and  he  will  act  accordingly. 

Mr.  SiJts.  If  railroad  securities  have  to  be  sold .  in  competitive 
markets,  competing  with  securities  having  speculative  values  in  ad- 
dition to  investment  values,  will  not  railroad  securities  suffer  in  value 
by  comparison  with  all  other  securities  having  both  investment  and 
speculative  values? 

Mr.  Kruttschnitt.  I  should  think  they  would. 

Mr.  Sims.  This  was  suggested  by  what  Senator  Townsend  asked, 
and  your  answer  to  it.  I  have  asked  this  question  based  upon  the 
idea  that  in  the  future  there  will  be  no  speculative  element  to  go 
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along  with  the  sale  of  railway  securities  that  would  prove  an  element 
of  attractiveness  to  a  purchaser  who  might  have  a  speculative  dispo- 
sition; or,  in  other  words,  he  would  be  willing  to  give  more  for  a 
railroad  bond  that  carried  with  it  a  bonus  of  stock  or  something  of 
that  kind.  Although  valueless  at  the  time,  the  stock  might  become 
afterwards  of  some  value. 

Mr.  Keuttschnitt.  Yes;  but  in  a '"bond  the  speculation  would 
come  in  the  price  at  which  he  would  expect  to  get  it. 

Mr.  Sims.  Some  industrial  bonds  are  sold,  carrying  with  them 
permission  to  purchase  stocks  lower  than  the  market  value,  or  stocks 
not  having  any  market  value  at  the  time. 

Mr.  Keuttschnitt.  What  I  mean  is  this:  That  if  you  take  two 
sets  of  bonds,  both  being  6  per  cents,  and  a  man  should  come  to  the 
bargain  counter  and  look  at  them  and  find  that  one  bond  paid  5  per 
cent,  that  the  return  was  certain  on  it.  that  he  was  not  taking  any 
chances  either  as  to  principal  or  interest  in  investing,  and  he  looked 
at  the  other  bond  and  found  that  while  the  interest  was  reasonably 
certain  it  was  not  as  certain  as  the  other,  he  might  say,  "  Well,  I  am 
willing  to  give  par  for  the  first  bond,  but  there  must  be  a  little  specu- 
lation in  the  second ;  I  will  only  give  90  for  the  second."  Now,  the 
speculation  comes  in  there  as  to  the  enhancement  of  the  value  of  the 
bond  through  the  operations  of  the  property. 

Mr.  Sims.  This  question  of  mine  ought  to  apply  to  stocks  as  well 
as  bonds,  because  I  understand  it  is  not  desirable  for  any  railroad 
to  have  its  whole  value  covered  by  its  bond  liability ;  that  there  should 
be  some  margin  between  bond  liability  and  actual  value,  which  should 
be  represented  by  stock  ownership. 

Mr.  Keuttschnitt.  You  are  quite  right ;  but  I  did  not  think-  at 
the  time  of  saying  this  to  Senator  Townsend,  but  I  will  say  it  now : 
That  you  can  not  prevent  a  man  from  speculating,  I  do  not  care 
what  the  nature  of  the  bond  is.  Let  us  assume  a  United  States  Gov- 
ernment bond,  which  is  the  standard  of  stability  and  return.  Sup- 
pose United  States  bonds  are  to-day  selling  at  104.  Through  some- 
thing that  occurs  they  may  fall  to  95.  Now,  a  man  coming  to  buy 
bonds  is  going  to  speculate  on  that  margin  between  95  and  104.  He 
may  say,  "  Well,  this  fall  in  bonds  is  perhaps  due  to  this  war  scare 
and  I  do  not  believe  this  war  scare  is  all  that  it  has  been  made  to  be. 
I  am  going  to  take  a  chance;  I  will  buy  these  bonds  at  95,  though  the 
rate  is  very  low  and  the  return  poor,  and  I  will  gamble  on  there 
being  no  war  and  that  they  will  come  back  to  103  or  104,  in  which 
case  I  will  have  made  a  very  favorable  investment."  No  matter  what 
the  security  or  the  bond  is,  you  can  not  prevent  speculation,  and  that 
is  evidenced  by  the  fact  that  the  bonds  do  not  remain  at  a  fixed 
market  value.  '  Their  value  fluctuates,  not  as  rapidly  as  stocks,  be- 
cause the  earnings  on  stocks  are  contingent;  on  bonds,  as  I  said  yes- 
terday interest  must  be  earned  or  bankruptcy  faces  the  corporation. 
But  the  fact  of  fluctuation  in  the  prices  shows  that  the  element  of 
speculation  always  comes  in.  ,  ■        ,    ,   t  ^i,  ^      ^ 

Mr   Sims.  That  is  an  element  to  this  extent,  I  suppose,  that  nat- 
urally persons  would  buy  when  things  were  low  and  sell  when  they 
were  high,  and  if  the  bond  was  thought  to  be  low  by  the  investor 
he  would  purchase  it.    But  at  the  same  time  the  railroad  company 
90590— PT 11— IT 21 
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selling  that  bond  is  losing  by  having  to  take  a  less  price  for  it  in 
order  to  attract  speculative  investors ;  and  what  I  had  in  mind  was, 
How  are  we  going  to  issue  railroad  bonds,  and  what  regulation  in 
law  shall  apply  to  them  that  Avill  enable  them  to  be  sold  for  the 
greatest  amount  of  money  in  the  markets  ? 

Mr;  Kruttschnitt.  By  insuring  the  railroad  a  reasonably  certain 
revenuej  by-  fixing  it  so  that  when  volume  shrinks  very  much  the 
shrinkage  of  volume  may  be  followed  by  a  reasonably  prompt  in- 
crease in  the  rate,  or  vice  versa.  If  the  roads  under  a  given  rate, 
with  a  very  large  increase  of  volume,  are  earning  too  much,  that  is 
a  valid  reason  to  consider  a  reduction  of  the  rate.  But  there  should 
be  flexibility,  and  greater  flexibility  than  now,  and  that  flexibility 
can  only  be  gotten  by  lodging  the  rate-making  power  in  one  body 
instead  of  48  or  49  and  by  having  it  reasonably  promptly  responsive 
to  the  needs  of  the  railroads. 

Mr.  Sims.  I  believe  you  stated  that  there  are  20  States  that  regulate 
hours  of  service.  We  have  48  States.  Therefore  there  are  28  States 
that  do  not  regulate  hours  of  service.  But  does  it  not  stand  to  reason 
that  if  the  States  regulating  hours  of  service  show  results  that  are 
popular  in  those  States  that  then  the  other  28  will  adopt  regulation 
of  hours  of  service  ? 

Mr.  Kruttschnitt.  Yes;  but  even  those  that  have  adopted  them 
have  not  adopted  uniform  ones. 

Mr.  Sims.  But  they  have  adopted  some  sort  of  regulation;  and 
this  regulation  of  hours  of  service  by  the  States  is  one  of  the  things 
you  present  as  affecting  railway  credit — expense  of  operation,  and  so 
on.  Therefore,  as  only  20  States  have  adopted  it,  and  as  the  28 
other  States  may  adopt  it,  the  chances  are  that  if  this  affects  operat- 
ing expenses  now  to  a  material  degree  that  when  they  all  regulate 
the  hours  of  service  it  will  have  a  still  greater  effect,  will  it  not,  on 
railroad  credit? 

Mr.  Kruttschnitt.  Yes,  sir;  we  will  be  even  worse  off  than  we 
are  now. 

Mr.  Sims.  Yes;  I  was  going  to  say  you  will  be  worse  off. 

You  also  state  that  19  States  have  asserted  their  rights  to  regulate 
bond  and  stock  issues.  Do  you  mean  19  States  have  passed  laws  au- 
thorizing it,  or  what  did  you  mean  by  saying  that  they  have  asserted 
thfeir  rights?  That  was  the  language  yOu  used,  but  I  do  not  know 
what  you  intended  specifically. 

Mr.  Kruttschnitt.  I  woidd  understand  by  that  that  proposed 
issues'  of  securities  must  be  submitted  to  some  regulating  authority. 

Mr.  Sims.  In  other  words,  they  have  laws  requiring  them  to  be 
submitted  to  a  State  authority  ? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  Now,  do  you  also  think,  or  do  you  not  think,  that  that 
authority  has  at  least  a  sentimental  effect  upon  the  value  of  se- 
curities? 

Mr.  Kruttschnitt.  A  sentimental  effect? 

Mr.  Sims.  Well,  a  market  effect. 

Mr.  Kruttschnitt.  I  think  it  certainly  does  affect  the  market 
prices. 

Mr.  DoREMus.  Adversely? 

Mr.  Kruttschnitt.  Adversely,  of  course. 
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Mr.  Sims.  If  all  the  other-  States  adopted  similar  statutes  would  it 
not  still  further  impair  railroad  credit? 

Mr.  Keuttschnitt.  I  should  say  then  that  the  worst  is  yet  to  come. 

Mr.  Sims.  Does  it  not  stand  to  reason  that  if  19  States  have 
thought  well  enough  of  this  power  to  assert  it  that  the  rest  of  the 
States  in  course  of  time  will  do  the  same  ? 

Mr.  Keuti'schnitt.  Yes ;  and  that  if  the  assertion  on  the  part  of 
19  States  hurts  credit,  the  assertion  on  the  par't  of  the  remaining 
States  will  still  further  hurt  it. 

Mr.  Sims.  I  do  not  see  how  any  other  conclusions  can  be  reached; 
and  that  the  reasonable  probability  is  that  the  rest  of  the  States  will 
assert  it,  provided  it  is  proven  to  be  of  value  to  the  States  that  i^— 
asserted  it. 

Mr.  Thom.  You  mean,  unless  Congress  intervenes? 

Mr.  Sims.  I  mean  as  it  is  nav:. 

You  statea,  according  to  mv  ji^te  here,  that  almost  all  loss  of 
revenue  is  caused  by  regulation? 

Mr.  Keuttschnitt.  Almost  all  loss? 

Mr.  Sims.  Almost  all  loss.  That  is,  you  were  speaking  of  the  de- 
cline in  railroad  credit,  or  losses  affecting  the  railroads,  on  stocks 
and  bonds,  as  I  understood  it.  I  may  not  have  that  accurately.  As 
I  stated,  I  have  just  made  hurried  notes  here. 

Mr.  Keuttschnitt.  It  does  not  sound  familiar  to  me. 

Mr.  Sims.  It  is  revenue,  not  stocks.  "Almost  all  loss  of  revenue  is 
caused  by  regulation."  That  is  the  way  I  have  it  down.  I  suppose 
you  have  reference  to  the  regulation  to  which  they  are  now  subject? 

Mr.  Keuttschnitt.  I  probably  said,  or  probably  meant — no  doubt 
meant — that  the  loss  of  revenue  was  due  to  the  control  exercised  on 
rates  by  either  the  Interstate  Commission  or  the  State  commissions. 

Mr.  Sims.  I  understood  this  to  cover  it  all — "  almost  all  loss." 

Mr.  Keuttschnitt.  Of  course  there  would  be  another  influence  at 
work  to  which  I  have  called  attention  several  times  this  morning, 
that  there  might  be  a -very  large  loss  in  gross  revenue  through  a 
diminution  of  volume  without  any  change  of  credit. 

Mr.  Sims.  Yes ;  that  is  incidental.  I  think  I  made  this  note  from 
your  typewritten  statement,  and  of  course  it  is  in  there,  whatever  it  is ; 
but  I  wanted  to  ask  you  about  it.  The  way  I  have  it  here  is  "  almost 
all  loss  " — not  all,  but  almost  all. 

Now,  further — I  am,  confident  that  I  am  exactly  right  about  this — 
in  referring  to  operating  expenses  or  capital  charges,  either  or  both, 
you  say  they  have  been  increased  or  augmented  "  by  needless  and 
costly  terminal  stations."  I  intended  to  quote  that  exactly  from  your 
language.  Therefore  that  implies,  I  suppose,  beyond  any  question, 
that  there  have  been  needless  and  costly  terminal  stations  that  have 
been  required  by  State  regulation  or  local  regulation,  or  some  kind 
of  regulation. 

Mr.  Keuttschnitt.  I  am  quite  certain  that  you  have  one  word 
in  there  that  I  did  not  use. 

Mr.  Sims.  What  is  that? 

Mr.  Keuttschnitt.  That  in  "terminal." 

Mr.  Sims.    '  Terminal  stations  "  is  the  way  I  wrote  it. 

Mr.  Keuttschnitt.  What  I  had  in  mind  was  this,  and  it  is  a 
trouble  that  we  have  experienced  in  a  great  many  States   and  th"<-. 


976  INTEKSTATE  AND   FOBEIGN   TBANSPOETATION. 

is  orders  to  build  costly  stations— not  terminal  stations.  I  was 
talking  of  our  own  experience.  Numbers  of  orders  have  been  issued 
to  build  costly  stations  to  take  the  place  of  others  that  were  serv- 
ing the  public  perfectly  and  adequately. 

Mr.  Sims.  I  will  strike  out  the  word  "  terminal." 

Mr.  Keuttschnitt.  The  object  of  these  orders  and  the  reason  I 
complained  of  them  was  that  some  of  them  rankled  still.  The  orders 
were  issued  on  roads  whose  physical  condition  was  not  such  as  to 
properly  serve  the  public,  and  although  we  asserted  our  judgment 
to  the  commissions  that  we  should  be  allowed  to  spend  the  money 
that  we  had  for  ballasting,  for  rails,  and  for  better  bridges,  they 
brushed  all  that  aside  and  compelled  us  to  spend  the  money  for  sta- 
tions that  we  thought  were  not  needed.  There  has  been  a  number  of 
instances  where  the  Southern  Pacific  has  been  ordered  to  tear  down 
a  perfectly  serviceable,  clean,  and  well-kept  wooden  station  build- 
ing and  to  put  up  instead  either  a  stone  or  a  concrete  or  a  brick 
building.  Now,  for  years  we  have  held  the  reputation,  and  I  think 
we  have  deserved  it,  of  being  the  best  housekeepers  in  the  United 
States;  that  our  buildings  for  the  service  of  the  public  are  better 
kept,  they  are  scrupuously  clean,  and  at  all  times  they  are  well 
painted,  well  kept  up;  and  in  a  great  many  cases  the  surroundings 
of  the  passenger  stations  are  nicely  graveled;  there  is  a  small  grass 
plat  or  a  flower  bed,  and  the  surroundings  are  made  as  attractive  as 
possible  to  the  public  using  them;  and  we  know  that  the  public  has 
had  no  cause  for  complaint,  except  perhaps  some  man  interested  in 
a  real-estate  scheme,  or  some  one  desiring,  as  they  often  say,  to  have 
a  monument  at  the  entrance  of  the  town,  at  the  railroad  station,  and 
therefore  'they  want  a  brick  or  a  concrete  building  instead  of  this 
wooden  building.  It  is  a  natural  desire,  but  I  do  not  think  that 
when  the  managers  of  a  property  represent  to  the  regulating  body 
that  there  is  a  much  more  urgent  need  elsewhere,  and  in  directions 
where  the  public  can  be  much  better  served,  that  they  ought  to  sweep 
aside  the  judgment  of  those  men  and  substitute  their  own.  to  what 
seems  to  us  to  the  detriment  of  the  general  public. 

We  have  a  complaint  now,  and  I  have  often  referred  to  it,  be- 
cause I  have  repeatedly  said  to  our  directors  that  I  did  not  know 
of  a  single  case  of  irritation  or  trouble  on  the  whole  line  of  the 
Southern  Pacific,  after  one  of  my  inspection  trips  and  mixing  with 
the  people;  and  that  grievance  I  do  not  think  anybody  coiild  ever 
imagine  if  they  should  guess  a  hundred  years.  The  grievance  is 
this :  We  haA^e  in  the  heart  of  the  city  of  Oakland  a  block  of  ground 
that  formerly,  years  ago,  was  used  as  a  local  freight  station.  We 
have  built  on  one  corner  of  it  now  a  passenger  station  for  the  ac- 
commodation of  our  suburban  passengers — a  station  into  which 
they  merely  rush  to  get  their  tickets  and  rush  through  to  the  trains. 
The  rest  or  the  block,  which  is-  vacant,  has  been  sodded  and  is  simply 
a  bit  of  lawn.  The  grievance  is  that  a  party  of  real  estate  men  in 
Oakland,  who  own  property  near  this,  have  got  it  into  their  heads 
that  we  should  spend  from  a  million  and  a  half  to  two  millions  to 
erect  a  monumental  office  building  on  this  block,  because,  say  they, 
"  as  long  as  this  lawn  is  there  our  property  does  not  increase  in 
value."  We  have  told  them  time  and  again  that  if  we  had  $2,000,000 
that  we  did  not  know  what  to  do  with  we  would  not  object ;  but  at 
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the  present  time  there  are  many  directions  in  which  we  can  put 
it  to  give  better  service  to  the  public,  better  ballasting,  heavier  rail, 
better  freight  receiving  facilities,  than  to  put  it  in  a  monumental 
building  here,  simply  because  they  want  us  to  improve  the  property. 

That  is  one  of  the  greatest  sources  of  irritation  on  our  road  that  I 
know  of  at  the  present  time — the  greatest. 

Mr.  Sims.  Mr.  Kruttschnitt,  I  did  not  mean  to  question  the  ac- 
curacy of  your  statement.  Possibly  I  did  use  the  word  "  terminal " 
in  error,  because  we  have  been  using  it  so  much.  I  might  have  written 
it  unconsciously.  But  after  all,  it  is  a  fact  that  State  regulation,  or 
local  regulation,  or  demand,  or  something,  whatever  it  may  be,  is 
causing  railroad  companies  to  put  up  needless  and  costly  stations. 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  And  what  I  want  to  ask  you  about  is  this — I  am  admit- 
ting that  that  is  a  fact  as  a  matter  of  argument  and  if  it  is  due  to 
the  retained  or  potential  power  that  the  States  have  over  railroads, 
or  if  it  is  due  to  the  exercise  of  the  power  of  the  States  through  their 
commissions,  if  one  State  requires  a  certain  standard  of  stations 
which  is,  according  to  your  judgment,  needless  or  useless,  will  it  not 
have  a  tendency  to  cause  every  other  State  through  which  that  rail- 
road runs  to  want  to  be  treated  just  like  that  State,  and  to  have 
stations  just  as  good  and  just  as  expensive  as  the  other — the  railroad 
having  already  built  such  stations  at  the  demand  of  the  railroad 
commission  of  a  State  or  for  any  other  reason  ? 

Mr.  Kruttschnitt.  Well,  I  can  not  say  that  it  would  induce 
them.    They  are  all  at  it  now. 

Mr.  Sims.  Then  you  do  not  expect  that  cause  of  useless  expense 
to  abate  without  legislation  that  will  enable  you  to  refuse  it  without 
bearing  the  penalty  of  a  refusal  ? 

Mr.  Kruttschnitt.  I  suppose  we  have  got  to  live  under  that,  as  we 
have.  In  other  words,  we  will  continue  our  arguments  with  the 
regulating  bodies.  Sometimes  the  personnel  changes  and  certain 
men  are  not  as  unreasonable  as  others. 

Mr.  Sims.  Well,  is  not  legislation 

Mr.  Kruttschniti'.  There  are  ups  and  downs  in  that.  I  have 
already  spoken  in  the  highest  terms  of  one  railroad  commission. 
By  the  way,  I  noticed  that  the  President  himself  stated  that  the 
relations  with  the  railroads  are  altogether  pleasant.  They  are  be- 
cause the  commission  is  a  reasonable  one;  because  you  can  sit  down 
to  a  table  and  argue  questions  out.  If  you  make  a  reasonable  show- 
ing, they  will  decide  your  way.  There  are  other  commissions  which 
will  never  decide  your  way  no  matter  what  your  argument  is.  That 
is  a  condition  under  which  we  have  had  to  live  and  which  I  suspect 
we  will  have  to  continue  to  live  under. 

Mr.  Sims.  The  cost  of  railway  service,  then,  to  the  public,  is  not 
all  shown  by  the  gross  receipts  of  the  railroads ;  in  other  words,  these 
State  commissions  and  local  authorities  which  exercise  a  regulative 
control  are  an  expense  to  the  States  that  have  them,  and  all  expenses 
are  directly  or  indirectly  a  burden  to  transportation.    Is  not  that 

true?  .  ,        , 

Mr.  Kruttschnitt.  That  is  true,  but  there  are  certain  expenses — 
there  is  a  control  of  certain  expenses  that  I  do  not  see  how  you  can 
take  out  of  the  hands  of  the  States— that  is,  as  to  these  local  matters.   I 
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enumerated  the  demands  made  on  us  for  useless  stations  as  one  of 
the  handicaps  we  labor  under. 

Mr.  Sims.  Why  can't  that  power  now  exercised  by  the  States  be 
taken  out  and  placed  under  the  control  of  the  Federal  Government, 
as  well  as  any  other  power  exercised  by  the  States? 

Mr.  Kettttschnitt.  Theoretically  it  could,  but  I  don  t  suppose 
the  Federal  Government  would  be  very  familiar  with  the  facts,  we 
will  say,  at  Fair  Oaks  station,  in  California.  That  is  an  actual  case, 
as  to  whether  is  should  have  a  pagoda  or  flag  station  or  whether 
there  should  be  a  water-closet  there.  The  commission  would  not 
understand  the  situation  as  well  as  the  local  people  out  there. 

Mr.  Sims.  The  argument  you  make  is  that  the  State  Commissions 
are  an  increased  expense  to  the  railroads,  because  the  demands  of 
some  States  are  not  uniform,  and  therefore  the  demands  of  one  State, 
if  complied  with,  would  be  practically  a  discrimination  in  its  favor 
by  the  railroad  company,  unless  other  States  make  uniform  demands. 
Now,  if  all  the  States  make  demands  for  useless  and  expensive  sta- 
tions, is  not  the  burden  of  that  on  the  operations  of  the  railroads,  or 
its  revenues,  to  be  progressive  and  ever  increasing,  if  this  power  is 
to  remain  where  it  is  now  ?  Is  not  the  very  fact  you  must  give  uni- 
form service  in  every  respect  one  of  the  reasons  why  you  want  a 
national  charter,  to  put  all  control  under  the  National  Government? 

Mr.  Kruttschnitt.  It  seems  to  me  I  can  answer  your  question 
best  by  comparing  the  condition  of  the  carriers  to  a  man  who,  per- 
haps, has  a  very  severe  or  very  bad  carbuncle  and  corns  that  inter- 
fere with  his  powers  of  locomotion  and  sitting  down,  and  might 
also  have  a  small  pimple  on  his  cheek.  It  would  interest  him  much 
more  to  get  rid  of  the  carbuncle  and  corns  and  let  the  pimple  take 
care  of  itself.  In  other  words,  he  can  stand  it.  The  carriers,  if  they 
can  have  one  power  to  take  care  of  their  revenues,  which  is  their 
life — their  100  per  cent — they  could  very  well  leave  the  control  of 
certain  of  their  other  expenses,  amounting  to  a  small  fraction  of  the 
revenue,  in  the  hands  of  the  States,  where  it  is  now. 

Mr.  Sims.  In  other  words,  leave  the  pimple  ? 

Mr.  Kruttschnitt.  Yes;  bear  the  pimple,  if  they  could  get  rid 
of  the  carbuncle. 

Mr.  Sims.  But  if  the  person  who  has  the  pimple  is  very  anxious  to 
get  rid  of  it,  and  is  having  the  operation  performed  by  a  doctor  who 
could  get  rid  of  both  the  pimple  and  the  carbuncle  at  the  same  time, 
why  should  he  reserve  the  pimple? 

Mr.  Kruttschnitt.  Well,  to  continue  the  simile,  it  might  be  a 
fellow  with  a  limited  amount  of  money ;  only  enough  money  to  stand 
the  cost  of  an  operation  for  the  carbuncle.  He  will  say,  "  I  will  take 
the  risks  of  the  pimple." 

Mr.  Sims.  But  when  you  are  proposing  legislation  to  remove  a 
carbuncle,  why  leave'  a  pimple,  even  if  it  is  not  as  expensive  or  as 
hard  to  endure  as  the  carbuncle?  Why  is  it  being  left?  For  the 
life  of  me  I  do  not  know  why  you  railroad  people  want  to  leave  this 
matter  that  you  complain  of  with  the  States.  Not  a  member  of  your 
railroads'  representatives  who  have  appeared  before  this  committee 
but  who  has  made  complaint  of  the  exercise  of  the  power  of  the  States 
as  an  added  cost  on  operation  or  service,  but  then  in  proposing  legis- 
lation to  remove  troubles  you  do  not  provide  for  the  removal  of  all 
of  them. 
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Mr.  Kruttschnitt.  1  should  say,  Judge,  it  is  a  good  deal  this  way, 
that  we  are  laboring  from  a  100  per  cent  of  evils;  that  we  have 
enumerated  them  all  so  that  you  might  understand  fully  our  con- 
■  dition;  we  are  asking  you  to  remove  most  of  them  by  eliminating 
this  control  of  48  or  49  masters  over  us  and  putting  it  under  the 
control  of  One.  In  other  words,  I  should  think:  if  we  should  ask  for 
all  we  would  probably  not  get  it. 

Mr.  Sims.  That  is  exactly  what  I  wanted  to  know. 

Mr.  Khuttschnitt.  If  we  asked  for  the  most  important,  we  feel 
we  might  get  Congress  to  see  the  necessity  of  giving  some  relief. 
,    Mr.  Sims.  In  other  words,  remove  the  carbuncle. 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  And  if  Congress  removes  the  carbuncle  will  you  not 
later  on  come  and  ask  Congress  to  remove  the  pimple  ? 
;,   Mr.  Kruttschnitt.  No;  a  man  might  be  so  appreciative  of  the 
relief  from  the  carbuncle  that  he  might  forget  the  pimple. 

Mr.  Sims.  I  do  not  see  any  use  of  making  two  bites  at  a  cherry. 
I  do  not  see  why  you  should  come  here  and  ask 

Mr.  Adamson.  Judge  Sims,  if  the  first  surgical  operation  were 
successful  it  would  inspire  the  patient  with  more  confidence  to  come 
back  for  the  second  operation,  don't  you  think  ? 

Mr.  Thom.  I  have  noticed  the  trend  of  your  questions.  Judge,  and 
I  want  to  say  for  the  railroads  that  they  have  no  covert  purpose 

Mr.  Sims.  Oh,  I  do  not  think  so.  I  do  not  understand  how  they 
could  have  a  covert  purpose. 

Mr.  Thom.  They  are  not  using  this  as  an  entering  wedge.  They 
do  not  propose  to  do  anything  more  than  lay  their  whole  case  before 
you;  to  tell  the  thing  that  is  essential  to  their  prosperity  and  their 
duty  to  the  public.  They  have  nothing  in  the  background  about 
coming  again. 

Mr.  Sims.  Now,  I  want  to  say  this  most  emphatically,  because  I  do 
not  see  how  you  can  escape  it:  That  if  the  State  of  Illinois  collects 
from  the  railroads  in  the  State  of  Illinois  $5,000,000  a  year  in  taxes, 
and  the  State  of  Indiana  does  not  collect  a  cent,  and  the  railroads 
willingly  pay  that  $5,000,000,  that  it  is  in  effect  a  rebate  to  that 
State.  If  taxation  is  not  to  be  uniform  on  railroads  in  all  of  the 
States,  on  all  the  railroads  doing  interstate  business,  I  think  it 
amounts  to  more  than  a  mere  pimple,  because  it  can  become  a  car- 
buncle. Illinois  next  year  can  put  it,  of  course  within  the  limits 
of  their  constitutional  limitations,  high  enough  to  make  the  railroads 
pay  all  the  expenses  of  the  State,  and  if  necessary  it  will  not  take 
long  to  amend  their  constitution  so  that  they  can  do  it. 

Mr.  Kruttschnitt.  The  view  we  take  of  it  is  this:  Illinois  can 
not  treat  the  railroads  with  such  clear  injustice  as  you  suggest  with- 
out treating  all  of  its  other  citizens  in  the  same  way.  It  can  not 
make  railroad  taxes  confiscatory.  If,  at  the  same  time,  it  keeps  the 
taxes  within 'reasonable  limits  on  the  other  industries  and  citizens, 
we  have  found,  from  our  dealings  in  the  past,  that  we  can  trust  pur 
fellow  citizens  to  treat  us  justly,  and,  to  abandon  the  simile  of  the 
man  with  the  ailments,  and  take  this  little  circle  showing  the  dis- 
position of  the  dollar,  the  circle  itself  represents  a  hundred  cents  to 
the  railroads.  That  is  its  revenue ;  it  is  all  it  Can  eiCrn.  Now,  we  are 
asking  you  gentlemen  to  consider  protecting  us  as  to  the  earning 
power  of  the  entire  dollar— the  100  cents.    There  is  a  little  slice  in 
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there  of  taxes,  taking  up,  at  the  present  time,  four  and  a  half  cents 
out  of  the  dollar.  We  are  willing  to  risk  that  with  the  States  that 
are  handling  it  now.  They  control  four  and  a  half  cents  of  the 
dollar.  The  body  controlling  our  revenues  controls  100  cents.  The 
relation  of  the  two  is  very  nearly  25  to  1. 

Mr.  Sims.  All  I  have  to  say  about  it  is  that  if  a  railroad  com- 
pany— should  you  have  a  national  charter  with  the, power  to  act  and 
treat  all  States  exactly  alike  by  requiring  uniform  taxation — that 
if  a  railroad  director  in  that  company  did  not  exercise  that  power, 
when  one  State  levied  twice  as  much  as  another  State  on  the  rail- 
road running  from  one  State  into  another,  such  a  director  would  not 
be  doing  his  duty  as  such.  If  the  irregular  tax  burdens  under  the 
different  States  are  to  be  such  that  Texas  may  burden  the  railroads 
running  through  it  to  such  an  extent  as  to  make  it  impossible  to 
render  as  good  service  to  all  the  States  through  which  it  runs  as  it 
otherwise  would,  to  that  extent  they  ought  to  lower  their  taxes  to 
the  common  level  so  as  not  to  be  getting  in  effect  and  fact  a  rebate 
upon  the  railroad  service  in  that  State.  I  do  not  see  any  use  of 
being  modest  or  backward  about  it,  because  one  of  the  complaints 
made  by  the  railroad  representatives  is  that  taxation  is  not  uniform 
on  railroad  properties,  as  compared  with  other  property  in  the  sev- 
eral States. 

Mr.  Adamson.  How  can  you  affect  that,  or  change  that.  Judge 
Sims,  by  transferring  it  to  the  Federal  Government  or  forbidding 
the  States  from  taxing  at  all? 

Mr.  Sims.  If  Congress  grants  a  national  charter.  Congress  can 
state  whether  the  States  may  continue  to  tax  the  railroads  or  not. 

Mr.  Adamson.  They  can  say  just  the  same  about  the  State  char- 
ters, as  well  as  the  national  charters. 

Mr.  Sims.  They  can  stipulate  the  provisions  of  the  national 
charters. 

Mr.  Adamson.  They  can  regulate  anything  in  interstate  commBrce. 

Mr.  Sims.  Mr.  Kruttschnitt,  I  think  you  have  been  very  fair  and 
open,  and  I  think  all  the  witnesses  have  been,  but  every  complaint 
that  is  made  against  State  regulation  is  based  upon  the  idea  that 
the  State  is  getting  a  special  benefit  out  of  that  regulation.  I  speak 
with  reference  to  Texas,  because  that  has  been  discussed  so  much. 
The  very  fact  that  States  can  do  what  you  say  they  can  do,  the  very 
fact  you  comply  with  those  requirements — all  that  is  an  inducement 
on  the  part  of  the  States  to  refuse  national  incorporation — that  is  a 
reason  for  refusing  it.  I  think  this  investigation  is  very  illuminat- 
ing, and  I  think  you  have  been  candid  and  ought  to  be  candid,  but 
how  do  you  expect  to  get  Eepresentatives  elected  by  the  States  to 
rise — as  it  has  sometimes  been  referred  to— to  rise  above  local  con- 
ditions and  pass  a  law  such  as  you  admit  as  to  the  States  exercising 
such  powers  is  to  their  interest  to  continue  to  exercise  those  powers? 
How  do  you  expect  to  get  a  law  passed  for  national  incorpora- 
tion  

Mr.  Kruttschnitt.  Do  not  the  representatives  of  the  different 
States  admit  that  they  have  national  obligations  to  perform  as  well 
as  local  ones  ? 

Mr.  Sims.  Yes ;  they  are  national  representatives. 

Mr.  Kruttschnitt.  I  should  think,  then,  it  was  entirely  within 
their  power  and  proper  that  they  should  say,  "  While  we  have  the 
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right  to  take  over  everything — rates,  taxes,  road  crossings,  and  new 
stations — we  do  not  think,  in  the  public  interest,  that  it  is  necessary 
to  do  that."  Could  they  hot  say,  "  We  think  that  these  evils,  or  most 
of  them,  can  be  corrected  by  our  turning  over  to  the  National  Gov- 
ernment the  power  of  regulating  revenues  and  of  passing  on  secur- 
ity issues  and  fixing  rates  generally,  and  we  leave  to  the  States 
everything  else"?  Take  it  as  a  matter  of  expediency.  I  suppose 
if  you  proposed  to  absolutely  emasculate  State  commissions,  there 
wpuld  be  an  infinitely  greater  opposition  to  whatever  you  wanted 
to  do  than  if  you  recognize  their  rights  to  do  certain  things  and  only 
proposed  to  deprive  them — pardon  me,  Mr.  Chairman,  you  will 
notice  I  substitute  "  deprive  "  for  "  rob." 

Mr.  Adamson.  I  forgive  you.  However,  I  can  not  forgive  you  for 
desiring  to  deprive  the  communities  of  their  right  to  regulate  that 
12  per  cent  of  the  business  which  is  confined  to  them  alone,  with 
which  the  General  Government  has  no  interest,  and  that  does  not 
cross  the  State  line  and  can  not  in  any  way  affect  interstate  trans- 
portation. 

Mr.  Keuttschnitt.  Pardon  me  if  I  disagree  with  your  per- 
centages.   I  have  asked  for  the  Southern  Pacific  percentages. 

Mr.  Adamson.  Judge  Lovett  said  12  per  cent  was  the  percentage 
on  his  road. 

Mr.  Keuttschnitt.  They  are  very  different  on  ours,  but  still  I 
stand  by  my  answers  to  Judge  Sims.  I  think  the  public  generally 
would  consider  that  that  position  was  quite  reasonable. 

Mr.  Adamson.  I  am  not  going  to  forgive  Judge  Sims  for  his 
language  "  rising  above  the  local  requirements."  I  think  he  should 
say  "  betray  his  local  constituents." 

Mr.  Sims.  I  should  have  said,  perhaps,  "  in  defiance  of  his  con- 
stituents." 

Mr.  Adamson.  You  must  remember  there  are  two  arms  to  this 
Government.  A  part  of  the  duty  lies  with  the  Federal  Govern- 
ment, and  a  large  part  with  the  States.  If  you  will  read  the  Con- 
stitution you  will  observe  the  rights  of  each  to  perform  its  own 
functions. 

Mr.  Sims.  Yesterday,  Mr.  Kruttschnitt,  you  stated,  if  I  do  not 
quote  you  wrong,  that  the  railroad  system  has  broken  down — our 
present  system. 

Mr.  Kjruttschnitt.  I  read  the  quotation  from  a  manufacturing 
record  making  that  statement.  You  asked  at  the  time  if  I  indorsed 
it,  and  I  said  yes.  I  do  in  the  main.  You  can  quote  something 
without  absolutely  indorsing  everything.  I  think  I  should  not  go 
as  far  as  the  record  does,  and  I  showed  that  in  my  personally  written 
memorandum.  I  should  say  that  a  better  language  would  be  that 
it  is  breaking  down.  - 1  .^  ,     , 

Mr.  Sims.  That  our  system  is  breaking  down.  You  said  it  had 
broken  down,  as  I  understood  it. 

Mr.  Kktjttschnitt.  The  editorial  writer  did  say  it  had  broken 
down.    I  think  it  is  more  accurate  to  say  it  is  breaking  down. 

Mr.  Sims.  I  quoted  you  as  I  understood  you  at  the  time. 

Mr.  Keuttschnitt.  That  is  right. 

Mr.  Sims.  It  is  no  longer  a  question  of  choice  as  to  whether  this 
breakdown  is  complete  or  not.  The  railroads  have  been  built  and 
have  covered  the  whole  country  and  are  performing  a  service  that  the 


982  INTERSTATE   AND   FOREIGN.  TEANSPOETATION. 

country  can  not  do  without.  That  being  so,  then  it  is  a  national 
breakdown  and  not  local,  and  if  legislation  can  not  be  passed  pre- 
venting its  complete  breakdown  and  retain  the  ownership  where  it 
is  now,  in  private  corporations,  there  must  inevitably  follow — I  be- 
lieve you  referred  to  it  yesterday — Government  ownership  of  the 
railroads. 

Mr.  Kruttschnitt.  I  think  this 

Mr.  Sims.  The  present  system  is  breaking  down? 

Mr.  I&uTTSCHNiTT.  There  are  three  conditions :  There  is  a  break- 
ing down  under  present  conditions;  there  is  the  ultimate  solution—^ 
Government  ownership — but  there  is  an  intermediate  solution.  We 
claim  that  regulation  has  never  been  given  a  fair  show,  and  that  thait 
is  the  fair  thing  to  do  as  between  the  public  and  the  owners  of  the 
railroads  before  applying  the  last  remedy. 
,    Mr.  Sims.  We  should  further  experiment  with  regulation?  •  ; 

Mr.  Kruttschnitt.  I  should  say  that  I  think  it  is  beyond  the  realm 
of  experiment;  that  you  gentlemen  are  competent  to  frame  legisla- 
tion here  that  would  remove  future  legislation  from  the  realm  of 
experimentation  and  put  it  in  the  realm  of  unqualified  certainty. 

Mr.  Sims.  But  regulation  is  a  failure,  according  to  your  statement. 

Mr.  Kruttschnitt.  But  it  has  not  been  proper  regulation. 

Mr.  Sims.  Will  you  ever  have  proper  regulation,  from  your  view- 
point? 

Mr.  Kruttschnitt.  It  is  in  your  power  to  give  it ;  but  whether  or  , 
not  we  get  it  is  in  your  hands. 

Mr.  Sims.  Were  you  present  when  I  asked  Judge  Lovett  the  ques- 
tion about  the  authorization  of  the  creation  of  one  corporation  in 
the  United  States  and  giving  it  power  to  purchase  by  agreement  or 
condemnation  every  railroad  in  the  United  States  ? 

Mr.  Kruttschnitt.  I  think  I  was. 

Mr.  Sims.  And  give  it  power  to  issue  bonds,  not  exceeding  4  per 
cent,  and  guarantee  them;  provide  that  the  bonds  shall  neither  be 
taxed  by  the  States,  Nation,  or  county ;  stocks  to  be  issued,  bearing  6 
per  cent,  without  any  income  tax? 

Mr.  Kruttschnitt.  I  listened  with  a  great  deal  of  interest  to  the 
points  in  your  bill,  and  while  some  seemed  to  be  attractive  it  seemed 
to  me  it  was  fatally  defective  in  this,  you  permitted  the  earning  of 
6  per  cent  but  did  not  guarantee  anything  on  the  stock. 

Mr.  Sims.  If  this  one  corporation  buys  all  the  railroads  and  owns 
them  all  the  service  will  be  uniform  and  similar  in  every  part  of 
the  United  States,  and  its  credit  will  be  sufficient  to  cover  all  the  weaik 
roads  now  giving  a  weak  service,  and  make  a  uniform  and  efficient 
service.  I  consider  that  the  twilight  zone  of  the  present  condition 
and  ultimate  Government  ownership. 

Mr.  Kruttschnitt.  It  does  not  follow  that  the  earnings  on  the 
stock  would  be  made. 

Mr.  Sims.  It  does  not  make  any  difference  whether  you  make  them 
or  not.  You  do  not  have  to  buy  them.  We  will  issue  all  the  bonds 
necessary  to  buy  all  the  roads  in  the  United  States  and  build  more- 
all  that  is  needed — allowing  the  Government,  of  course,  to  have  direc- 
tors in  the  corporation  and  to  be  controlled  by  the  Interstate  Com- 
merce Commission.  ' 

1  I  do  not  think  I  want  to  ask  you  anything  to-morrow  except. touch- 
ing the  labor  matters  to  which  you  have  referred,  and  I  hardly  think 
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I  will  occupy  more  than  15  or  20  minutes.  Of  course,  I  do  not  know 
about  that'.  Your  answers  may  require  more  time,  and  I  think  you 
should  not  be  abridged  in  your  answers. 

Mr.  Krttttschnitt.  You  say  I  have  dealt  with  you  frankly,  and 
I  will  continue  to  do  so. 

Mr.  Adamson.  I  wish  to  say  here,  that  there  is  no  man  in  America 
more  anxious  to  see  the  system  of  railroads  prosper  and  succeed, 
but  I  want  to  state  that  in  1904,  1905,  and  1906,  when  we  were  try- 
ing to  enact  regulation  by  Congress  over  the  railroads,  the  railroad 
men  came  over  to  me — I  remember  in  1904  we  sat  for  12  weeks  in 
our  committee  hearing  this  matter,  and  they  lifted  their  hands  in 
holy  horror  at  the  suggestion  that  the  Government  regulate  the  rail- 
'roads.  They  wanted  State  regulation  then.  Later,  when  Mr.  Town- 
send  brought  in  a  bill  for  Federal  regulation  in  the  House  it  was 
defeated.  Up  to  that  time  the  railroads  were  opposing  it,  and  the 
men  wanted  it.  They  have  reversed  themselves  now,  and  that  is  a 
matter  that  renders  us  more  or  less  incredulous  in  these  matters. 

Mr.  Krut'tsohnitt.  I  came  from  a  State  myself,  but  I  was  rather 
young  at  the  time.  However,  I  remember  there  was  a  lot  of  blood 
and  treasure  spent  to  settle  that  question,  but  I  have  considered  it 
settled  ever  since. 

Mr.  Adamson.  I  am  talking  about  the  course  the  railroads  took  at 
one  time  and  their  course  now. 

Mr.  Kruttschnitt.  The  railroads,  of  course,  have  made  mistakes, 
and  I  want  to  testify  that  the  railroads  have  done  a  great  many 
things  that  we  do  not  now  approve. 

Mr.  Adamson.  I  have  never  shot  anybody  in  sustaining  the  doc- 
trine of  State  rights,  but  I  do  stand  on  the  doctrine  of  the  States 
being  allowed  to  compel  the  railroads  to  perform  their  duties  in  the 
various  States. 

We  will  adjourn  now  until  to-morrow  at  10.30. 

(Whereupon,  at  1.35  o'clock  p.  m.,  adjournment  was  taken  until 
to-morrow,  Wednesday,  March  28,  1917,  at  10.30  o'clock  a.  m.) 
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WEDNESDAY,  MARCH  28,  1917. 

United  States  Senate,  ' 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  G. 
The  joint  subcommittee  met  at  10.30  o'clock  a.  m.,  Hon.  William 
C  Adamson  (vice  chairman)  presiding. 

Mr.  Adamson.  The  committee  will  come  to  order.  Judge  Sims, 
you  may  proceed. 

STATEMENT  OF  MR.  JULIUS  KRUTTSCHNITT— Resumed. 

Mr.  Sims.  Mr.  Kruttschnitt,  as  you  are  not  a  lawyer,  I  have 
thought  you  would  be  a  more  valuable  witness,  in  some  respects, 
than  a  lawyer  would,  from  the  fact  that  you  are  not  looking  at  it 
alone  from  the  possibility  of  legal  requirements  or  legal  power,  or 
court  decisions;  but  I  do  not  want  to  appear  to  be  using  an  undue 
part  of  your  time,  or  holding  you  over  here  unnecessarily,  and  I 
certainly  have  no  thought  of  exploiting  any  views  of  my  own  or 
any  propositions  of  my  own,  but  I  do  want  to  ask  you  somewhat  in 
detail  about  the  suggestion  that  I  made  the  other  day. 

I  assume  the  country  is  not  willing  nor  ready  to  go  to  Govern- 
ment ownership.  I  am  satisfied  that  nobody  wants  us  to  go  to  Gov- 
ernment ownership,  if  through  private  ownership  the  country  can 
be  best  and  most  economically  served.  Some  of  the  objections  raised 
to  Government  ownership,  as  presented  by  Judge  Lovett,  were  in  the 
nature  of  "  pork-barrel "  objections ;  that  Members  of  Congress 
would  demand  unnecessary  construction  of  roads,  and  one  thing  and 
another,  to  meet  the  requirements  of  their  districts,  and  so  forth  and  so 
on ;  all  of  which  is  practical  and  well  to  consider.  Then,  the  disposi- 
tion, or  rather  what  we  assume  would  be  the  adverse  position  of 
States  and  counties  to  being  deprived  of  all  local  control,  taxation, 
and  one  thing  and  another  that  might  possibly  come  about  through 
national  incorporation,  as  shown  even  in  the  investigation  here,  in 
the  positions  taken  by  the  representatives  of  railroad  properties,  that 
they  do  not  propose  to  deprive  them  of  that  which  they  might  other- 
wise do  simply  in  response  to  local  sentiment ;  but,  as  between  that 
which  you  all  admit  is  absolutely  inevitable — a  betterment  of  present 
conditions  or  Government  ownership — there  might  come  between 
it  a  unified  consolidated  private  ownership,  with  absolute  Govern- 
ment regulation  through  the  Interstate  Commerce  Commission  or 
any  other  body  th^t  Congress  might  authorize  to  do  so,  and  making 
all  the  railroads  liable  for  all  the  necessary  issues  of  stocks  and 
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bonds,  giving  the  Government  the  power  to  control  them,  and  guar- 
anteeing a  rate  of  interest  on  the  bonds  not  exceeding  4  per  cent, 
and  making  both  bonds  and  income  free  from  taxation,  and  allowing 
a  margin  of  profit  between  4  and  6  per  cent  for  stock,  but  not  guar- 
anteeing that  6  per  cent  on  the  stock,  nor  any  other  suni,  but  reliev- 
ing the  stock  and  dividends  from  all  character  of  taxation,  so  as  to 
'  enable  the  strong  roads  to  carry  the  weak  roads,  and  enable  construc- 
tion to  be  had  where  it  is  necessary  to  develop  portions  of  the  country, 
where  the  development  itself  would  not  afford  sufficient  revenues  in 
order  to  have  the  development  undertaken  by  private  capital. 

Now,  I  do  not  know  whether  that  is  wise  or  feasible.  I  was  only 
trying  to  think  of  something  that  would  get  away  from  the  "  pork- 
barrel "  possibilities  referred  to  by  Judge  Lovett,  and  get  away  from 
the  idea  of  selecting  the  agencies  of  the  carriers — the  labor  and 
executive  officers  and  operating  men — through  political  favoritism 
or  political  pressure,  which  none  of  us  could  possibly  view  in  any 
other  way  than  with  fear  and  apprehension;  and  I  suggest,  as  a 
possible  means  to  retain  private  ownership,  with  absolute  public 
control,  with  unified  service  and  rates,  and  with  the  credit  of 
the  railroad  company,  as  it  would  then  be,  guaranteed  by  the  Govern- 
ment of  the  United  States,  the  Government,  of  course,  retaining  a 
lien  upon  all  of  the  property  of  this  corporation  to  secure  it  against 
any  loss  that  might  be  incurred  by  guaranteeing  the  bonds.  I  do 
not  care  about  elaborating  on  it  or  saying  more,  because  there  are 
many  details  which  would  have  to  be  considered  that  nobody  but 
practical  men  like  yourself  could  consider ;  and  therefore  I  am  going 
to  confine  what  littfe  additional  or  what  few  additional  questions 
I  shall  ask  you  to  a  cross-examination  of  what  you  said  yourself. 
You  did  not  bring  it  out  or  suggest  what  I  have  spoken  of,  but  I 
would  like  to,  have  the  opinion  of  a  practical  railroad  man  like 
yourself ,  not  simply  looking  at  regulation  as  to  what  can  be  or  what 
can  not  be  done,  but  what  is  best  for  the  people  of  the  country  and 
for  the  transportation  companies.  In  the  eleventh  note  I  have  here 
you  used  an  expression  which  related  to  labor,  where  you  said,  "  The 
arrogant  attitude  of  organized  labor  adds  to  the  cost  of  railway- 
expenses."  I  may  not  have  that,  like  a  good  many  others,  absolutely 
correct,  but  you  referred  to  the  subject  of  the  increased  cost  of  rail- 
way expenses  on  account  of  the  "arrogant  attitude  of  organized 
labor."    That  is  substantially  correct,  is  it  not? 

Mr.  Keitttschnitt.  I  think  so. 

Mr.  Sims.  Now,  what  do  you  mean  to  include,  so  far  as  it  affects 
the  expenses  of  railway  companies — the  "  arrogant  attitude  of  or- 
ganized labor  "  ? 

Mr.  KRTjTTSCHiSiiTT.  What  I  had  in  mind  when  I  said  that 

Mr.  Sims.  Yes ;  elaborate  it — what  you  meant. 

Mr.  Krtjttschnitt  (continuing).  Was  the  attitude  of  railroad 
labor  as  evidenced  in  its  absolute  contempt  of  public  opinion,  con- 
tempt of  the  President  of  the  United  States,  of  Congress,  and  of 
the  Supreme  Court.  If  we  are  to  believe  what  we  have  seen  in  the 
papers— and  the  reports  have  not  been  contradicted — the  decree  of 
the  Supreme  Court  has  been  criticized  by  the  leaders  of  organized 
labor  as  suitmg  them  to  a  certain  extent ;  that  part  of  it  did  not  suit 
at  all  and  that  they  would  attack  it ;  and  that  it  would  have  to  be 
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changed  sooner  or  later.  I  also  had  in  mind  the  attitude  of  or- 
ganized labor  when  I  and  some  50  or  60  other  railway  executi-ves 
were  in  Washington  last  August,  when  the  threat  was  made  to  the 
President  of  the  United  States  and  to  Congress  that  if  certain  things 
were  not  done  within  a  specified  time  they  would  proceed  to  paralyze 
all  the  transportation  interests  of  the  United  States.  Now,  with 
that  attitude,  which  our  intimate  relations  with  organized  labor  has 
proven  to  us  has  existed  for  a  long  time  but  which  was  made  evident 
to  the  general  public  in  August  last  only,  we  can  not  get  very  good 
service  from  men  who  have  no  respect  whatever  for  properly  con- 
stituted authority  or  for  the  laws  of  our  country ;  that  goes  without 
question.  The  employer  should  have  some  kind  of  authority  over 
the  employees ;  but  the  attitude  then  revealed,  I  say,  shows  how  very 
little  the  employer  can  have  if  the  laws  of  the  country,  the  Chief 
Executive,  and  the  most  august  tribunal,  I  suppose,  in  the  world 
are  to  be  treated  as  the  President,  Congress,  and  the  Supreme  Court 
have  been  treated  and  talked  about  by  these  men  since  August  last. 

Mr.  Sims.  Mf.  Kruttschnitt,  do  you  mean  to  be  understood  as  con- 
tending or  implying  that  the  attitude  which  you  have  described  of 
organized  labor  has  affected  the  action  of  Congress  or  the  action  of 
the  Supreme  Court  of  the  United  States  ? 

'Mr.  KEtTTTSCHNiTT.  No,  sir ;  I  did  not  say  anything,  I  think,  that 
could  be  remotely  construed  into  meaning  that. 

Mr.  Sims.  If  the  attitude  of  labor  has  no  effect  upon  the  lawmaking 
body  and  the  law  construing  and  enforcing  body,  what  difference 
does  a  vacant,  void,  and  influenceless  attitude  make  ? 

Mr.  Kruttschnitt.  You  asked  me  what  I  had  in  mind  when  I 
spoke  of  the  arrogant  attitude  of  organized  labor. 

Mr.  Sims.  Yes. 

Mr.  Kruttschnitt.  And  I  was  explaining  to  you. 

Mr.  Sims.  What  I  am  trying  to  find  out  is,  how  to  limit,  as  much 
as  possible,  the  effect  of  the  attitude  which  you  have  just  described, 
as  to  the  powers  and  agencies  of  regulation. 

Mr.  Kruttschnitt.  I  thought  I  had  explained  that,  but  I  will  try 

again. 

Mr.  Sims.  No;  I  understand  you.  I  think  I  do — what  your  ex- 
planation is ;  but  I  did  not  know,  without  further  explanation,  but 
that  it  would  be  contended  that  you  were  intending  to  imply  that  this 
attitude  had  already  affected  Congress  and  the  President  of  the 

United  States.  ,  .  ,     -r    n 

Mr.  Kruttschnitt.  No;  I  do  not  think,  Judge,  you  could  construe 
anything  I  said  into  meaning  that.  t      ,     ■,  .,    . 

Mr  Sims.  I  said  that  it  might  be  construed  or  understood  that 
that  was  your  meaning;  but  I  did  not  think  myself  that  you  intended 
for  it  to  o-o  out  to  the  country  that,  as  a  fact,  the  President  and  Con- 
gress were  influenced,  either  through  fear  or  political  hopes,  m  pass- 
ing the  Adamson  law.  Now,  I  think  this  about  it;  that  if  either 
Confifress  or  the  President  were  so  influenced,  it  was  solely  uncon- 
sciously, as  has  been  described  by  Mr.  Adamson,  the  distinguished 

author  of  the  Adamson  bill.  ,•    1  t     •  i,  ^A      ^ 

Mr  Adamson.  While  you  are  on  the  subject,  I  wish  you  would  ask 
Mr  Kruttschnitt,  who  has  been  able  to  familiarize  himself  with  it, 
and  able  to  get  around,  if  the  attitude  of  these  heads  of  the  brother- 
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hoods  can  have  an  effect  on  the  railroad  train  operatives,  how  far 
they  could  make  effective  their  extreme  views,  if  he  has  any  opinion 
on  that  subject. 

Mr.  Kkuttschnitt.  How  far  these  men  could  have  carried  out 
their  threats? 

Mr.  Adamson.  Could  have  influenced  their  men?  In  other  words, 
could  they  prevail  upon  the  bulk  of  the  train  operatives  to  follow 
them? 

Mr.  Kruttschnitt.  I  had  reason  to  believe  last  August  that  if  the 
order  had  been  issued  to  strike,  there  would  have  been  quite  a  re- 
spectable percentage  of  the  more  conservative  men  that  would  not 
have  responded ;  at  least  the  officers  of  our  and  of  a  number  of  other 
companies  were  assured  by  these  men,  on  their  own  initiative,  that 
they  disapproved  of  what  was  being  done  and  did  not  intend  to  strike 
if  ordered.  You  ask  my  opinion.  I  should  say  that  these  men  were 
honest  in  expressing  what  they  intended  to  do,  but  I  doubt  very  much 
whether  if  a  strike  had  been  ordered,  with  the  usual  coercion,  violence — 
either  open  or  concealed — whether  these  men  would  haye  had  the  back- 
bone to  stand  out  alone.  I  do  not  know  how  many  would  have  struck, 
in  other  words.  I  think  if  the  chiefs  had  issued  the  order,  they  would 
have  tied  up  the  commerce  of  the  country. 

Mr.  Adamson.  You  know  there  are  a  great  many  engineers  and  con- 
ductors throughout  the  country  who  are  very  intelligent  men,  and 
men  of  high  order,  fully  equal  to  any  of  these  heads  of  the  brother- 
hoods ? 

Mr.  Kruttschnitt.  I  agree  with  you  most  cordially  there.  1 
have  worked  most  of  my  life  with  these  men.  In  my  earlier  life 
I  was  in  a  position  where  I  could  call  them  "Bill"  and  "Jack" 
and  "Tom."  Unfortunately,  with  the  growth  of  systems,  the  in- 
timate relations  between  the  officers  and  the  men  have  been  largely 
destroyed,  but  I  believe  thoroughly  what  you  say,  that  if  action 
were  left  to  the  free  and  uncontrolled  judgment  of  the  intelligent 
men,  unbiased  by  either  violence  or  threats  of  violence,  that  the 
order  would  not  have  been  vei'y  generally  obeyed. 

Mr.  Adamson.  You  know  that  these  heads  of  the  brotherhoods 
have  made  loud  and  numerous  protests  against  what  they  call  "in- 
voluntary servitude."  I  just  ask  you,  as  an  observer  of  men  and 
events,  if  to  compel  a  man  to  quit  work  is  not  just  as  much  slavery 
as  to  compel  him  to  work  ? 

Mr.  Kruttschnitt.  I  do  not  think  it  admits  of  argument,  Mr. 
Adamson ;  I  do. 

Mr.  Adamson.  And  on  either  side  of  the  case,  it  is  a  matter  of  con- 
tract ;  they  simply  agree  to  stick  together  on  their  side,  and  on  your 
side  they  agree  to  work  for  you  ? 

Mr.  Kruttschnitt.  I  think  that  anyone  who  will  cast  back  his 
thoughts  or  his  memory  to  the  examination  of  the  brotherhood  men 
by  the  Interstate  Commerce  Commission  in  the  investigation  held  as 
to  the  headlight  law  will  come  to  the  conclusion  that  the  invollmtary 
servitude  of  a  man  to  his  union  is  absolute  and  vastly  greater  than 
any  involuntary  servitude  to  his  employer. 

Mr.  Adamson.  I  am  much  obliged  toyou,  Judge  Sims. 

Mr.  Sims.  That  was  along  the  same  'lines  of  my  examination.  It 
was  not  a  break-in  at  all. 
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Mr.  Adamson.  I  thought  it  would  be  a  fit-in. 

Mr.  Sims.  That  is  what  it  really  was.  I  am  glad  to  have  had  your 
assistance,  Mr.  Chairman,  because  I  was  on  that  subject. 

Now,  then,  Mr.  Kruttsclanitt,  do  you  advise  such  legislation,  both  by 
Congress  and  the  States,  or  by  Congress  alone,  as  will  curb  this  arro- 
gant attitude  of  organized  labor  ? 

Mr.  Krtjttschnitt.  I  think  anyone  who  shows  a  disregard  or  con- 
tempt for  the  laws,  contempt  for  the  opinion  of  his  fellow  citizens, 
by  absolutely  refusing  to  submit  any  question  in  dispute  to  arbitra- 
tion, should  be  taught  a  respect  for  the  laws  and  a  respect  for  his 
fellow  citizens  and  the  public  by  some  regulating  authority,  and  that 
regulating  authority,  of  course,  is  the  Congress. 

Mr.  Sims.  What  sort  of  regulation  would  you  suggest,  that  would 
cause  a  man  to  cease  to  violate  the  law?  You  spoke  of  his  showing 
his  contempt  for  the  law. 

Mr.  Krtjttschn  ri'T.  The  trouble  is,  there  are  penalties  prescribed 
in  existing  laws,  to  prevent  him  from  violating  them ;  but  we  know, 
from  previous  experience  in  strikes,  that  very  little  is  done  in  the  way 
of  enforcing  them.  What  I  propose  was  read  in  my  memorandum 
of  Monday,  in  which  I  proposed  compulsory  investigation.  I  do  not 
believe  in  compulsory  arbitration.  In  other  words,  I  think  the  two 
words  in  "  compulsory  arbitration,"  are  contradictory. 

Mr.  Sims.  Neutralizing? 

Mr.  Kettttschnitt.  You  can  not  have  such  a  thing  as  a  compulsory 
arbitration;  in  other  words,  the  words  do  not  convey  to  my  mind 
anything  at  all ;  one  really  offsets  the  other.  But  you  can  have  com- 
pulsory investigation  and  all  of  the  facts  relating  to  the  dispute  laid 
before  the  public,  and  either  a  strike  or  a  lockout  prohibited  until 
the  public  shall  have  had  time  to  fully  absorb  the  report  of  the  in- 
vestigating body.  We  think  if  that  is  done,  that  the  results  that 
have  followed  in  Canada  can  not  fail  to  follow  in  the  United  States. 
The  people  are  of  the  same  general  race,  with  the  same  habits  and 
customs,  and  pretty  much  the  same  form  of  government — there  is 
very  little  difference.  I  am  a  firm  believer  in  the  controlling  effects 
of  public  opinion  when  it  is  properly  informed. 

Mr.  Sims.  Then,  your  object  of  compulsory  investigation  is  not  to 
inform  the  railroad  owners  and  operators,  for  they  already  know; 
and  not  to  inform  the  railway  employees,  because  they  already  know 
everything  connected  with  it;  but  the  object  of  your  compulsory  in- 
vestigation is  simply,  through  such  a  method,  to  let  the  public  know 
the  contentions  of  both  sides  and  the  facts  and  arguments  to  sustain 
each  side  ?     Is  not  that  really  the  effect  of  it  ? 

Mr.  Kruttschnitt.  Yes ;  but  I  disagree  with  you,  to  a  certain  ex- 
tent, in  so  far  as  letting  the  railroad  employees  know  about  it.  I 
think  that  is  very  important.  I  do  not  think,  in  this  last  contention, 
when  the  strike  vote  was  taken — ^I  will  change  that  and  say  I  know 
that  many  of  the  railroad  employees  did  not  know  what  they  were 
voting  for,  and  whither  they  were  drifting;  so  I  think  it  is  very  im- 
portant for  an  investigating  body  to  let  the  mass  of  the  railroad  em- 
ployees also  know  just  what  the  contentions  are,  and  what  is  proposed. 

Mr.  Sims.  Do  you  think  that  compulsory  investigation  is  also  neces- 
sary to  let  the  railway  executives  and  their  subordinates  know  the 
facts  also? 
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Mr.  Keuttschnitt.  Well,  I  did  not  say  that  it  was  necessary  for  them 
to  know,  because  they  are  generally  informed,  and  the  leaders  of  labor 
do  not  leave  them  in  much  doubt  as  to  what  they  want  and  what  is 
going  to  happen  if  they  do  not  get  it.  Still  I  am  perfectly  willing 
to  admit  that  no  amount  of  extra  information  that  you  could  give  the 
railroad  executives  could  possibly  hurt  them,  and  it  might  possibly 

aid  themi  ,  ■        ^-     j.-  j 

Mr.  Sims.  Then,  the  object  of  your  compulsory  investigation,  and 
precedent  action  of  other  sorts,  is  not  to  enable  the  railway  executives 
and  those  operating  under  them  to  know  more  about  the  facte  than 
they  already  laiow,  and  it  is  not  to  let  at  least  a  portion  of  the  em- 
ployees know,  but  only  the  other  portion  of  them,  from  which  the  light 
has  been  withheld,  either  by  a  lack  of  opportunity  to  find  out,  or  by 
the  controlling  officers  of  their  organizations  keeping  them  m  the 
darkness?  Now,  do  you  think  it  would  be  possible  for  men  who  are 
engaged  in  earning  their  daily  bread  by  the  sweat  of  their  brows,  in. 
all  sorts  of  organized-labor  service  connected  with  railway  operation, 
to  read  and  and  know  and  keep  up>  with  and  understand  the  facts 
that  are  being  laid  before  such  an  investigating  body,  to  such  an  extent 
that  at  the  end  of,  say,  30  or  60  or  90  days,  or  even  six  months,  that 
they  would  have  such  information  as  would  enable  them  to  take 
action,  based  upon  additional  information  that  came  to  them  from 
that  investigation,  throughout  this  entire  country? 

Mr.  Krttttschnitt.  I  should  say,  as  to  most  of  them,  if  the  report 
were  not  too  long  and  too  involved,  they  would  know  all  about  it  in 
six  hours. 

Mr.  Sims.  And  understand  it? 

Mr.  Kruttschnitt.  And  understand  it  fiiUy  in  six  days. 

Mr.  Sims.  It  took  the  Members  of  Congress  a  good  deal  longer 
than  six  hours  to  understand  the  demands  that  were  made  by  labor — I 
mean  the  railway  trainmen — as  to  the  eight-hour  day ;  and  the  con- 
tention was  made  on  the  part  of  many  that  Congress  acted  without 
sufficient  knowledge,  without  knowing  what  it  was  doing;  that  is 
was  sandbagged;  that  it  was  duressed  with  political  possibilities, 
right  in  front  of  the  general  election. 

Mr.  Adamson.  I  hope  Judge  Sims  does  not  intend  to  hold  down 
the  standard  of  intelligence  of  the  rest  of  the  country  to  that  of  those 
who  are  Members  of  Congress. 

Mr.  Sims.  But  I  am  thinking  of  the  superior  intelligence  of  these 
railway  trainmen,  if  within  six  hours  they  could  sufficiently  under- 
stand the  report  of  an  investigation  to  act  intelligently  upon  it,  when 
it  takes  the  Members  of  Congress  a  number  of  months. 

Mr.  Hamilton.  Judge  Sims  does  not  want  to  put  himself  in  that  • 
category. 

Mr.  Sims.  No  ;  for  the  sake'  of  the  chairman,  as  well  as  myself. 

Mr.  Adamson.  The  stockholders  and  bondholders,  in  common  with 
the  executives,  should  be  informed,  as  well  as  the  trainmen? 

Mr.  Kruttschnitt.  I  assert  that  the  failure  on  the  part  of  a  gen- 
tleman entirely  unfamiliar  with  these  matters  to  comprehend  them 
at  once  is  no  reflection  whatever  on  his  intelligence.  The  trainmen's 
ability  to  understand  it  on  a  few  hours'  notice  is  not  surprising,  be- 
cause the  trainman  is  reading  about  matters  with  which  he  is  already 
Quite  familiar,  and  all  he  has  to  learn  is  the  opinion  of  some  outside 
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body  on  matters  with  which  he  is  already  thoroughly  acquainted  and 
in  which  he  has  been  drilled  for  his  entire  railroad  life.  I  do  say, 
however,  that  I  think  in  six  days  anyone  could  read  and  uiidertsand 
such  a  report. 

Mr.  Sims.  Six  hours,  you  said. 

Mr.  Keitttschnitt.  In  six  days,  I  say.  I  do  not  want  to  be  misun- 
derstood about  it. 

Mr.  Hamilton.  I  think  we  clearly  understood  what  you  said. 

Mr.  Sims.  You  said  they  could  read  the  report  of  an  investigating 
body  and  understand  it  in  six  hours. 

Mr.  Kruttschnitt.  I  said  a  trainman  could  get  a  good  idea  of  it 
in  six  hours. 
_  Mr.  Hamilton.  And  that  he  would  certainly  know  all  about  it  in 
six  days. 

Mr.  Kruttschnitt.  Yes ;  and  I  was  proceeding  to  say  that  anyone 
of  ordinary  intelligence  who  really  wanted  to  know  what  the  questions 
at  issue  were  could  read  the  report  of  such  an  investigating  body  and 
understand  it,  certainly  in  the  period  of  a  week. 

Mr.  Sims.  To  be  perfectly  frank,  Mr.  Kruttschnitt,  I  can  not  free 
myself  from  the  conclusion  or  the  surmise — I  will  not  call  it  a  "  con- 
clusion " — that  one  object  of  the  demand  for  this  previous  investiga- 
tion— I  mean  that  the  whole  object  of  the  demand  for  this  previous 
investigation  is  not  to  inform  the  parties  to  the  contest ;  it  is  not  for 
the  information  of  the  parties  to  the  contenst ;  is  not  for  the  guidance 
of  the  parties  to  the  contest — I  mean  the  immediate  parties,  the  rail- 
way trainmen  and  the  railroad  executives — ^but  that  the  real  object 
more  than  anything  else  is  that  the  general  public  may  read  in  ad- 
vance the  report  of  a  committee  which  investigated  the  subject,  and 
which  makes  a  statement  with  reference  to  the  causes 

Mr.  KRrrTTSCHNiTT.  And  merits 

Mr.  Sims.  And  merits  and  demerits  of  the  contention,  as  made  be- 
tween the  parties  themselves;  and  that  all  legislation  that  has  been 
proposed  to  the  end  that  no  strike  should  take  place  during  the 
period  of  investigation,  and  none  for  30  days  afterwards,  was  in 
order  that  the  public  might  be  sufficiently  influenced  to  cause  it  to 
bring  pressure  to  bear,  either  on  the  railway  employees  or  on  the 
railway  executives,  or  both,  so  as  to  avoid  the  strike  in  that  way 

Senator  Townsend.  Do  you  object  to  that,  Mr.  Sims  ? 

Mr.  Sims.  I  am  asking  a  question  now;  not  stating  my  own 
opinion  or  giving  any  testimony.  I  say  I  can  not  get  away  from 
the  inference  that  the  chief  purpose  in  having  this  previous  investi- 
gation is  to  influence  the  public  and  not  simply  to  enlighten  the 
immediate  parties  to  the  controversy.  Now,  is  or  is  not  that  the  fact, 
or  is  not  that  a  proper  inference? 

Mr.  Kjjuttschnitt.  I  could  answer  that  either  yes  or  no.  It  is 
of  the  greatest  importance  to  inform  the  public ;  but  I  have  already 
said  that  I  think  it  would  be  a  good  thing  to  let  the  rank  and  file 
of  railroad  men,  as  well  as  shareholders  and  others,  learn  the  issues 
and  the  merits  of  a  controversy  also ;  in  other  words,  let  all  the  people 
fcaow,  and  that  embraces  everybody.  If  a  man  knows  part  of  it 
already,  it  will  not  hurt  him  to  learn  a  little  more — to  learn  what 
the  opinion  of  an  outside  disinterested  board  is. 

Mr.  Sims.  You  do  not  advocate  compulsory  arbitration,  and  I 
think  you  are  logical  in  that.    It  always  appeared  to.  me  that  saying 
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"compulsory  arbitration"  is  equivalent  to  not  saying  arbitration 

at  all.  .  ,  ,  x 

Mr.    Adamson.  Judge,   what   did  the   Chair  understand   you   to 

state  yesterday  about  20  minutes? 

Mr.  Sims.  I  did  not  know  that  the  Chair  was  going  to  come  m 
and  aid  me  so  much,  for  which  I  thank  him.  As  I  said  before,  I 
do  not  feel  that  any  member  of  this  committee  ought  to  be  limited 
to  such  an  extent  that  he  can  not  even  develop  one  point  while  he 
is  on  it.  I  think  Mr.  Kruttschnitt  is  as  competent  to  give  us  light 
upon  the  subjects  about  which  we  are  investigating  as  any  man 
that  has  been  or  can  be  brought  before  this  committee. 

Mr.  Adamson.  I  beg  Judge  Sims's  pardon ;  he  is  the  man  that  said 

20  minutes.  ,         ,    , 

Mr.  Sims.  And  I  did  not  think  it  would  take  longer  than  that. 
It  all  depended  on  the  answers.  I  said  I  did  not  think  it  would 
take  more  than  20  minutes  to  ask  the  questions;  but  one  question 
leads  to  another. 

Mr.  Kruttschnitt.  I  should  say,  Judge,  in  further  answer  to 
that  question,  that  I  think  the  report  of  a  disinterested,  outside  body 
would  be  helpful  to  everyone.  I  am  looking  at  that  from  a  personal 
point  of  view.  If  I  had  preconceived  notions  about  some  issue  with 
our  employees  on  which  I  was  going  to  make  a  stand,  and  if  I  knew 
that  an  outside  impartial  body,  after  looking  into  it,  held  different 
views,  it  would  certainly  make  me  pause  and  ask  myself  whether  I 
was  quite  sure  that  I  was  right  or  not.  I  think  it  would  so  affect 
every  man  who  found  that  his  preconceived  notions  differed  from 
the  report  of  an  outside  investigating  body  composed  of  men  whose 
names  and  records  would  inspire  universal  respect  and  confidence. 
I  say  it  would  affect  me,  and  I  think  it  would  affect  everyone. 

Mr.  Sims.  What  I  was  trying  to  agree  with  you  about  when  I  was 
interrupted  was  that  I  do  not  understand  the  railway  owners — I 
mean  the  stockholders  or  those  representing  their  interests — to  de- 
mand compulsory  arbitration. 

Mr.  KEtTTTscHNiTT.  No.  I  defined  that  Monday,  when  I  read  my 
memorandum. 

Mr.  Sims.  I  understand,  and  I  agree  with  you  about  it,  so  far  as  I 
am  personally  concerned.  But  your  contention  is  that  during  this 
period  of  investigation,  and  until  such  time  afterwards  as  Congress 
may  determine,  there  must  be  no  leaving  of  the  service  of  the  rail- 
roads by  the  employees  by  agreement  with  each  other  or  by  con- 
certed action,  and  that  the  leaving,  if  so  done,  shall  become  a  crime 
and  punishable  as  such.    Is  thai,  or  not,  a  correct  statement  ? 

Mr.  Kruttschnitt.  Yes,  sir;  that  is  correct. 

Mr.  Sims.  Now,  in  its  effect  upon  railway  service  and  railway  men, 
what  practical  difference  is  there  between  forcing  them  to  arbitrate 
something  that  they  do  not  want  to  arbitrate  and  forcing  them  to  re- 
main in  service  contrary  to  their  wish  and  will  until  an  investigation 
which  they  have  not  asked,  made  by  a  body  which  they  have  not 
selected,  shall  pass  upon  whether  or  not  that  particulai'  body  or 
committee  or  commission  agrees  with  them  in  "the  demands  they 
have  made?  I  mean  in  its  effect  upon  labor  itself— would  they  not 
regard  compulsory  arbitration  just  as  favorably  as  they  would 

Mr.  Kruttschnitt.  I  liave  not'  suggested  compulsory  arbitration. 
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Mr.  Sims.  I  knoAV  you  have  not.  You  abandoned  that;  and  now 
I  want  to  see  whether  or  not  you  are  ready  to  abandon  the  other. 

Mr.  Hamilton.  I  should  like  to  call  attention  to  some  testimony 
before  our  House  committee,  in  which  some  of  the  railway  employee 
leaders  declared  that  they  were  in  favor  of  investigation. 

Mr.  Sims.  Yes :  but  not  to  penalize  their  men  for  quitting  service 
by  concerted  action  during  the  period  of  investigation. 

Mr.  Keuttschnitt.  Of  course,  there  is  very  little  use  of  having  an 
investigation  if  the  parties  involved  conclude  to  act  on  their  own 
judgment  before  the  report  of  the  investigation  is  made. 

Mr.  Sims.  But  I  asked  you  if  there  was  any  difference  in  practi- 
cal effect  from  the  attitude  of  labor  and  from  the  interests  of  labor 
to  be  compelled  to  submit  to  compulsory  arbitration  of  their  matters 
in  dispute  or  being  compelled  to  serve  regardless  of  their  demands 
or  what  they  may  determine  to  be  their  interests  under  penal  laws 
during  the  period  that  a  committee  they  did  not  select  and  had  no 
part  in  the  selecting  should  pass  upon  whether  or  not  their  demands 
ought  to  be  granted  or  not.  In  other  Avords,  is  not  compulsion  in  the 
one  instance  equivalent  in  its  effect  to  compulsion  in  the  other,  so 
far  as  labor  is  concerned? 

Mr.  Keuttschnitt.  No,  sir.  In  my  mind  they  are  entirely  differ- 
ent. It  is  entirely  different  if  some  one  having  power  over  me  should 
say,  "  We  compel  you  to  submit  your  difference  to  arbitrators,  and 
we  compel  you,  under  pain  of  punishment,  to  abide  by  the  result." 
That  takes  away  from  me  liberty. 

Mr.  Sims.  Oh,  no ;  not  to  abide  by  the  result  but  submit  to  it.  That 
is  what  I  am  supposing  in  my  question.    You  submit  to  arbitration. 

Mr.  Keuttschnitt.  What  is  arbitration  except  an  agreement  to 
submit  differences  to  selected  persons  and  to  abide  by  the  result?  If 
you  are  not  going  to  abide  by  the  result,  why  arbitrate  ? 

Mr.  Sims.  They  say  absolutely  they  will  not  arbitrate  questions  of 
personal  relationship.  That  is  the  very  thing  we  are  talking  about. 
You  are  talking  about  compulsory  arbitration  and  a  personal  rela- 
tionship which  they  themselves  are  at  liberty  to  abandon  after  your 
arbitration  has  been  made.  They  can  cease  to  labor  after  it  is  made 
as  well  as  before. 

Mr.  Keuttschnitt.  I  am  afraid  I  am  a  little  dense  this  mornmg, 
but  L  really  do  not  see  how  I  can  answer  your  question  differently 
from  the  way  in  which  I  have  answered  it  several  times  already. 
I  can  not  see  the  bearing  of  your  question  about  compulsory  arbitra- 
tion when  I  have  never  suggested  it  at  all. 

Mr.  Sims.  I  know 

Mr.  Keuttschnitt.  You  asked  me,  if  I  understood  you  nght, 
whether  there  is  any  difference  between  compelling  a  man  to  arbitrate 
md  compelling  him  to  keep  his  relations  with  his  employer  in  status 
quo  until  some  outside  disinterested  parties  could  investigate.  It 
seems  to  me  the  difference  is  as  great  as  the  difference  between  night 

and  day.  ,  •        j.  ^i  n 

Mr.  Sims.  In  its  effect  upon  compulsory  service  of  the  employee— 
that  is  what  I  mean— that  if  the  arbitration  should  take  three  months 
or  six  months,  he  is  compelled  to  stand  there  and  serve  as  a  railroad 
employee  pending  this  arbitration.  _      _ 

Mr  Keuttschnitt.  Then  he  should  never  have  entered  a  service  in 
which  he  assumes  an  obligation  to  the  public.     The  shareholders 
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surrender  many  of  their  rights  when  they  undertake  to  serve  the 
people. 

Mr.  Sims.  And  if  you  do  not  have  compulsory  arbitration  and  you 
have  compulsory  investigation,  he  is  compelled  by  penal  provisions 
to  remain  in  service  during  the  period  of  investigation  and  report. 
So  both  involve  involuntary  servitude,  or  the  permission  to  quit  the 
service  simply  as  an  individual,  and  not  acting  in  concert. 

Mr.  Kruttschnitt.  Judge,  I  am  not  a  lawyer,  but  this  simile 
occurs  to  me :  Every  day  in  contentions  between  individuals  the  courts 
step  in  and  tell  the  individual,  "  Halt ;  do  nothing  now  until  we 
investigate  this  matter." 

Mr.  Sims.  They  enjoin,  in  other  words? 

Mr.  Kruttschnitt.  Exactly.  Now,  what  is  the  difference?  The 
remedy  by  injunction  is  So  common  that  everybody  in  the  country 
knows  about  it.  The  court  simply  tells  the  litigants,  "  Hold  up  now 
and  do  nothing  until  we  look  into  this  matter,"  and  they  submit.  It 
does  not  seem  to  be  considered  any  particular  hardship.  It  bears  on 
everyone  alike. 

Mr.  Sims.  Did  you  ever  hear  of  a  court  of  equity  enjoining  a 
criminal  court  in  a  prosecution  for  crime? 

Mr.  Kruttschnitt.  I  am  afraid  I  am  out  of  my  depth,  but  as  the 
Supreme  Court  has  affirmed  the  power  of  Congress  to  use  emergency 
remedies  in  emergencies — a  power  denied  by  many  able  lawyers — 
I  assume,  although  no  lawyer,  that  it  can  forbid  action  pending 
investigation. 

Mr.  Sims.  In  other  words,  the  injunction  applies  to  civil  reme- 
dies, and  to  equitable  civil  remedies,  and  involves  no  imprisonment 
at  all  unless  the  person  after  the  injunction  is  issued  should  violate 
it,  and  then  he  only  incurs  the  penalties  of  contempt  of  court.  But 
compulsory  arbitration  is  compulsory  service  during  investigation, 
and  is  a  service  enforced  and  continued  by  criminal  liabilities,  crim- 
inal penalties,  enforced  by  the  State  in  behalf  of  the  public — assumed, 
at  least — and  has  no  analogy  to  penalties  for  a  violated  injunction, 
which  is  a  civil  remedy  as  I  see  it.  But  now  let  us  get  down  to  the 
practical.  That  is  the  reason  why  I  said  I  should  like  to  talk  with 
a  gentleman  who  did  not  shape  or  attempt  to  shape  all  his  answers 
with  reference  to  legality  or  illegality,  or  the  possibility  of  enforcing 
a  law  or  having  it  declared  void  by  a  court.  I  believe  it  is  admitted, 
in  round  numbers,  generally,  that  the  railway  trainmen  that  would 
have  been  in  that  strike  if  they  had  all  joined  in  it  was  about  400,000. 
Is  that  correct  ? 

Mr.  Kruttschnitt.  I  really  do  not  know.  That  was  the  figure 
generally  used,  but  I  do  not  know  whether  it  was  correct  or  not. 

Mr.  Sims.  That  is  approximate.  Now,  then,  organized  labor  en- 
gaged in  railway  service,  shop  men,  and  others  was  a  number  larger 
even  than  that,  was  it  not? 

Mr.  Kruttschnitt.  Yes ;  I  should  think  so. 

Mr.  Sims.  I  saw  it  stated  by  parties  who  were  favorable  to  the  rail- 
way position  about  the  matter,  that  there  were  about  1,800,000  em- 
ployees in  railway  service  in  the  same  railway  companies  that  were 
involved. 

Mr.  Kruttschnitt.  If  you  mean  that  that  is  the  number  of  em- 
ployees less  these  trainmen,  I  think  that  is  about  right.    I  think  there 
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are  about  two  and  a  quarter  million  railway  employees;  therefore 
that  total  less  400,000  would  be  about  correct.' 

Mr.  Sims.  I  want  to  ask  you  approximately  how  many  of  these 
employees  are  organized ;  I  mean  those  in  labor  organizations. 

Mr.  Krttttschnitt.  It  is  diiRcult— it  is  impossible  for  me  to  answer 
that  question.  The  two  and  quarter  millions  is  the  number,  as  I 
remember,  determined  by  the  reports  to  the  commission,  as  the  cor- 
rect number  of  railway  employees.  I  do  not  know  how  many  of 
them  are  organized  and  how  many  are  not. 

Mr.  Sims.  Now,  the  arrogant  attitude  that  you  referred  to  had 
reference  largely  to  the  four  brotherhoods,  as  I  understand ;  that  is, 
you  had  specific  reference  to  their  attitude  ? 

Mr.  Kruttschnitt.  Yes;  they  are  the  ones  who  have  been  doing 
the  talldng. 

Mr.  Sims.  Yes ;  and  making  it  known  what  their  attitude  was '( 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  In  this  country,  as  I  understand  it,  political  power  is 
about  the  highest  power  that  can  be  exercised,  and  the  political 
poAyer  of  the  organized  labor  within  railway  employments,  and  the 
political  power  of  all  other  organized  labor,  is  a  very  considerable 
political  power  in  the  United  States.  You  are  ready  to  admit  that, 
are  you  not,  that  it  is  so  large  as  to  amount  to  a  very  considerable 
political  power?     I  do  not  mean  partisan  power;  political  power. 

Mr.  Kruttschnitt.  Yes ;  I  think  that  can  be  admitted. 

Mr.  Sims.  Is  not  one  of  the  objections  to  public  ownership  the 
political  power  that  the  employees  would  have  if  they  were  all  ap- 
pointed through  political  agencies? 

Mr.  Kruttschnitt.  Yes;  that  is  one  great  objection. 

Mr.  Sims.  Now,  how  is  it  going  to  be  possible  to  enforce  a  criminal 
statute  and  a  criminal  penalty  against  organized  railway  trainmen 
throughout  the  country  through  the  ordinary  machinery  of  criminal 
prosecutions?  In  other  words,  suppose  we  had  had  a  law  against 
striking  without  this  previous  investigation — a  criminal  law — that 
would  involve  felony  penalties,  a  penitentiary  offense,  and  then  sup- 
pose that  whole  400,000,  regardless  of  this  penal  law,  had  gone  out. 
Would  it  have  been  practically  possible  for  the  United  States  dis- 
trict courts  having  jurisdiction  to  have  successfully  prosecuted, 
throught  the  entire  Union,  such  a  vast  number  of  criminals,  who  be- 
come criminals  in  the  assertion  of  their  own  rights,  as  they  believed 
or  claimed  to  believe,  in  view  of  the  wide  extended  personal  sympathy 
and  political  influence  that  that  vast  number  of  men  would  have 
throughout  the  country?  Would  it  have  been  practically  possible 
to  have  enforced  such  a  law  by  criminal  prosecutions  if  they  had  to 
actually  be  applied  ?  In  other  words,  would  not  the  very  magnitude 
of  enforcing  the  law  itself  break  it  down  ? 

Mr.  Kruttschnitt.  I  can  not  conceive,  judge,  that  99,600,000 
people  should  admit  that  any  400,000  should,  because  of  their  num- 
bers, political  influence,  or  any,  other  reason,  have  permission  to  vio- 
late the  laws  with  impunity.  If  necessary,  I  think  the  99,600,000 
should  assert  the  rights  of  the  majority,  which  rules  in  this  country, 
and  should  say,  "  Our  representatives  having  enacted  such  and  such 
laws,  every  person  in  this  country,  to  the  last  one  of  the  hundred 
millions,  must  obey  that  law  regardless  of  cost  or  consequences." 
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Mr.  Sims.  You  are  speaking  now  from  a  theoretical  standpoint. 

Mr.  Kruttschnitt.  Well,  I  do  not  know  what  you  call  a  theo- 
retical standpoint. 

Mr.  Hamilton.  The  question  was  theoretical. 

Mr.  Sims.  No;  it  was  practical. 

Mr.  Kruttschnitt.  That  is  my  opinion.  You  ask  whether  it 
would  be  possible  to  enforce  the  law  against  400,000  people  if  they 
chose  to  ignore  it.  I  say  it  seems  to  me  that  the  answer  is  patent- 
yes. 

Mr.  Sims.  I  have  reference  to  the  400,000  committing  this  crune 
simultaneously  and  by  concerted  action;  not  that  some  one  of  the 
400,000  should  assert  his  right  as  an  individual. 

Mr.  Kruttschnitt.  I  would  not  modify  my  answer  whether  it 
was  one  or  400,000. 

Mr.  Sims.  Of  course,  your  answer  should  be  as  you  think.  Now, 
what  is  practically  impossible  might  just  about  as  well  be  physically 
impossible,  so  far  as  legislative  and  administrative  questions  are  con- 
cerned. Now,  I  do  not  believe,  Mr.  Kruttschnitt,  that  if  there  had 
been  just  such  a  law  passed  as  has  been  advocated  and  asked  for, 
making  it  a  crime  for  these  400,000  men  to  strike  without  first  serv- 
ing the  railroad  for  so  long  a  time — that  is,  three  months  or  six 
months,  whatever  you  please,  pending  the  investigation  and  a  re- 
quired time  afterwards — that  if  they  had  violated  it  by  concerted 
action,  for  the  reasons  given — ^that  they  denied  the  right  of  Congress 
to  make  it  a  crime  for  these  men  in  a  body  to  select  their  employees 
or  to  refuse  to  continue  an  employment  already  entered  into — I  do 
not  believe  nor  can  I  think  it  is  even  possible — practically  possible — 
that  there  could  be  successful  prosecutions  throughout  the  United 
States  of  these  400,000  criminals;  I  mean  criminals  in  the  sense  of 
violating  this  criminal  law;  that  the  power  they  have  in  politics, 
which  is  perhaps  no  greater  than  any  other  400,000  representative 
men  would  have,  the  sympathy  of  other  labor  organizations,  the  sym- 
pathy of  the  whole  people,  would  be  such  that  the  prosecutions  would 
absolutely  break  down  and  be  absolutely  worthless  and  ineffective, 
and  that  there  would  be  a  demand  made  upon  Congress,  upon  every 
Member  of  Congress  seeking  reelection 

Mr.  Hamilton.  May  I  ask  you  a  question,  Judge  ? 

Mr.  Sims.  In  a  moment.  (Continuing:)  That  he  should  vote  to 
repeal  or  modify  this  law,  and  that  the  repeal  would  promptly 
follow. 

Mr.  Hamilton.  I  simply  wanted  to  ask  you.  Judge  Sims,  whether 
the  railroad  history  of  Australia  has  any  bearing  on  this  question 
that  you  are  raising. 

Mr.  Sims.  I  do  not  know  enough  about  it  to  answer  your  question. 
In  other  words,  if  it  is  impracticable,  if  you  can  not  enforce  a  law, 
what  IS  the  use  of  merely  irritating  the  public  by  passing  it  ? 

Mr.  Hamilton.  Why  not  go  to  a  practical  illustration  rather  than 
indulge  in  conjecture? 

Mr.  Kruttschnitt.  Law,  I  think,  has  been  defined  as  the  crystalli- 
zation of  public  opinion.  If  we  accept  your  assumption  that  the 
entire  public  would  be  m  sympathy  with  400,000  men  if  they  engaged 
in  breaking  the  law,  I  think  we  then  might  just  as  well  admit  that 
our  whole  system  of  government  is  a  failure,  and  any  number  of 
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people,  no  matter  how  small,  if  they  can  win  over  the  sympathies 
of  the  people  generally  can  do  as  they  please  and  run  the  country 
regardless  of  the  wishes  of  the  majority.  And  I  confess  that  I  can 
not  see  the  object  of  imagining  these  difficulties  when  our  neighbors 
]ust  across  the  border  have  been  doing  what  I  am  advocating  that 
we  should  do  for  a  number  of  years,  and  through  their  public  officers 
and  through  the  railways  that  have  been  affected  by  these  laws,  they 
say,  successfully.  Are  we  not  simply  alarming  ourselves  by  creating 
bogey  men?  Why  should  it  not  work  on  this  side  of  the  border  as 
it  does  on  the  other  side  of  the  border? 

Mr.  Sims.  Your  investigation,  which  you  are  contending  for,  as 
admitted  by  yourself,  prior  to  a  strike,  after  the  investigation  has 
been  made,  is  to  affect  public  opinion;  in  other  words,  to  cause  as 
many  of  the  public  to  take  your  side  of  this  controversy  by  reason  of 
this  investigation  as  possible,  and  thus  to  affect  public  opinion. 

Mr.  Ketjttschnitt.  Put  it  a  little  differently,  that  the  object  of 
my  suggestion  is  to  get  the  public  properly  informed,  so  that  they 
will  take  sides  with  those  who  .are  right. 

Mr.  Sims.  And  believing,  of  course,  that  jovtr  side  is  right. 

Mr.  Kexjttschnitt.  Not  necessarily — with  the  side  that  is  right.. 
This  tribunal  will  say  which  side  they  think  is  right  and  what  the 
merits  are,  and  I  think  it  will  follow  necessarily  that  when  the  re- 
port is  given  wide  publicity  that  the  ptiblic  generally  will  agree 
with  these  impartial  investigators  and  will  array  themselves  on  the 
side  which  is  pronounced  in  the  right. 

Mr.  Sims.  As  a  matter  of  course,  nobody  is  going  to  contend,  Mr. 
Kruttschnitt,  that  individuals,  either  singly  or  by  concert  of  action, 
have  a  right  to  obey  or  ignore  laws  just  at  their  sweet  will.  I  am' 
not  assuming  that  ethically  or  legally  they  have  the  right ;  I  am  com- 
menting on  the  impossibility  of  enforcing  such  a  law  where  it  takes 
12  men  to  agree  unanimously  that  these  parties  are  guilty,  and  I  do. 
not  believe  myself,  with  what  experience  I  have  had,  observing  and 
reading  on  such  matters,  that  it  would  be  possible  to  effectually  prose- 
cute and  convict  400,000  men  all  over  this  country  who  violated  this 
law  simultaneously  and  at  the  same  time,  and  the  statute  of  limita- 
tions running  on  the  offense  would  be  the  same.  I  believe  that  you 
could  not  get  juries  enough  or  officers  enough;  that  the  means  of 
enforcing  the  law  would  break  down  absolutely  and  you  would  very 
likely  by  any  attempt  to  prosecute  400,000  laborers  at  one  time, 
create'  such  a  public  sentiment  through  the  efforts  they  would  make 
and  the  personal  contact  they  would  have  with  the  votes  generally 
as  to  make  it  impossible  to  keep  such  a  law  upon  the  statute  books. 

Now,  why  not  take  a  view  of  this  thing  which  is  practical  and 
which  'is  possible?  I  do  not  believe  that  is  possible,  regardless  of 
whether  we  have  the  constitutional  right  and  power  to  do  it  or  not. 
Is  it  wise  to  imdertake  such  a  thing? 

Mr  Ketjttschnitt.  I  want  to  call  your  attention  to  the  fact  that 
the  United  States  Board  of  Mediation  and  Conciliation,  in  a  report 
dated  November  1,  1915,  gives  the  figures  as  to  the  success  of  the 
measures  taken  in  Canada  to  prevent  strikes.  I  gave  you  my  opinion, 
formed  from  the  report  of  an  officer  whom  I  sent  to  Canada  for  the 
purpose  of  looking  into  the  matter ;  I  gave  you  the  opinion  of  the 
present  Canadian  minister  of  labor,  and  I  gave  you  the  opmion  of  the 
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ex-Canadian  minister  of  labor,given  to  me  orally,and  also  made  public 
in  an  address  in  New  York  City,  and  I  gave  you  the  report  of  a  com- 
mission created  by  you  that  has  examined  this  matter  and  reported  on 
it  and  say  it  is  successful.  Now,  if  that  does  not  convince  you  of  the 
practicability  of  doing  something  of  that  sort,  I  confess  I  ajn  at  the 
end  of  my  rope ;  I  can  not  say  anything  more. 

Mr.  Sims.  I  am  confining  this  largely  to  the  proposed  strike  of  the 
railway  trainmen  that  was  prevented  by  the  passage  of  the  Adamson 
law  from  the  fact  that  you,  as  well  as  others,  have  referred  continu- 
ally to  the  power  that  organized  labor  in  that  instance  seemed  to  have 
been  able  to  exert  somewhere  from  the  attitude  that  they  took.    Now, 
of  course,  a  strike  on  a  short  railroad,  one  perhaps  involving  only  a 
single  StatCj  might  not  have  the  same  effect  all  over  the  United  States, 
in  prosecuting  all  those  who  violated  that  law  in  that  particular 
locality  that  it  would  have  if  the  prosecution  applied  to  a  numerous  ' 
class  of  individuals  all  over  the  United  States,  as  it  would  have 
applied  to  these  400^000  striking  brotherhoods.     As  I  say,  suppose 
there  had  been  a  law  at  the  time,  and  they  all  had  violated  it,  would 
it  have  been  possible  to  successfully  prosecute  those  who  violated  it 
by  convicting  them  ?     There  would  have  been  no  question  about  the 
evidence ;  there  would  have  been  no  question  whatever  of  that  kind, 
but  I  believe  it  was  Burke  who  said,  on  the  trial  of  Warren  Hasting^, 
that  we  can  not  indict  a  whole  nation;  neither  can  we  get  a  public 
sentiment  that  would  want  to  send  to  the  jails  and  prisons  of  this 
country  400,000  otherwise  law-abiding  good  citizens  at  one  time,  be^ 
cause  they  contended  for  the  right  to  quit  work  by  concerted  action, 
regardless  of  this  law  requiring  them  to  serve  for  so  long  a  time  pend- 
ing an  investigation. 
Mr.  Hamilton.  He  said  that  about  the  electors  of  Bristol. 
Mr.  Sims.   Anyhow,  it  was  said  by  a  very  able  man  in  England. 
It  might  not  have  been  the  trial  of  Warren  Hastings. 
Mr.  Hamilton.  Who  do  you  say  said  it? 
Mr.  Sims.  I  thought  it  was'  Burke. 
Mr.  Hamilton.  Yes ;  Edmund  Burke. 

Mr.  Sims.  Why  not  resort  to  some  other  means  which  can  be  ob- 
tained and  which  can  be  enforced  and  which  perhaps  will  grow  in 
popularity  after  it  is  done?  I  am  by  this  like  I  am  by  thinking  that 
you  can  deprive  all  the  States  of  the  United  States  of  the  powers 
which  they  are  exercising  through  their  commissions  simply  by  show- 
ing that  it  would  be  an  advantage  to  railroad  credit  or  railroad  own- 
ers to  do  such  a  thing.  There  are  some  things,  of  course,  that  are 
more  to  be  considered  than  profits  of  railway  investors— more  than 
the  profits  of  railway  owners  or  owners  of  any  other  kind  of  prop- 
erty. But,  Mr.  Kruttschnitt,  it  does  not  seem  to  me  that  the  railway 
owners  of  this  country  at  this  time  have  any  fears  whatever,  as  far 
as  I  can  see  it,  of  going  to  Government  ownership  or  of  destructive 
State  regulation. 

Now,  I  will  give  you  the  reasons  why  I  think  so.  If  I  owned  a 
piece  of  property  and  I  thought  it  was  going  to  become  less  valuable 
for  any  reason,  I  would  not  go  out  and  advertise  that  fact ;  I  would 
try  to  sell  that  piece  of  property,  and  I  would  say  nothing  at  all 
about  what  may  affect  adversely  its  value  when  I  undertook  to  sell  it. 
But  if  I  think  it  is  continuously  going  to  become  less  valuable  and 
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less  desirable,  I  will  first  try  to  sell  it  before  I  make  known  the  rea- 
spns  why  I  do  so.  Now,  here  is  an  attempt  to  seek  national  legisla- 
tion, which  they  have  a  right  to  seek,  by  showing  that  railway  credit, 
to  say  the  least  of  it,  is  breaking  down.  If  I  thought  that  the  rail- 
way people,  the  railway  owners,  the  owners  of  railway  stock,  all 
believed  it  was  breaking  down,  my  opinion  is  that  instead  of  adver- 
tising to  the  country  and  the  world  the  facts  which  they  allege  are 
causing  the  breakdown,  and  for  which  they  are  asking  legislation, 
that  they  would  say  nothing  about  the  symptoms  of  the  breakdown, 
but  would  be  trying  to  sell  their  property  by  present  methods — I 
mean  by  sale  of  the  stocks. 

Now,  not  speaking  in  a  restricted  way  at  all,  or  in  a  contemptuous 
way,  but  it  looks  like  all  railway  owners  have  become  all  at  once  an 
organized  body  of  "  calamity  howlers."  All  of  them  are  maintaining 
that  if  something  is  not  done  along  these  lines  the  railroad  operations 
will  absolutely  break  down ;  that  is,  the  service  of  the  railroads  to  the 
country ;  that  they  can  not  possibly  finance  the  railroads  of  the  coun- 
try ;  that  they  can  not  find  a  market  for  their  bonds  and  stocks,  and 
giving  the  whole  public  the  reasons  why  they  think  so,  and  yet  the 
stock  market  for  these  identical  securities  is  not  declining  as  a  rule, 
and  the  owners  of  these  stocks,  who  say  they  are  going  to  be  wrecked 
and  robbed,  are  not  selling  them  in  any  increasing  volume.  If  you 
want  the  country  to  believe  that  railroad  securities  are  becoming  less 
valuable  all  the  time — I  mean  stocks  and  bonds — ^the  best  evidence 
would  be  a  declining  value  and  an  effort  of  the  present  owners  to 
dispose  of  them  to  other  people,  even  at  a  loss. 

In  ordinary,  private  transactions,  buying  and  selling  wheat,  corn, 
cotton,  or  any  other  large  product  that  covers  a  wide  area  of  the 
country,  if  you  want  to  stop  sales  advance  the  price  rapidly ;  if  you 
want  to  stop  sales  reduce  the  price  rapidly.  I  live  in  a  cotton  coun- 
try, and  know  its  effect.  If  cotton  begins  to  advancee  rapidly,  every 
man  who  has  got  a  bale  of  cotton  says,  "  I  will  hold  on  a  little 
longer."  If  it  declines  rapidly,  he  will  say,  "  This  is  only  temporary, 
and  I  will  hold  it  a  little  longer."  Therefore,  bringing  forth  indict- 
ments of  present  conditions  of  railway  property  and  the  laws  affect- 
ing it  certainly  ought  to,  if  generally  believed  by  the  country,  have 
a  depressing  effect  on  the  values  of  these  securities  if  the  public  took 
these  statements  as  serious  and  believed  that  the  evils  predicted  are 
likely  to  take  place.  Now,  if  you  are  sure  you  can  bring  about  the 
legislation  which  you  seek,  which  would  be  remedial  according  to 
your  judgment,  then  I  could  see  the  wisdom  of  making  this  fight 
i'ust  as  you  are  making  it;  but  not  believing  it  is  possible  to  get  what' 
you  wish  to  get,  it  seems  to  me  you  are  only  augmenting  the  troubles 
the  railroads  will  eventually  have  to  contend  with,  and  that  Congress 
can  only  do  that  which  their  constituents  indorse. 

This  last  statement  is  not  intended  as  a  question,  but  simply  as  a 
suggestion,  as  I  am  going  to  quit.  That  is  my  valedictory  observa- 
tion. .  ,  .        , 

The  Chairman.  Mr.  Hamilton,  will  you  proceed  to  examine  the 

witness? 

Mr.  Hamilton.  I  really  feel  I  ought  not  to  take  the  time  of  the 
committee.    I  have  only  one  or  two  questions. 

The  Chairman.  You  are  sustained  by  precedent  as  well  as  theory 
in  your  right  to  examine  as  long  as  you  please. 
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Mr.  Hamilton.  You  spoke,  Mr.  Kruttschnitt,  about  the  speed  of 
freight  trains  a  while  ago,  I  believe  a  day  ago.  How  rapidly  is  the 
electrification  of  railroad  lines  proceeding?  Can  you  give  some 
statement  in  relation  to  that? 

Mr.  KEUTTSCHisriTT.  I  think  I  can,  from  memory,  give  you  the 
principal  electrifications.  The  first  extensive  one  was  the  electrifica- 
tion of  the  traffic  through  the  Park  Avenue  Tunnel,  at  New  York, 
of  the  New  York  Central  and  the  New  York,  New  Haven  &  Hart- 
ford. The  New  York,  New  Haven  &  Hartford  first  electrified  to 
Stanford,  a  distance  of  32  miles  from  New  York.  They  have  re- 
cently extended  the  electrification  to  New  Haven,  which  is  about  72 
or  73  miles  from  New  York.  Both  of  those  electrifications  were 
brought  about  by  the  necessity  of  keeping  the  atmosphere  clear  at 
the  Park  Avenue  Tunnel.  It' was  hastened  by  a  very  bad  accident 
that  preceded  the  electrification  by  two  or  three  years,  in  which  a 
large  number  of  people  were  killed  through  the  obscuring  of  a  signal 
by  the  smoke  of  a  preceding  train.  That  electrification,  therefore, 
was  inspired  by  motives  of  safety,  comfort,  and  convenience  of  the 
passengers  only,  not  from  economic  motives. 

The  Norfolk  &  Western  has  recently  electrified  part  of  its  heavy- 
grade  line. 

The  Chicago,  Milwaukee  &  Puget  Sound  has  electrified  their  line 
through  the  Bitter  Root  Mountains,  where  they  get  electric  power 
generated  by  water  power  at  very  low  rates. 

The  Great  Northern  Railway,  I  think,  has  electrified  a  short  part 
of  its  line  through  their  Summit  Tunnel,  for  the  same  reason  the 
New  Haven  did,  to  get  rid  of  the  smoke  and  gases.  They  had  several 
bad  accidents  there  through  which  enginemen  and  firemen  were  over- 
come by  the  gases,  and  they  wanted  to  get  rid  of  them. 

Those,  as  I  remember,  are  the  principal,  if  not  the  only  changes 
of  steam  into  electrotraction  in  the  United  States,  except  the  South- 
ern Pacific  suburban  lines  on  the  east  side  of  San  Francisco  Bay, 
serving  the  San  Francisco  public  and  the  publics  of  Berkeley,  Ala- 
meda, Oakland,  and  suburban  towns  east  of  Oakland.  That  was 
formerly  a  steam  service,  that  was  converted  into  electricity  on  ac- 
count of  the  continued  objections  and  complaints  of  the  citizens  of 
the  noise  made  by  the  escape  of  the  steam  locomotives  and  the  smoke. 

We  have  had  three  or  four  reports  made  ourselves  on  the  possible 
electrification  of  our  Sierra  Nevada  grade,  which  is  a  very  heavy 
grade,  between  Sacramento  and  Truckee,  over  the  Sierra  Nevada 
Mountains,  and  also  for  our  heavy  grade  over  the  Siskiyou  Moun- 
tains, that  divide  California  from  Oregon.  We  had  both  those  in- 
vestigations made  purely  from  motives  of  economy.  The  electric 
companies  had  criticized  the  steam  operation  and  said  they  could 
convince  us  that  electricity  was  better  and  cheaper,  and  we  told  them 
to  go  ahead,  that  we  were  ready  to  be  convinced,  and  if  they  could 
operate  cheaper  than  we  could  with  coal  we  would  make  the  change ; 
but  they  never  could  convince  us. 

Mr.  Hamilton.  In  the  present  state  of  the  development  of  elec- 
tricity, is  it  considered  cheaper  to  move  heavy  freight  by  electricity  ? 

Mr.  Kruttschnitt.  Heavy  freight  is  being  moved  by  electricity. 

Mr.  Hamilton.  Then  that  is  in  practical  operation,  as  I  under- 
stand you? 
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Mr.  Keuttschnitt.  Yes ;  but  except  in  abnormal  conditions,  there 
is  no  money  in  it.    It  costs  you  more. 

Mr.  Hamilton.  Would  it  be  possible  to  move  freight  more  rapidly 
with  electricity  ? 

Mr.  Kruttschnitt.  No  ;  it  is  a  question  of  the  amount  of  power 
you  use.  You  can  move  a  freight  train  just  as  fast  as  you  like  by 
either  steam  or  electricity. 

Mr.  Hamilton.  Then  there  would  be  no  advantage  as  to  the  rapid 
movement  of  freight  in  the  electrification,  in  your  judgment? 

Mr.  Keuttschnttt.  No  ;  unless  the  conditions  were  such  that  the 
cost  of  your  electric  motive  power  and  cost  of  operation  and  the 
interest  on  the  additional  fixed  plant  were  less  than  the  interest  on 
that  part  of  your  steam  plant  that  you  could  discard  by  using  elec- 
tricity and  the  cost  of  the  power  developed  by  the  consumption  of 
coal  or  oil  and  cost  of  operation.  That  really,  to  continue  the  answer, 
was  the  reason  we  did  not  electrify  on  the  Sierra  Nevada.  We  con- 
sidered the  cost  of  moving  the  traffic  with  power  by  burning  coal 
in  the  locomotive  fire  box,  as  contrasted  with  the  cost — that  is,  the 
interest  on  the  hydroelectric  development,  using  some  streams  in  the 
mountains,  long  transmission  lines,  and  the  cost  of  the  electric  loco- 
motives, crediting  the  project  with  the  cost  of  the  steam  locomotives 
released,  which  we  could  use  elsewhere.  Now,  there  was  no  money, 
as  I  remember  it,  but  the  report  is  four  or  five  years  old,  but  it 
figured  out  about  this  way :  We  could  save  above  $400,000  a  year  on 
our  coal  bills^  but  our  bill  for  interest  and  maintenance  of  the  electric 
property,  which  would  be  superadded  to  everything  we  had,  amounted 
to  much  more  than  $400,000,  and  therefore  the  conclusion  was  easy, 
that  the  time  was  not  ripe  to  change  to  electric  power. 

Mr.  Hamilton.  I  understood  that  some  witnesses  were  to  be  pre- 
sented who  had  expert  knowledge  of  the  subject  of  Government 
ownership,  and  I  think,  Mr.  Chairman,  out  of  regard  for  the  other 
members  of  the  committee,  I  will  not  ask  any  further  questions  at 
this  time. 

Mr.  Adamson.  You  need  not  limit  yourself.    Go  on  and  inquire. 

Mr.  Hamilton.  I  think  I  will  ask  no  further  questions. 

Mr.  Adamson.  Mr.  Doremus,  will  you  examine  the_ witness? 

Mr.  DoEEMus.  I  only  want  to  ask  one  or  two  questions  of  the  wit- 
ness. You  give  us  as  your  opinion,  and  the  opinion  that  I  think 
is  shared  in  by  a  great  rnany  people,  that  the  railroads,  under  private 
ownership,  are  largely  broken  down.  Do  you  regard  the  great  con- 
tributing cause  for  that  condition  to  the  fact  that  the  railroads  have 
numerous  masters,  represented  by  railroad  commissions  ahd  public- 
utility  commissions  in  the  various  States,  instead  of  one  controlling 

authority?  .  »  ,         ,     ,  ^, 

Mr.  Keuttschnitt.  That  is  one  of  the  potent  causes,  the  numerous 
order's,  sometimes  conflicting,  issued  by  these  numerous  masters.  The 
effects' of  these  orders  are  very  far-reaching  and  cumulative,  and 
when  there  is  an  order  that  affects  Qur  company,  we  will  say,  to  the 
extent  of  $500,000  or  $600,000  a  year,  and  another  one  $200,000  a 
year  and  you  go  on  through  the  list  and  finally  find  that  the  resultant 
of  all  these  orders  is  perhaps  several  million  dollars  a  year,  in  the  end 

it  becomes  very  burdensome. ,  .,    ,. 

Mr.  DoEEMiTS.  Do  you  consider  it  the  principal  contributing  cause 
to  the  present  condition  of  the  roads? 
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Mr.  Kbuttschnitt.  I  do.    I  consider  that  and  the  rapid  rises  m 

the  cost  of  labor  and  materials  the  principal  causes.    The  railroads 

have  no  means  of  offsetting  the  rapid  rises  in  the  cost  of  the  materials 

and  the  cost  of  wages  except  by  seeking  to  operate  their  properties 

more  efficiently.    They  can  not  raise  the  price  of  the  .commodity — 

transportation — that  they  manufacture,  as  manufacturers  of  all  other 

commodities  do. 

Mr.  DoEEMus.  To  what  extent,  if  any,  do  you  think  the  financial 
mismanagement  of  American  railroads  is  responsible  for  the  present 
conditions? 

Mr.  Keuttschnitt.  That  I  touched  on  before  you  came  to  the 
committee.  I  will  repeat  it  briefly;  that  there  has  been  dishonest 
management,  I  am  sorry  to  say,  in  the  railroad  business,  and  that 
has  affected  to  a  certain  extent,  but  I  do  not  think  to  any  very  great 
extent,  the  confidence  of  investors  in  their  securities.  At  the  end  of 
1914  there  were  69  roads  in  the  hands  of  receivers;  69 
roads  with  bonds  to  the  amount  of  about  one  thousand  eight 
hundred  millions  of  dollars;  were  not  paying  any  interest  on  their 
bonds  at  all,  and,  of  course,  nothing  on  their  stock ;  and  there  was  a 
large  number  of  other  roads  representing  four  thousand  or  forty- 
five  hundred  millions  of  dollars  of  stock  that  were  not  paying  any 
dividends.  Now,  the  proportion  of  roads  that  went  into  receiver- 
ships through  dishonesty  was  about  7  or  8  per  cent  of  the  total.  In 
the  same  period,  covering  four  years,  the  report  of  the  Comptroller 
of  ■  the  Currency  shows  that  46  national  banks  went  into  the 
hands  of  receivers,  and  23  of  those,  or  50  per'  cent  of  the 
total,  failed  through  dishonesty.  In  other  words,  the  proportion 
for  the  national  banks  was  about  six  times  as  great  as  for  the  rail- 
roads. These  dishonest  failures  have  not  affected  the  confidence  of 
the  people  in  national  banks,  or  in  their  securities — they  keep  on 
buying.  They  appreciate  that  in  all  businesses  you  have  black  sheep, 
but  if  the  business  in  the  main  is  well  tnanaged  they  charge  the 
existence  of  those  black  sheep  to  the  weakness  of  human  nature,  and 
they  go  on  about  their  business  and  invest  in  stocks;  and  so  they 
do  with  the  railroads. 

Mr.  DoEEMus.  Are  you  through  ? 

Mr.  Krottschnitt.  Yes. 

Mr.  DoEEMus.  You  were  speaking  particularly  of  dishonest  man- 
agement of  railroads.  I  presume  that  it  is  as  easy  to  wreck  a 
railroad  by  mismanagement  as  by  what  you  term  dishonest  manage- 
ment?   That  would  be  true,  would  it  not? 

Mr.  Keijttschnitt.  Yes;  except  one  would  be  unintentional  and 
the  other  intentional. 

Mr.  DoEEMus.  Yes;  but  the  effect  might  be  the  same,  whether 
brought  about  by  dishonest  management  or  mismanagement? 

Mr.  Ketjttschnitt.  Yes. 

Mr.  DoEEMus.  Are  you  familiar  with  the  recent  history  of  the 
Hartford  &  New  Haven  Railroad? 

Mr.  KRtTTTscHNiTT.  Not  except  as  a  general  reader  would  be 
familiar  with  it. 

Mr.  DoEEMus.  Could  you  suggest  a  remedy,  in  the- way  of  Federal 
legislation,  that  would  prevent  a  recurrence  of  the  experience  of 
the  Hartford  &  New  Haven  ? 
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Mr.  Ketjttschnitt.  I  think  you  have  that  to  a  considerable  ex- 
tent now.  The  financial  operations  as  well  as  the  physical  operations 
of  railroad  properties  are  inspected  and  examined  by  the  Interstate 
Commerce  Commission  most  minutely,  and  the  carriers  are  re- 
quired to  report  to  the  commission  annually,  in  the  greatest  detail, 
everything  that  has  been  done  during  the  year.  The  control  would 
be  absolute  if  the  issuance  of  all  securities  were  placed  under  the 
Interstate  Commerce  Commission. 

_  Mr.  Adamson.  Has  not  that  been  true  for  a  long  time,  under  sec- 
tion 20  of  the  commerce  act  ? 

Mr.  Ketjttschnitt.  The  section  may  be  the  same,  but  the  inspec- 
tion has  become,  year  by  year,  closer  and  closer. 

Mr.  Adamson.  That  is,  the  section  has  been  better  complied  with  ? 

Mr.  Keuttschnitt.  Yes.  I  think  I  know  what  Mr.  Doremus  refers 
to  in  the  New  York,  New  Haven  &  Hartford.  As  I  say,  in  a  general 
way,  I  know  that  there  was  considerable  excitement  on  account  of 
a  revelation  of  their  improvident  investments,  that  ran  back  10  or 
12  or  15  years.  Those  investments  antedated  the  time  when  this  very 
close  inspection  of  accounts  was  made  by  the  Interstate  Commerce 
Commission.     They  were  brought  to  light  in  the  last  few  years. 

Mr.  DoEEMiTS.  Do  I  understand  you  to  mean  that  we  already  have 
the  legal  machinery  which,  if  it  had  been  put  in  motion,  would  have 
averted  the  misfortune  that  overtook  the  New  York,  New  Haven  & 
Hartford? 

Mr.  KjtuTTscHNiTT.  I  think  if  they  had  been  put  in  motion  at  the 
time  those  expenditures  were  being  made,  which,  as  I  say,  in  a  gen- 
eral way,  I  trace  back  10  or  15  years  ago,  it  would  not  have  occurred. 

Mr.  Thom.  May  I  make  a  suggestion  there,  Mr.  Doremus  ? 

Mr.  DoEEMus.  Yes ;  certainly. 

Mr.  Thom.  My  understanding  is  that  a  part  of  the  general  report 
is  that  there  shall  be  a  power  conferred  by  Congress  on  the  Interstate 
Commerce  Commission  to  supervise  the  issuance  of  securities. 

Mr.  DoEEMUs.  That  is  what  I  wanted  to  draw  out  from  the  wit- 
ness— whether  he  thought  that  would  have  a  corrective  effect  ? 

Mr.  Keuttschnitt.  That  would  increase,  very  largely,  the  power 
of  the  commission  to  stop  just  such  abuses.  Its  authority  would  be 
complete  and  absolute. 

Mr.  DoEEMTjs.  Your  railroad,  the  Southern  Pacific,  is  a  dividend 
producer,  is  it  not  ? 

Mr.  Keuttschnitt.  Yes. 

Mr.  DoEEMus.  What  dividend  does  that  road  pay  now  ? 

Mr.  Keuttschitt.  Six  per  cent. 

Mr.  DoEEMus.  That  is,  on  the  common  stock? 

Mr.  Keuttschnitt.  It  has  no  stock  but  common. 

Mr.  DoEEMus.  All  common ;  no  preferred  ? 

Mr.  Keuttschnitt.  No. 

Mr.  DoEEMus.  How  long  has  it  been  paying  6  per  cent? 

Mr.  Keuttschnitt.  Since  about  1907. 

Mr.  DoEEMUs.  What  dividends  did  the  road  pay  previous  to  that 
time  ? 

Mr.  Keuttschnitt.  I  will  have  to  make  a  mental  computation, 
which  may  not  be  accurate,  but  will  be  reasonably  so.  In  1905,  1 
per  cent;  m  1906,  it  was  2.8  per  cent;  then,  after  that,  the  dividends 
seem  to  have  been  reasonably  regulat  at  6  per  cent. 
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Mr.  DoREMTjs.  You  have  never  paid,  then,  more  than  6  per  cent  ? 

Mr.  Kruttschnitt.  No. 

Mr.  DoREMtrs.  And  that  began  in  1907? 

Mr.  Ketjttschnitt.  Yes;  and  from  the  incorporation  of  the  com- 
pany, in  December,  1885,  up  to  1905,  no  dividends  at  all  were  paid, 
though  the  surplus  ran  from  seven-tenths  of  1  per  cent  up  to  3  per 
cent  in  those  years.  In  other  words,  that  surplus  was  earned,  but  it 
was  not  divided  up  and  given  to  the  shareholders. 

Mr.  DoEEMiTS.  "Would  it  be  fair  to  assume,  from  what  you  have 
said,  that  the  multiplicity  of  regulation  which  has  grown  up  in  recent 
years,  has  not  seriously  affected  the  welfare  of  your  shareholders? 

Mr.  Keuttschnitt.  You  mean  in  that  from  1907  to  date  they  have 
paid  6  per  cent? 

Mr.  DoEEMUs.  And  that  previous  to  that  time  you  paid  practically 
no  dividends. 

Mr.  Keuttschnitt.  The  property  was  being  developed  at  that 
time ;  development  was  going  on. 

Mr.  DoREMUs.  And  previous  to  1907  your  earnings  were  put  back 
into  the  property,  and  that  accounts  for  the  failure  to  pay  dividends  ? 

Mr.  Kruttschnitt.  I  just  said  that  whatever  we  earned,  which 
varied  from  seven-tenths  of  1  per  cent  to  a  little  over  3  per  cent,  was 
put  back  into  the  property ;  but,  continuing  my  answer  to  your  ques- 
tion, I  would  say  that  the  fact  of  paying  a  6  per  cent  dividend,  and 
borrowing  money,  which  was  put  into  the  property  at  rates  of  some- 
times 6  per  cent  and  at  times  5  per  cent  or  over  5  per  cent,  is  not  an 
evidence  of  any  very  great  prosperity ;  not  evidence  of  such  prosperity 
as  would  make  the  securities  of  the  company  very  attractive  to  in- 
vestors, when  other  concerns  were  doing  so  much  better. 

Mr.  DoREMus.  What  is  the  market  value  of  the  stock  of  the  South- 
ern Pacific  now? 

Mr.  Keuttschnitt.  From  93  to  95.  You  will  observe  that  that  is 
very  low  for  a  6  per  cent  stock. 

Mr.  DoREMus.  Yes.  I  suppose  it  has  been  much  higher  than  that, 
lias  it  not? 

Mr.  Keuttschnitt.  Yes;  I  think  it  went  up,  at  one  time,  to  125 
or  130. 

Mr.  DoEEMus.  Your  stock  purchased  on  the  market  at  93 — did  you 
say — ^to  95? 

Mr.  Keuttschnitt.  Yes.  I  think  the  last  I  noticed — I  looked  in 
this  morning's  paper,  and  my  recollection  is  it  was  about  95. 

Mr.  DoEEMus.  That  would  yield  a  net  return  to  an  investor  of 
something  above  6  per  cent,  would  it  not  ? 

Mr.  Keuttschnitt.  A  little  over  6. 

Mr.  DoEEMus.  You  were  telling  us  yesterday  the  extraordinary  in- 
crease in  the  cost  of  coal  to  your  company.  Have  you  made  any  in- 
vestigation of  the  causes  of  th^  extremely  high  price  of  coal  ? 

Mr.  Keuttschnitt.  I  have  not. 

Mr.  DoEEMus.  Can  you  suggest  any  remedy  to  the  committee  that 
would  have  a  tendency  to  reduce  the  price  that  railroads  have  to  pay 
for  coal  ? 

Mr.  Keuttschnitt.  I  do  not  know  of  any. 

Mr.  DoEEMUs.  Are  you  in  favor  of  national  incorporation  of  rail- 
roads? 
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Mr.  Krtjttsciinht.  National  incorporation  of  railways?  You 
mean  (xoverninent  ownership? 

Mr.  DoEEMtrs.  No.  I  mean  the  national  incorporation  as  distin- 
guished from  incorporation  under  State  charters — Federal  incorpora- 
tion. 

Mr.  Kruttschnitt.  Yes.  That  is  the  proposition  that  we  are  dis- 
cussing here ;  that  is,  that  the  railroads  be  required  to  take  out  Fed- 
oral  charters. 

Mr.  DoKEMus.  I  was  not  here.  I  wanted  to  know  as  to  whether 
you  believed  in  that.    I  do  not  suppose  you  have  given  any  consid- 

<?ration  to  the  question  of  how 

Mr.  Thom.  I  would  like  to  have  Mr.  Kruttschnitt  get  that  answer 
in.    Mr.  Doremus  said  he  was  not  clear  as  to  your  attitude. 
Mr.  DoREMTJS.  I  am  very  clear  now,  that  he  is  in  favor  of  it. 
Mr.  Kruttschnitt.  Yes;  I  am  in  favor  of  the  roads  getting  Fed- 
eral incorporation. 

Mr.  DoEEMus.  I  do  not  suppose  you  have  given  any  consideration 
to  how,  in  the  event  we  nationalize  the  railroads  through  Federal 
incorporation,  the  property  of  the  old  corporations  would  be  trans- 
ferred to  the  new  corporations  ? 

Mr.  Kruttschnitt.  The  question  of  details — indeed,  the  entire 
question  as  it  was  first  broached  in  our  deliberations  and  in  com- 
mittees— was  submitted  to  counsel,  and  he  went  over  the  proposed 
Federal  incorporation  and  advised  the  directors  that  it  was  practical 
and,  he  thought,  desirable;  and  I  can  not  answer  you  many,  if  any, 
questions  about  the  details,  because  I  am  relying  on  his  judgment. 
Mr.  DoEEMUs.  That  is  more  of  a  legal  question,  anyway. 
Mr.  Kruttschnitt.  Yes,  it  is;  and  I  have  acted  on  the  judgment 
of  counsel. 

Mr.  Doremus.  I  think  that  is  all. 

Mr.  Adamson.  Mr.  Kruttschnitt,  in  spealdng  of  the  electrification 
of  roads,  the  force  is  not  developed  sufficiently  as  yet — the  electrical 
energy  of  the  country — to  enable  you  to  secure  that  energy  cheaply 
enough  to  operate  the  railioads  on  an  extensive  scale  by  electricity, 
is  it? 

Mr.  Keuttsciinitt.  We  have  not  yet  found  cheap  enough  power, 
Mr.  Chairman,  to  displace  the  steam. 

Mr.  Adamson.  At  present,  does  the  equipment  for  electrification 
cost  as  much  as  the  current  itself — your  connecting  lines  and  your 
other  equipment — transmission  lines? 

Mr.  Kruttschnitt.  The  equipment  is  very  costly.  I  am  going  to 
give  you  the  best  information  I  have  got.  I  have  a  fairly  accurate 
memory  and  my  recollection  is  that  for  the  electrification  of  our 
Sierra  Nevada  grade,  a  distance  of  about  120  miles,  the  capital  ex- 
penditure necessary  to  put  in  the  generating  plants  near  the  water 
ppwer  that  we  proposed  to  use,  the  cost  of  the  transmission  lines 
to  the  line  of  the  railroad,  and  the  cost  of  the  electric  locomotives, 
and  the  cost  of  the  transmission  lines  along  the  railroad,  ran  up  to. 
eight  or  nine  millions  of  dollars.  That  was  some  years  ago.  The 
cost  would  be  very  much  greater  now.  That  was  one  side  of  the 
problem.  The  additional  cost,  then,  would  be  the  capital  cost,  or 
the  interest  charge  on  eight  million  or  nine  million  dollars,  plus  the 
operating  cost  of  the  power  house  and  locomotives,  and  the  repairs 

90590— PT 11—17 23 


1006  IKTEKSTATE    AND    POEEIGN    TRANSPORTATION-. 

of  transmission  lines.  On  the  other  side  of  the  account  was  tlie  cost 
of  the  coal  burned  in  the  locomotives  to  do  the  work  that  the  electric 
line  was  to  do,  as  well  as  their  operating  costs,  and  a  credit  of  the 
value  of  the  locomotives  that  Avould  be  displaced,  because  they  were 
good  locomotives,  and  we  are  buying  locomotives  every  year,  and 
we  could  simply  transfer  them  to  another  part  of  the  line  and  not 
count  them  a  total  loss. 

Now,  the  difference  between  the  possible  economies  from  using  the 
electric  system,  and  the  actual  cost  of  the  steam  system,  as  we  are 
using  it,  was  a  difference  of  $300,000  or  $400,000.  In  other 
words,  all  we  could  accomplish  by  abolishing  the  steam  system  .was 
the  saving  of  the  coal  bill;  and  the  coal  bill  was  between  $300,000 
and  $400,000;  but  the  interest  bill  and  the  cost  of  running  the 
electric  machinery  ran  up  to  very  much  more  than  that;  it  was 
$600,000  to  $800,000.  There  was  a  difference  of  about  $300,000  be- 
tween the  two  at  that  time. 

Mr.  Adamson.  I  heard  a  railroad  man  say  that  it  would  cost  as 
much  to  erect  this  construction,  including  the  necessary  transmission 
lines,  as  it  did  to  build  a  railroad.  I  suppose  that  is  exaggerated? 
Mr.  Keuttschnitt.  No,  it  is  not;  it  is  substantially  correct.  In 
other  words,  the  officers  of  our  electric  properties  in  California — and 
I  think  we  have  the  largest  mileage  of  electric  properties  of  any 
railroad  in  the  United  States — have  often  stated  to  me,  as  rough 
estimates,  when  I  have  asked  them  Avhat  it  would  cost  to  go  to  this 
place  or  that,  just  what  you  did:  that  you  can  count  very  closely 
on  the  overhead  costing  just  as  much  as  "the  railroad  itself. 

Mr.  Adamson.  Then  it  would  be  most  expensive  and  the  longest 
postponed  on  the  longest  stretches  of  road? 

Mr.  Krttttsciinitt.  I  do  not  think  you  can  get  any  general  answer 
to  that.  It  would  depend  on  the  circumstances.  On  a  long  stretch 
of  road  you  might  get  the  power  so  low  that  vou  could  sweep  aside 
all  other  objections. 

Mr.  Adamson.  That  is  what  I  was  going  to  ask  you ;  if  the  abun- 
dant opportunities  in  this  country  for  the  development  of  hydro- 
electricity  are  permitted  to  be  developed  and  the  cost  of  operating 
by  electricity— I  do  not  mean  lighting  little  towns  or  such  trifling 
things— but  if  the  generation  of  hydroelectrical  power  becomes  so 
abundant  as  to  reduce  the  cost  from  something  like  $28  per  horse- 
power per  annum  down  to  $7  or  $8,  which  is  what  it  costs  when  used 
for  manufacturing  purposes,  would  not  that  greatly  facilitate  the 
electrification  of  railroads? 
Mr.  Ketjttschnitt.  Unquestionably. 

Mr.  Hamilton.  Suppose,  having  water  power  and  the  plant  and 
all  the  facilities  for  the  electrification  of  120  miles,  vou  had  desired 
to  extend  the  line  of  electrification  from  120  to  500  miles.  Could 
you  have  used  the  same  plant  and  the  same  power  house  and  all 
that? 

Mr.  Kruttschnitt.  No.  The  power  Avas  not  available  in  the 
stream. 

Mr.  Hamilton.  Oh,  I  see.  Precisely.  But  suppose  you  had  a 
stream  where  you  could  get  sufficient  power,  would  it  add  very 
materially  to  the  expense  to  extend  the  electrification,  we  will  say 
to  500  miles,  simply  by  way  of  illustration?  ' 
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Mr.  Kruttsci-ikitt.  Taking  the  rule  I  have  just  given,  the  ex- 
tension of  the  transmission  lines  along  existing  railroad  lines  would 
about  equal  the  cost  of  the  railroad  line  in  place. 

Mr.  Hamilton.  That  is.  just  simply  extending  the  line? 

Mr.  Kruttschnitt.  That  is,  in  ordinary  country.  I  want  to  ex- 
plain that  a  little.  That  is  true  in  an  ordinary  country,  where,  say,  the 
expense  of  the  ordinary  line  would  be  $25,0*00  to  $30,000  a  mile ;  in 
other  w'ords,  the  overhead  would  cost  about  that ;  but  on  a  mountain 
grade,  such  as  ours  over  the  Sierras — I  have  never  had  it  com- 
puted— ^but  I  should  say  the  cost  of  that  line  would  run  up  to 
probably  $150,000  or  $175,000  a  mile  on  account  of  the  excessively 
heavy  rockwork,  snowsheds,  and  tunnelling ;  but  it  would  cost  about 
as  much  as  I  told  you  on  an  ordinary  line;  in  other  words,  probably 
$25,000  or  $30,000  a  mile.  That  cost  runs  up,  you  see,  pretty  rap- 
idly with  distance,  and  then  with  this  long  transmission  you  have, 
got  to  take  into  account  your  waste  factors;  there  are  leaks  and 
losses  in  transmission  by  which  you  do  not  get  all  the  power  at  the 
end  of  500  miles  that  you  put  in  at  the  beginning. 

Mr.  Adamson.  Now,  while  you  may  have  a  long  stretch  of  road — I 
suppose  you  have  stretches  on  your  road  over  a  thousand  miles  long 
without  coming  in  contact  with  any  water  at  all  ? 

Mr.  Krtjttschnitt.  Yes;  more  than  that. 

Mr.  Adamson.  Of  course,  if  you  derived  all  your  power  from  one 
source,  it  would  be  a  long  transmission ;  but  while  it  may  not  be  true 
of  your  road,  probably  there  are  water  powers  collaterally  that 
may- 


Mr.  KJRtJTTSCHNiTT.  I  Can  give  you  an  illustration  there,  because 
we  have  gone  into  this  thing  so  thoroughly  that  we  can  talk  from 
almost  any  angle.  Mr.  Harriman  was  a  great  believer  in  water 
power  and  was  constantly  after  me  to  do  something  to  electrify  our 
lines.  Parties  owning  water  powers  on  the  Snake  River  in  Idaho, 
north  of  our  Central  Pacific  line  and  substantially  parallel  with  it,  told 
Mr.  Harriman  that  they  could  run  the  Central  Pacific  a  great  deal 
cheaper  than  we  were  running  it.  I  did  not  believe  it,  but  I  have  a 
stereotyped  course  to  take  in  such  cases — to  tell  the  applicant,  '^  Prove 
it:"  So  when  they  came  with  this  claim  I  said :  "  There  is  the  Cen- 
tral Pacific  Eailroad ;  I  will  turn  you  loose  on  it ;  you  will  have  all 
the  information  you  want;  I  will  detail  men  to  give  you  the  train 
mileage,  the  locomotive  mileage,  the  grades,  the  distances,  the  density 
of  traffic,  everything  you  want,  and  all  I  ask  you  is,  when  you  get  that, 
give  me  the  report  as  to  what  you  can  do,  what  you  can  run  the 
road  for."  And  they  proposed  to  do  exactly  what  you  say;  that  is, 
they  had  sources  of  power  at  four  or  five  different  points  which  they 
proposed  to  drop  down 

Mr.  Adamson.  To  feed  the  line?  _ 

Mr.  Kruttschnitt  (continuing).  Into  the  line  at  different  points. 
The  only  thing  I  did  not  give  them  was  the  cost  of  running  the 
Central  Pacific  by  steam.  I  did  not  want  their  report  to  be  affected 
by  knowledge  of  what  we  were  doing.  But  when  their  report  came 
in  it  meant  a  very  large  increase  in  operation  to  the  Central  Pacific 
bv  electric  oower  as  against  coal.  I  simply  said  to  them,  "You  have 
not  made  good.  You  have  said  to  the  president  of  the  road  that  you 
could  operate  the  road  cheaper  than  we  could  with  coal.     Now,  we 
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have  turned  you  loose  and  given  you  all  the  information  you  wanted, 
and  you  come  in  with  a  report  that  shows  that  you  can  not  do  it. 
There  is  no  use  in  taking  up  any  more  time  with  you.  If  you  can 
modify  this,  and  go  over  this  report  at  some  future  time,  come  and 
see  us  again;  but  we  are  not  ready  to  act  on  this  report."  And  the 
truth  is  that  we  have  had  two  investigations  of  the  Siskiyou  grade 
made,  and. three  of  the  Sierra  Nevada,  by  owners  of  electric  power 
and  by  manufacturers  of  electric  machinery  who  talked  at  random 
just  as  these  other  parties  talked — that  "you  people  do  not  know 
what  you  are  about ;  we  can  save  a  vast  sum  of  money  for  you  if  yoU 
will  operate  your  road  electrically."  And  in  every  one  of  those  cases 
we  said  to  them,  "  Gentlemen,  go  ahead ;  if  we  do  not  know  how  to 
do  this,  show  us."  In  every  case  the  report  came  in  that  it  would 
take  very  much  more  than  we  were  spending  with  coal. 

Mr.  Adamson.  Is  the  Snake  Eiver  a  large  stream  ? 

Mr.  i^RUTTsciiNiTi'.  Very. 

Mr.  Adamsox.  How  much  horsepower  could  you  develop  bv  a 
dam? 

Mr.  Kkuttsciinitt.  Well,  almost  unlimited.  The  Snake  River 
is  the  principal  fork  of  the  Columbia,  and  up  in  the  country  where 
they  propose  to  develop  it  is  a  stream,  I  should  say,  probably  a  thou- 
sand or  twelve  hundred  feet  wide  and  8  to  15  feet  deep. 

Mr.  Adamson.  Is  it  a  flashy  stream  or  does  the  current  run  uni- 
form through  the  season? 

Mr.  Kkuttsghnitt.  No;  it  varies  according  to  the  season. 

Mr.  Adamson.  Now,  there  may  be,  of  course,  dijEferent  conditions 
aijplicable  to  your  road  which  might  not  make  it  economical  for 
you  to  adopt  it  at  the  present  prices  of  electricity,  but  there  are  sec- 
tions of  the  country  where  different  conditions  exist  as  to  topography 
and  the  length  of  lines  and  also  the  production  of  water  power. 
For  instance,  there  are  shoals  in  the  southern  and  southwesterh 
coimtry  on  navigable  streams  where  there  is  no  difficulty  in  pro- 
ducing water  power  at  from  $7  to  $10  per  kilowatt  per  year.  -I 
know  I  have  heard  offers  of  1  mill  per  kilowatt  hour.  Of  course, 
that  ■v^ould  fill  with  consternation  the  little  power  copipanies;  but 
suppose  they  were  permitted  to  allow  private  capital  to  construct 
the  dams  on  those  shoals  and  generate  power  at  that  price,  are  there 
not  railroads  which  could  then  economically  substitute  that  for  coal? 

Mr.  Kruttschnitt.  I  would  say  right  here,  Mr.  Chairman,  that 
if  we  could  find  any  power  company  that  would  deliver  us  power  at 
a  mill  per  kilowatt  hour,  I  do  not  think  it  would  take  much  more 
than  an  hour  to  make  up  our  minds  to  electrify  our  Sierra  Nevada 
grade. 

Mr.  Adamson.  I  know  of  half  a  dozen  streams  on  which  there  ■ 
are  shoals  capable  of  producing  vast  quantities  of  power,  and  those 
shoals  break  the  continuity  of  hundreds  of  miles  of  navigation. 
Private  capital  has  been  anxious  to  build  those  dams,  if  permitted, 
on  liberal  terms  for  the  development  of  the  country  by  building 
factories,  running  railroads^  and  other  uses  of  eleictricity,  and  I  have 
been  assured  by  those  who  inspected  those  propositioAs  of  those  low 
prices  at  which  they  are  capable  of  producing  electricity. 

Mr.  Kruttschnitt.  That  is  phenomenally  low. 

Mr.  AnAMsoN.  Yes ;  well,  it  has  to  be  that  low  for  manufacturing 
some  commodities.    I  know  in  Norway,  where  they  have  fine  water 


INTEESTATE   AND   FOREIGN    TKANSPOBTATION .  1009 

powers,  and  in  Germany  they  say  they  have  to  ha\e  it  $6  jmd  $7  a 
kilowatt-year  for  the  new  process  of  steel  making  and  other  things. 
We  have  got  just  as  good  water  power,  fifty  or  sixty  thousand  horse- 
poM'er,  and  if  tliose  who  are  opposed  to  the  development  of  these 
navigable  streams  could  be  persuaded  to  accord  liberal  terms  to 
private  capital  that  wanted  to  build  those  dams,  I  have  demonstrated 
by  investigation  among  many  of  them  that  the  capital  would  be 
forthcoming,  and  that  those'  low  prices — probably  not  exactly  as 
low,  but  approximately — would  result.  Now,  I  understand  from  you 
that  if  anything  approxinuiting  that  price  could  be  attained  a  good 
many  railroads  in  the  country  would  electrify  their  lines? 

Mr.  Kl!^JTTSCII^'ITT.  I  can  only  say  as  to  ours  that  I  think  every 
one  of  the  electric  projects  I  have  mentioned  would  go  in  at  once,  if 
we  could  get  power  at  such  a  rate  as  that. 

Mr.  Adamson.  But  your  system  is  more  favorably  situated  for 
it  than  many  others? 

Mr.  Kruttschnitt.  Well,  I  do  not  Imow.  There  are  a  good  many 
parts  of  our  system  that  are  very  unfavorabh'  situated  to  get  power, 
because  there  are  no  running  streams  near  by. 

Mr.  Hajultox.  In  view  of  vvhat  you  have  said — I  beg  Mr.  Do- 
remus's  pardon. 

Mr.  DoKEMUs.  I  will  yield  to  the  gentleman. 

Mr.  Hamilton.  In  view  of  what  you  have  said,  what  are  the  rea- 
sons, in  your  judgment,  that  appeal  to  corporations  to  construct 
electric  lines  in  the  first  instance  ?  There  are  a  large  number  of  elec- 
tric lines  doing  business  in  competition  with  steam  lines. 

Mr.  KiiUTTSCiiNiTT.  You  mean  the  electric  interurban  lines? 

Mr.  Hamilton.  Well,  more  than  that.  For  illustration,  I  recall 
an  electric  line  running  from  the  city  of  St.  Joseph,  on  Lake  Michi- 
gan, south  to  Indianapolis.  I  think  it  is  a  complete  line  for  that 
whole  distance.  It  is  doing  business,  of  course,  in  competition  with 
steam  railways.  In  view  of  what  you  have  said,  what  are  the  rea- 
sons which  induce  that  construction?  They  are  apparently  doing  a 
profitable  business;  and  I  may  add  that  within  the  last  five  years  an 
electric  line  has  been  constructed  in  the  State  of  Michigan  extending 
between  Grand  Rapids  and  Kii.lamazoo,  doing  business  in  competi- 
tion with  steam  railways,  and  apparently  prosperous.  I  should  like 
to  have  you  state  what,  in  your  judgment,  are  the  reasons  which 
appeal  to  these  corporations  to  construct  these  roads  in  competition 
with  steam  railways. 

Mr.  KuuTTSCHNiTT.  There  ai'e  several.  I  think  I  can  give  you 
enough  to  show  you  that  they  are  controlling  reasons. 

In  the  first  ]>]ace,  the  standard  of  construction  of  tlie  electric  road 
is  much  lighter  and  below  that  of  the  steam  road.  The  rails  are 
lighter;  the  ballasting  is  not  as  heavy;  the  equipment  is  must  lighter 
and  is  much  cheaper.  An  electric  car  complete  with  motors  to  operate 
on  an  ordinarv  electric  road  costs  about  eight  or  nine  thousand  dol- 
lars. A  locomotive  and  one  coach  to  operate  on  a  steam  road  costs, 
for  the  locomotive,  at  present  prices,  about  $25,000  and  the  coach 
about  $10,000,  or  $35,000  in  all.  There  are  expenses  for  equipment 
4  to  1  in  flivor  of  the  electric  road.  .    .,      ^  ■  ..    ^ 

Second,  and  perhaps  the  most  potent  factor,  is  the  tree  right  of 
way     The  counties  and  towns  allow  these  roads  to  take  part  of  the 


1010  INTERSTATE   AND   FOEEIGN    TRANSPORTATION. 

public  roads,  and  they  build  generally  on  the  edge  of  the  public 
roads.  The  right  of  way  costs  them  nothing.  The  steam  road  builds 
aci'oss  private  projaerty,  and  its  right  of  ^^'ay  is  one  of  its  most 
exjiensive  elements. 

The  Avages  accepted  by  the  electric-road  employees  are  far  smaller 
than  those  that  have  to  be  paid  by  the  steam  road.  The  electric  car 
has  two  employees,  a  motorman  and  a  conductor.  The  smallest  steam 
train  Ave  can  run — a  locomotive  and  one  coach— has  four  employees, 
an  engineer,  a  fireman,  a  conductor,  and  one  brakeman.  The  electric 
stations  are  few  and  inexpensiA'e  in  comparison  with  steam  lines,  and 
the  terminals  are  far  less  expensive. 

As  to  cost  of  power,  that  will  vary  in  different  places,  but  electric 
roads  are  frequently  run  in  connection  with  power  plants ;  that  is  to 
say,  the  company  that  runs  the  electric  road  also  sells  power  to  the 
public,  and  therein  is  a  great  advantage.  The  electric  road  puts  up 
a  plant  that  is  sufficient  to  run  its  property.  It  uses  that  plant  prin- 
cipally in  the  daytime  and  has  no  use  for  it  at  night.  But  if  it  can 
find  a  profitable  use  for  it  at  night  its  fixed  overhead  charges  are 
very,  very  much  reduced.  Now.  it  finds  that  night  use  by  selling  its 
power  for  illuminating. 

Those,  briefly,  are  the  reasons  why  the  average  interurban  road 
can.  to  use  a  vulgar  expression,  "  do  up  "  the  steam  road. 

Mr.  Hamilton.  Can  these  electric  roads,  equipped  as  you  state, 
handle  bulk  freight,  heavy  freight? 

Mr.  Kjsuttschnitt.  Yes,  sir. 

Ml-.  Hamilton.  As  well  as  the  steam  road  ? 

Mr.  Krtji'tschnitt.  Yes,  sir. 

Mr.  Adamson.  They  can  pull  freight  cars  as  trailers,  can  they  not  ? 

Mr.  Kruttschnitt.  I  Avill  give  you  an  illustration.  We  have  our 
Pacific  Electric  Eailroad  in  southern  California,  which  is  a  system 
of  about  900  miles  of  line.  That  runs  from  Los  Angeles  north  and 
south,  and  it  was  built  for  the  very  reasons  that  you  give,  for  feeders 
to  the  steam  lines.  We  were  running  steam  lines  south  of  Los  Angeles 
to  gather  up  the  people  and  bring  them  into  Los  Angeles  to  feed  the 
through  trains,  and  we  concluded  it  was  much  cheaper  to  do  it  elec- 
trically. Now,  the  Pacific  Electric  handles  also  a  great  deal  of  freight 
and  handles  it  just  as  well  as  the  steam  line  does. 

Mr.  Hamilton.  Of  course  they  run  much  more  frequently? 
^  Mr.  Kruttschnitt.  They  run  the  ]Dassenger  trains  much  more  fre- 
quently ;  and  then  they  have  sours  to  the  orange  orchards.  They  pick 
up  the  orange  cars,  accumulating  a  train  of  30  or  40  cars,  and  the 
train  is  brought  in  to  a  central  point,  and  the  orange  cars  are  switched 
to  othei'  trains  that  go  at  once  east  and  north. 

Mr.  Hamilton.  Then  they  handle  freight  and  passengers  very 
satisfactorily 

Mr.  Kruttschnitt.  They  do. 

Mr.  Hamilton.  And  economically,  evidently  ? 

Mr.  Kruttschnitt.  There  again  comes  in  the  question  of  develop- 
ment. The  Pacific  Electric  has  been  "  done  up  "  by  the  jitney.  The 
State  has  improved  the  roads,  and  the  automobile  lias  taken  the  pas- 
sengei'  traffic,  the  short-line  passenger  traffic,  aAvay  from  the  electric 
road,  and  Ave  have  had  to  spend  a  great  deal  of  money  putting  in  spur 
tracks  and  sidetracks  to  malce  good  the  loss  in  passenger  business  by 
gains  in  freight  business. 
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Mr.  Escii.  Mr.  Chairman,  may  I  ask  a  question  ? 
Mr.  Adamson.  I  yield  to  the  gentleman  from  Wisconsin. 
Mr.  HAMn.TON.  Before  Mr.  Esch  starts  I  should  like  to  ask  just 
one  more  electric  question.  I  wanted  to  call  attention  to  this  fact : 
There  is  an  electric  line  running  out  of  Detroit,  and  it  runs  as  far 
down,  I  think,  as  the  city  of  Kalamazoo,  and  all  the  way  it  parallels 
the  Michigan  Central,  running  very  close  to  the  Michigan  Central 
lines,  or  what  is  known  now  as  the 'New  York  Central.  It  is  doing 
good  business,  apparently,  in  competition  with  the  Michigan  Central 
liiie.  At  the  same  time  the  business  of  the  Michigan  Central  does 
not  seem  to  have  fallen  off.  Both  lines  seem  to  be  prosperous;  and 
in  many  of  these  instances — two  of  the  instances  that  I  haA-e  cited  to 
you — these  roads  do  not  run  along  highways,  but  have  had  to  pur- 
chase their  right  of  way  across  the  country,  as  a  steam  road  would 
have_  to  do.  I  simply  wanted  to  make  that  suggestion  as  having  some 
bearing  on  what  you  had  already  stated. 

Mr.  Krtjttsci-initt.  Well,  roads  are  built  that  way.  This  road  of 
ours  that  I  speak  of  has  been  built  on  private  right  of  way  almost  the 
entire  distance.  We  did  not  want  to  rely  on  the  pleasure  of  com- 
munities to  put  our  tracks  in  the  road  and  perhaps  be  hampered  by 
speed  regulations.  We  would  rather  have  them  on  private  right  of 
way.  and  the  right  of  way  fenced  in,  so  that  we  could  give  very  fast 
service. 

Mr.  Hamilton.  I  only  spoke  of  it  as  suggesting  a  possible  means 
of  perhaps  solving  in  part  the  problem  of  quick  transportation  of 
freight  M'hich  has  been  raised  here. 

Mr.  KktjTtsciinttt.  We  have  already  done  that  to  an  extent 
greater  than  any  other  road,  I  think,  in  the  United  States. 

Mr.  Adamson.  Before  you  begin  your  examination  would  you  let 
me  ask  him  one  more  question  ? 

Mr.  Escii.  Yes.  Mr.  Doremus  wants  to  ask  another,  too. 
Mr.  Adamson.  I  was  asldng  you  about  these  electric  lines — that 
is,  electrically  propelled  trains — and  you  made  a  statement  about  the 
advantage  in  getting  free  right  of  way.  I  wish  you  Avould  empha- 
size and  specify  approximately  what  advantage  that  would  be  in  the 
construction  of  a  line — that  the  right  of  way  and  terminal  facilities 
were  donated  to  the  road. 

Mr.  KituTTSCiiNiTT.  Of  course,  where  the  right  of  way  is  given, 
particularly  in  the  case  I  had  in  mind  in  southern  California,  where 
the  lines  run  through  orange  orchards  and  walnut  orchards  and  the 
cost  is  very  high,  that  advantage  is  very  great. 

Mr.  Adamson.  Then,  if  a  city  and  county  should  grant  to  one  of 
these  electric  roads  the  right  to  run  in  any  street  or  highway  in  the 
city  or  county,  it  would  constitute  a  very  great  inducement,  qrdi- 
narily,  for  the  construction  of  that  road? 
Mr.  Ketjttschkitt.  Yes.  sir. 

Senator  Townsend.  Did  I  understand  you  to  assent  to  that  propo- 
sition, Mr.  Kruttschnitt,  that  that  would  be  an  inducement,  rather 
than  having  your  own  right  of  way,  not  subject  to  any  accident  that 
might  occur? 

Mr.  KRTJi'rscHNiTT.  I  say  that  to  the  ordinary  road  that  would  be 
an  inducement,  the  saving  of  that  large  expense;  but  there  are  elec- 
tric roads  and  electric  roads.    I  said  in  respect  to  ours  that  we  did 
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not  consider  that  much  of  an  inducement,  because  we  had  bought 
private  right  of  way  to  be  relieved  of  the  chance  of  accidents  or  the 
passage  of  laws  that  would  require  us  not  to  exceed  a^ejtam  spe^^ 

Senator  Townsekd.  The  very  road  to  which  Mr.  Hamilton  has 
referred,  running  from  Detroit  to  Kalamazoo,  practically  across  the 
State,  had  the  right  of  way  offered  to  it  in  many  instances,  but  it  pie- 
f erred  to  purchaie  it,  and  did  purchase  it,  so  it  is  running  on  its  own 
right  of  way.  The  argument  that  was  presented  to  us  at  the  tune 
was  that  it  was  much  cheaper  in  the  end,  everything  considered,  and 
it  was  safer  and  cheaper  to  the  railroad  to  own  such  right  ot  way. 

Mr.  Krtjttschnitt.  We  have  reached  that  conclusion,  because  our 
railroad  lines  have  been  built  that  way.  ,t      r^u   ■ 

There  is  a  map  of  the  lines  I  am  referring  to,  Mr.  Chairman, 
which  may  be  of  possible  interest  to  you.  ,        ,    ,  ^u       i,^. 

Mr.  DoisEMUs.  I  understood  you  to  say  yesterday  that  you  thought 
the  railroads  should  have  the  legal  privilege,  when  their  volume  ot 
business  decreases,  to  increase  the  rates.    Did  I  understand  you  cor- 

rcctlv  ? 

Mr.  Kkuttsgi-initt.  I  did  not  put  it  just  that  way— "should  have 
the  legal  privilege  "—but  that  when  the  volume  does  decrease  and 
the  revenues  are  not  sufficient  to  pay  operating  expenses,  fixed 
charges,  and  a  fair  return  on  the  capital,  there  should  be  a  prompt 
answer  to  the  plea  of  the  carriers  to  increase  rates. 

Mr.  DoREMus.  That  was  the  substance.  It  would  amount  to  a 
legal  privilege  to  raise  the  rates  when  the  volume  of  business  de- 
creased, subject,  of  course,  to  the  af)proval  of  the  Interstate  Com- 
merce Commission.  Upon  what  ground  would  you  justify  a  privi- 
lege of  that  kind;  that  it  would  stabilize  the  credit  of  the  road? 

Mr.  Keuttschnitt.  It  would  stabilize  the  credit  of  a  road  and 
would  keep  it  out  of  bankruptcy.  I  said  that  if  the  volume  of  busi- 
ness that  is  being  carried  now  hj  our  road  and  many  others,  at  the 
rates  prevailing  and  with  the  expenses  that  have  increased  since 
even  the  opening  of  the  European  war,  should  decrease,  many  of 
these  roads  would  go  into  bankruptcy,  because  the  gross  revenue 
would  not  be  sufficient. 

Mr.  DoEEMus.  What  I  am  getting  at  is  this:  Would  not  that 
throw  around  the  railroads  of  the  country  a  privilege  that  is  not 
enjoyed  by  other  kinds  of  business? 

Mr.  Kruttschnitt.  The  railroads  do  not  now  enjoy  the  privilege 
enjoyed  by  other  kinds  of  business  of  being  able  to  sell  their  product — 
transportation — at  the  market  rates  based  on  cost  of  production. 
They  are  restricted.  On  the  other  hand,  they  are  compelled,  in  order 
to  keep  going,  to  pay  the  market  rates  for  everything  they  need,  wages 
included,  at  whate^-er  prices  prevail.  Now,  those  two  influences  are 
directly  antagonistic,  and  if  you  hold  them  to  the  influence  of  one 
and  relieve  them  from  the  benefit  of  the  influence  of  the  other  I  do  not 
see  how  bankruptcy  can  be  avoided. 

Mr.  DoREMus.  Do  you  not  think  that  would  constitute  of  the  rail- 
roads of  the  country  a  peculiarly  favored  class  ?  For  instance,'  in 
ordinary  mercantile  business  a  decrease  in  the  volume  of  trade,  I 
think,  is  almost  uniformly  coincident  with  falling  prices;  and  view- 
ing it  from  that  standpoint  would  it  not  constitute  of  the  railroads^ 
a  peculiarly  fa\ored  class? 
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Mr.  KuuTTSCHKiTT.  I  think  not.  The  railroads  now  are  in  a  pecu- 
liarly handicapped  class,  in  that  their  revenues  and  their  sources  of 
revenues  are  absolutely  controlled  by  regulating  bodies,  and  no  one 
controls  for  them  the  prices  of  materials  that  they  have  to  buy  and 
of  labor.  In  every  other  industry  except  railroading  increasing  costs 
are  offset  by  increasing  profits.  If  the  manufacturer,  whatever  his 
line,  has  to  pay  higher  costs  for  his  material  and  for  his  labor,  re- 
coups himself  %  charging  more  for  his  output.  But  law  and  regu- 
lation says  to  the  railroad,  "  It  is  immaterial  to  us  what  you  pay  for 
the  materials  necessary  in  your  business ;  it  is  immaterial  to  us  what 
you  pay  for  labor;  but  we  regulate  your  revenues  and  they  stay 
fixed."  And  it  is  the  only  industry  in  which  that  course  is  taken. 
Our  suggestion  is  not  to  favor  railroads  but  to  accord  them  the  bene- 
fits of  economic  laws  that  govern  prices  in  all  other  manufacturing 
enterprises. 

Mr.  Adamson.  Is  that  strictly  accurate?  Does  not  section  20  of  the 
commerce  act  require  the  commission  to  keep  itself  advised  of  all 
these  elements  of  expense,  as  well  as  all  other  features  of  operation; 
and  is  not  that  for  the  sole  purpose  of  enabling  them  to  fix  proper 
regulations  ? 

Mr.  KRUTTscHKriT.  Quite  true.  It  may  provide  that  they  shall 
keep  themselves  informed;  but  I  do  not  remember  that  the  act  any- 
where requires  them  to  act  on  that  information. 

Mr.  Adajisox.  What  other  purpose  could  there  be  for  the  informa- 
tion except  to  discharge  their  dutj'?  And  it  may  be  that  individual 
commissioners  may  not  always  agree  with  you  as  to  what  action  they 
ought  to  take,  and  for  what  reasons  they  ought  to  minimize  the  A-alue 
attached  to  any  one  of  these  features.  The  law  remains  that  they  can 
and  should  consider  them. 

Mr.  KKurrscHAiTT.  That  is  all  quite  true;  but  I  have  tried  to  show 
you  by  charts  and  by  my  oral  testimony  that  as  a  resultant  of  rise 
of  wages,  prices,  and  costs  of  materials  the  railroads  are  in  a  position 
to-day  of  Deing  paid  in  a  debased  currency — a  dollar  that  is  worth 
only  45  cents. 

Mr.  Adamsox.  That  is  another  proposition.  I  have  stated  to  you 
gentlemen  frequently  that  if  you  would  base  your  claim  for  increased 
rates  on  the  fact  that  money  has  come  to  be  cheaper  than  anything 
else  in  the  world,  and  will  not  buy  as  much,  you  would  have  a  much 
more  plausible  case  for  your  demand. 

Mr.  Kruttschxi'I't.  Well,  1  am  sorry  to  know  that  I  ha\'e  failed. 
I  have  tried  with  great  earnestness,  and  with  all  the  ability  I  possess, 
to  make  plain  that  the  purchasing  value  of  our  railroad  dollar  had 
depreciated  to  the  extent  that  it  was  worth  only  45  cents  instead  of  a 
hundred  cents,  and  I  have  devoted  a  large  part  of  my  time  for  the 
past  montli  or  so  in  trying  to  get  up  argument  to  couvmce  you  of 

Mr  Au\Msox.  But  we  are  not  the  people  to  be  convinced  of  that. 
My  position  is  that  you  already  have  a  law,  and  that  your  statement 
was  inaccurate  when  you  said  that  the  law  prevents  you  from 
making  an  adequate  return,  because  the  law  is  that  you  shall  have 
a  reasonable  and  just  rate,  and  the  law  prescribes  what  these  commis- 
sioners shall  consider  and  keep  themselves  informed  on.  And  they 
==hould— whether  the  individuals  do  it  or  not  another  question— but 
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they  should  consider  and  keep  themselves  informed  on  all  these  ques- 
tions and  consider  every  one  of  them  in  seeing  that  you  have  a 
reasonable  and  just  rate. 

Mr.  Keuttschnitt.  Mr.  Chairman,  Ave  are  hei'e  before  you  a  com- 
mittee of  doctors.  We  are  telling  you  of  our  ailments  and  what  we 
are  suffering  from. 

Mr.  Adamson.  You  will  only  have  to  ask  us  to  recommend  to 
Congress,  you  know ;  and  I  am  telling  you  what  already  exists,  where 
it  seems  to  me  you  ought  to  get  redress. 

Mr.  Keuttschnitt.  Well,  there  is  an  old  adage,  you  know,  about 
taking  a  horse  to  water. 

Mr.  Adamson.  You  can  probably  do  just  as  a  railroad  official  said 
to  our  committee  in  1904,  when  the  railroad  officials  were  subbomly 
combating  the  theory  that  the  Government  had  any  right  to  regulate 
them  at  all.  I  said  "What  if  we  overrule  you,  and  Congress  does 
decide  that  it  will  make  your  rates ;  what  will  you  do  ?  "  They  said, 
"  We  will  try  to  get  another."  Now,  if  this  committee  is  not  a  good 
one,  you  can  get  a  better  one;  but  the  law,  it  seems  to  me,  is  ample 
to  provide  you  just  and  reasonable  rates. 

Mr.  Sims.  The  low  purchasing  value  of  your  dollar  applies  to 
labor  just  as  well  as  it  does  to  material;, in  other  words,  the  laborer 
has  to  pay  more  out  of  his  wages  than  he  did  before  ? 

Mr.  Keuttschnitt.  Yes,  sir;  but  the  laborer,  by  combination, 
when  he  does  not  think  he  has  enough,  comes  and  says  that  he  must 
have  some  more,  and  he  generally  gets  it ;  and  when  we  sa}'  Ave  Avant 
some  more,  we  genei'ally  do  not  get  it. 

Mr.  Sims.  You  do  not  always  get  it.    Sometimes  you  do. 

Mr.  Escii.  Are  you  all  through  ? 

Mr.  Adamson.  I  am  not  through,  but  I  am  going  to  yield  to  the 
gentleman  from  Wisconsin. 

Mr.  PjSCit.  I  do  not  want  to  j^roceed  unless  you  are  through. 

Mr.  Adamson.  I  am  going  to  Avind  up  this  examination. 

?.Ir.  EscH.  Senator  Townsend  asked  yesterday  with  reference  to 
the  operation  of  the  Canadiah  act,  and  you  quoted  something  from 
the  report  of  Mr.  Asquith,  the  English  authority.  Mr.  Asquith  gaA-e 
certain  grounds  of  opposition  or  objection  to  that  act,  did  he  not? 

Mr.  Krutt'schniti'.  I  do  not  know;  I  do  not  remember.  This 
memorandum  I  Avrote  was  written,  except  that  part  that  quotes  the 
United  States  Board  of  Mediation  and  Control.  tAvo  or  three  years 
ago. 

Mr.  EscH.  One  of  the  objections  Avhich  Mr.  Asquith  cites  against 
the  operation  of  the  Canadian  act  is  as  folloAvs : 

La)ior  cliiiiiis  fiirthei'  that  employers  are  suilty  of  exiiloitatioii  during  the 
period  in  Avliich  strikes  are  not  legally  permitted. 

Did  your  special  representative  rejiort  anvthino-  on  that  feature  of 
the  laAV  ? 

Mi-.  Keuttschnitt.  I  think  that  claim  has  been  made  bv  labor.  1 
ilo  not  remember  whether  this  report  stated  that  or  not. 

Mr.  EscH.  Is  it  not  a  fact  that  in  some  of  those  cases  of  strikes  on 
some  of  the  railroads  pending  tlie  investigations,  when  the  employees 
could  neither  strike  nor  the  railroads  lock  out,  did  not  the  railroads 
build  stockades,  employ  men  and  pio\ision  them,  so  that  they  might 
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be  ready  in  case  the  strike  was  declared,  notwithstanding  the  finding 
of  the  arbitration  award? 

Mr.  Krdttschnitt.  I  expect  that  may  be  true.  On  the  other  hand, 
labor  can  prepare  also. 

Mr.  EscH.  Do  you  know  whether  or  not  labor  did  prepare  in  these 
cases  of  strikes  or  threatened  strikes? 

Mr.  KittJTTscHxrrT.  No;  I  do  not. 

Mr.  EscH.  There  is  another  objection-  made  against  the  Canadian 
act,  and  that  is  with  reference  to  enforcement  of  its  penal  provisions. 
You  are  familiar  with  the  act,  are  you  not  ? 

Mr.  Keuttschnitt.  Reasonably  so;  yes,  sir. 

Mr.  EscH.  You  know  it  provides  very  severe  penalties  for  the 
employees  to  go  out  on  strike  pending  the  investigation  or  for  the 
companies  to  declare  a  lockout  pending  the  investigation  ? 

Mr.  Kp.uttschniit.  Yes. 

Mr.  EscH.  Have  those  penalties  been  enforced  under  the  Canadian 
act? 

Mr.  KEtTTTSciiNiTT.  I  do  not  knoAv.  All  I  can  tell  you  is  that  this 
paragraph  from  the  report  of  the  Board  of  Mediation  attracted  my 
attention  and  seemed  to  be  extremely  convincing.  Now,  how  far 
those  gentlemen  went  in  these  questions  I  do  not  know.  I  accepted 
their  conclusion: 

/Mr.  EscH.  -According  to  Mr.  Askwith's  report,  those  penal  provi- 
sions have  not  been  enforced  in  Canada,  for  the  reason  "the  em- 
ployees felt  they  could  not  afford  to  prosecute  and  the  employers  did 
not  think  it  wise  to  prosecute,  hence  the  penal  provisions  have  been 
made  inoperative,  much  to  the  disappointment  of  the  Canadian 
officials." 

Would  there  be  any  difFcrent  result  if  we  adopted  r.  like  law  in  the 
United  States? 

Mr.  IvKUTTScnNri'T.  Possibly  not.  But  if  we  adopted  a  law  that 
would  stop  90  per  cent  of  the  strikes,  a's  the  Canadian  law  has  done, 
penalty  or  no  penalty,  I  think  it  would  be  a  good  thing. 

Mr.  "Escit.  Notwithstanding  the  fact  that  the  penal  provisions, 
which  in  any  penal  statute  are  supposed  to  be  the  essence  of  it,  re- 
main inienforced? 

Mr.  Keuttschnitt.  I  would  judge  the  law  by  its  results.  A  com- 
petent United  States  board  examined  it  and  has  said  that  it  has 
been,  in  their  opinion,  successful.  They  give  statistics  showing  that 
it  has  prevented  90  per  cent  of  the  strikes.  Now,  in  writing  my  mem- 
orandum and  in  forming  my  judgment  years  ago,  Avhen  similar  re- 
ports were  published  in  the  reports  of  the  United  States  Department- 
of  Labor,  I  concluded  that  whatever  the  effects  of  the  act  might  be, 
if  they  were  productive  of  that  much  good  they  were  well  Avorth 

imitating.  „.        .  .  • 

Mr.  Escii.  What  percentage  of  labor  difficulties  on  American  rail- 
roads go  to  strike?  .  ,  ,     . 

Mr.  Keuttschnitt,  In  tlie  last  five  or  six  years  we  have  had  a 
strike  of  firemen ;  Ave  have  had  a  strike  of  trainmen ;  we  had  a  gen- 
eral strike  of  all  kinds  of  sho]:)men.  We  should  have  had  this  gen- 
eral strike,  if  it  had  not  been  aA'erted  by  legislation.  That  is  four 
strikes  in  about  five  years  on  one  system,  Avhich  is  a  very  much  larger 
proportion  than  reported  by  the  United  States  Board  of  Mediation 
as  Bi-evailinii  in  Canada. 
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Mr.  EscH.  A  great  percentage,  however,  of  those  difficulties  were 
settled  short  of  strike,  were  they  not,  by  our  own  board  of  conciliation 
and  mediation? 

Mr.  Kruttsciinitt.  The  board  of  mediation  and  conciliation  is 
reporting  on  Canadian  strikes  that  90  per  cent  were  aAerted. 

Mr.  EscH.  I  understand  that ;  but  in  the  United  States  under  the 
Newlands  act  has  not  the  vast  percentage  never  gotten  to  a  strike? 

Mr.  Kruttsciinitt.  This  firemen's  strike  you  speak  of  was  up  to 
the  board  of  mediation  and  conciliation,  and  yet  they  struck.  The 
trainmen's  strike  was  up  to  tlie  board,  and  yet  they  struck.  The 
shopmen's  strike — that  did  not  come  under  the  Newlands  act.  The 
Newlands  act  was  for  railway  men  alone,  but  the  shopmen  struck 
despite  suggestions  of  arbitration;  the  trainmen,  in  xVugust,  I  say, 
would  have  struck.  They  spurned  arbitration,  and  they  would  have 
struck  but  for  legislation. 

In  three  of  those  cases,  certainly,  out  of  four,  tlie  Newlands  act 
had  a  chance  to  work.  The  board,  under  the  Newlands  act,  did  riot 
take  up  the  trainmen's  matter,  because  they  spurned  it;  they  said 
they  would  not  arbitrate,  and  they  would  not  put  their  troubles  up 
to  any  commission  or  any  tribunal.  The  railroad  presidents  sug- 
gested that  they  be  submitted  to  a  tribuiial  to  be  named  by  tlje 
President — a  special  one — and  they  would  not  do  it.  ' 

Mr.  EsciT.  What  assurance  would  we  have  had  with  the  Canadian 
act  at  that  time  that  those  difficulties  would  not  have  gone  to  strike? 

Mr.  IvRurTsciiNiTT.  None,  except  the  experience  of  the  past  with 
the  act  in  Canada. 

Mr.  Escii.  Your  conclusion,  therefore,  is  that  something  along  the 
lines  of  the  Canadian  act  would  be  beneficial  in  the  T'^nitod  States  in 
minimizing  strike  troubles  and  lessening  their  number  ? 

^Ir.  KRUTTSCII^'ITT.  Yes,  sir. 

Mr.  Escii.  And  that  that  is  a  system  that  is  adaptable  to  the 
United  States? 

Mr.  Kruttsciinitt.  I  do  not  know  of  any  conditions  in  Canada 
that  differ  materially  from  our  conditions  here,  and  I  have,  there- 
fore, assumed  that  what  worked  over  there  ought  to  work  here!  They 
have  the  same  things  to  contend  with ;  the  brotherhoods  have  their 
organizations  on  the  Canadian  lines,  just  as  they  have  them  on  the 
American  lines;  the  Canadian  people  are  pretty  much  the  same  as 
ours.  I  suppose  if  you  took  a  dozen  of  each  iind  mixed  them  up 
nobody  could  sort  them  out.  Their  ideals  seem  to  be  the  same;  their 
form  of  government  does  not  vary  Aery  much  from  ours,  as  I  under- 
stand it. 

Mr.  Escii.  Do  you  know  whether  they  have  had  any  labor  troubles 
on  the  Inter  Colonial,  which  is  owned  1\V  the  Co\eriinient  of  Canada? 

Mr.  Keittsciinitt.  No;  I  do  not. 

Mr.  Es(  !i.  I  was  wondering  whether  or  not  Government  owner- 
ship lessened  the  liability  of  strike  trnublos? 

There  is  another  subject  matter.  You  spoke  of  tlie  great  losses 
of  life  owing  to  trespasses  upon  railroad  tracks  or  upon  railroad 
property.  Why  is  it  that  they  are  so  vastly  greater  than  on  Euro- 
pean roads? 

Mr.  Kruttsciinitt.  Because  there  does  not  seem  to  be  either  any 
law  prohibiting  it  in  the  United  States,  or,  if  there  is  a  law,  that  it 
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IS  enforced.  When  this  matter  was  discussed  before  a  conimittee 
or  Congress — I  think  you  were  a  member  of  the  committee,  when 
I  appeared  a  year  or  two  ago,  were  you  not  ? 

Mr.  EscH.  Yes. 

Mr.  Kbuttschnitt.  Some  gentleman  said  there  is  a  strict  law  in 
>iew  York  against  trespassing  on  railroad  tracks,  and  I  said  at  the 
time  that  I  believed  then,  and  I  believe  now,  that  however  excellent 
the  law,  it  is  not  enforced.  I  do  not  know  of  any  State  in  the  Union 
that  I  am  familiar  with  at  all,  where  there  is  the  slightest  restriction 
about  walking  on  railroad  tracks. 

Mr.  Escii.  Notwithstanding  the  fact  that  some  30  States  have 
passed  such  laAvs,  there  is  little  or  no  enforcement  of  them :  is  that  the 
fact? 

Mr.  Kruttsciinitt.  That  must  be  the  fact  if  they  have  passed  the 
laws.  There  seems  to  have  been  no  diminution  in  the  deplorable  num- 
ber of  deaths  from  trespassing. 

Mr._  EscH.  I  happened  to  see  some  statistics  gotten  out  by  the 
American  Eailroad  Business  Association,  showing  that  in  the  decide 
from  1900  to  1910  there  were  60,000  people  killed  in  the  United 
States  and  53,000  injured,  while  in  Great  Britain  during  the  same 
period  there  were  a  little  over  1,000  killed  and  a  little  over  4,000  in- 
jured, making  a  total  of  a  little  over  5,000  in  Great  Britain,  as  com- 
pared with  103,000  in  the  United  States  for  the  same  decade. 

Mr.  Keuttschnitt.  In  drawing  conclusions  from  the  statistics  on 
that,  you  are  very  apt  to  be,  misled  by  mere  magnitude  of  numbers. 
I  have  studied  these  matters  quite  closely  for  the  last  15  to  20  years, 
with  a  view  of  stopping  loss  of  life  on  our  own  lines,  and  the  thing 
that  has  impressed  me  most  is  the  fact  that  you  can  not  get  and  very 
intelligent  comparison  of  injuries  as  between  the  roads  of  any  two 
countries,  for  the  reason  that  a  man  pinching  the  end  of  his  finger 
injures  himself,  or  he  may  have  one  of  his  legs  torn  off  and  he 
injures  himself,  and  the  two  are  very  different,  yet  it  seems  to  be 
almost  impossible  to  get  any  basis  of  comparison. 

The  statistics  of  the  Interstate  Commerce  Commission  are  based 
on  the  inability  to  perform  any  labor  for  a  given  number  of  days. 
That  is  not  the  same  in  England.  If  we  had  exactly  the  same  method 
of  gauging  injuries,  the  disparity  would  not  be  as  great.  We  must 
remember  that  in  Eng^nd  they  are  operating  about  23,000  miles  of 
railroad.  In  the  United  States  we  are  operating  260,000  miles  of  rail- 
road. 

Mr.  EscH.  Yet  they  have  denser  traffic  conditions,  more  passengers 
hauled  per  mile  per  year? 

Mr.  Krxjttschnitt.  Quite  so,  but  the  standard  English  railway  is 
a  double-track  railway.  The  standard  American  railway  is  still  a 
single-track  railway.  '  The  disparity  in  conditions  and  the  risk  of 
accidents  is  not  as  great  as  the  general  public  imagines. 

Now,  of  the  great  number  of  killed  on  the  American  roads,  tres- 
passers make  up,  as  I  remember  it,  over  80  per  cent  of  the  deaths, 
and  it  has  always  seemed  to  me  that  there  was  no  more  unjustifiable 
taking  of  human  life  than  the  killing  of  trespassers,  because  if  they 
were  made  to  obey  the  law  and  keep  off  the  railroad  tracks,  they 
would  not  be  killed.  I  have  found  fault  with  the  slow  diminution 
of  the  number  of  people  Idlled  on  the  Southern  Pacific,  but  analysis 
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shows  that  where  safety  is  dependent  on  menns  that  the  company  can 
control  our  results  have  been  remarkable  and  surprising,  even  to  me. 
We  have  reduced  the  fatalities  to  jjassengers  to  nothing.  On  our 
system,  large  as  it  is,  there  has  been  but  one  death  of  a  passenger 
on  a  train  due  to  any  accident  for  over  six  years.  The  number  of 
fatalities  amongst  employees  engaged  in  train  service  is  only  from 
11  to  1.5  per  annum.  We  have  reduced  the  number  of  train  accidents 
8G  ]3er  cent  in  about  15  years,  and  the  only  darlr  spot  in  our  record 
is  the  killing  of  trespassers,  and  that  has  not  been  reduced  in  pro- 
portion to  the  number  of  trains  rim,  simply  because  we  can  not  con- 
trol it. 

Mr.  Escii.  There  is  not  any  State  through  which  your  whole  sys- 
tem runs,  except  the  State  of  Washington,  that  has  sought  to  legis- 
late on  the  subject  of  trespassers  on  railroad  lines? 

Mr.  Ketjttschnitt.  Not  one  has  done  so. 

Mr.  EscH.  Only  one.     You  go  into  Washington  ? 

Mr.  Keuttschnitt.  No;  we  do  not  touch  Washington.  The  north- 
ern terminal  of  our  system  is  Portland,  Oreg. 

Mr.  Escii.  Then  there  is  not  a  single  State  that  has  passed  a  tres- 
pass law  ? 

Mr.  KiiUTTscHNiTT.  No.  Yet  our  counsel  have  been  instructed 
year  after  year  to  present  these  matter  to  the  legislatures  when  they 
assemble,  and  it  has  been  without  any  effect  whatever. 

Mr.  EscH.  The  only  relief  sought  has  been  to  the  State  legisla- 
tures; no  action  has  been  taken  by  Congress?  T  should  like  to  sub- 
mit, with  your  permission,  a  question  to  Mr.  Thom  on  the  constitu- 
tional right  of  Congress  to  pass  a  law  wdth  reference  to  trespassing 
upon  the  tracks  or  property  of  interstate  carriers. 

Mr.  Thom.  I  think  it  has  that  undoubted  power.  T  think  it  fol- 
lows from  the  decision  of  the  Supreme  Court  of  the  Ignited  States 
in  the  Southern  Railway  case,  where  the  power  of  Congress  to  pro- 
vide for  safety  appliances  on  intrastate  trains  was  upheld  as  endan- 
gering the  operation  of  the  I'oad  in  interstiite  commerce.  They  said 
that  it  was  one  instiumentality,  and  that  Congress  had  complete 
power  to  protect  it  in  all  its  aspects. 

Mr.  EsGH.  Then  you  think  that  Congress  could  exercise  its  police 
power  in  that  direction,  do  you? 

Mr.  TiiOM.  Yes.  And  I  will  say  more,  Mr.  Esch,  that  a  commit- 
tee of  men  connected  with  the  railroad  service  has  for  a  considerable 
time  been  requesting  me  to  draw  an  act  to  be  presented  to  Congress, 
and  the  only  reason  I  have  not  done  so  is  for  the  lack  of  time. 

Mr.  EscH.  Then  you  would  think  that  was  not  such  power  as  ' 
ought  to  be  left  to  the  administration  of  States  ? 

Mr.  Thom.  Well,  inasmuch  as  it  is  not  being  prevented  now,  and 
most  serious  loss  of  life  is  being  caused  by  it.  I  think  it  would  justify 
the  Congress  in  taking  hold  of  it,  and  I  think  the  States  would  not 
object  to  Congress  taking  hold  of  it. 

Mr.  Kruttschnitt.  I  do  not  see  how  they  can  complain,  because,- 
they  have  not  done  anything  about  it  themselves,  and  this  killing  of 
trespassers  goes  on  from  year  to  year  unbated.  My  recollection  is 
between  5,000  and  5,500  a, year  are  being  killed  right  straight  along. 

Mr.  Adamson.  I  agree  with  Mr.  Thom  that  if  th?  poAver  of  Con- 
gress is  necessary,  exercise  it;  but  will  not  the  local  communities 
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insist  that  you  require  the  railroads  to  abolish  grade  crossings  if 
Congress  does  that? 

Mr.  KRUTTSCHKriT.  These  accidents  do  not  occur  on  grade  cross- 
ings. The  commission  does  not  allow  us  to  class  the  death  of  a  per- 
son on  a  crossing  as  that  of  a  trespasser.  He  has  a  right  to  be  there. 
He  is  not  a  trespasser.  A  trespasser  is  a  man  who  leaves  the  road 
crossing,  walks  along  the  right  of  way,  or  trespasses  on  the  trains 
of  the  carrier  to  steal  rides.  Take  the  thousands  of  men  who  under- 
take to  ride  on  freight  trains,  standing  on  the  buffers  between 
freight  cars,  or  riding  on  the  trucks,  and  getting  in  other  positions 
of  danger.  Those  people  are  trespassers.  It  is  the  most  frequent 
thing  in  the  world  in  reading  about  a  freight  wreck  to  find  that  one 
or  two  dead  men  have  been  found  in  the  wreckage,  bodies  of  men 
who  were  stealing  rides. 

Mr.  Adamson.  I  do  not  see  how  there  could  be  any  question  on 
earth  of  prohibiting  men  from  stealing  rides  on  those  freight  trains. 

Mr.  EscH.  You  have  stated  that  Canada,  with  reference  to  her 
railroads  and  their  management  and  operation,  is  very  similar  to  the 
United  States.  Canada  does  have  a  trespass  law  and  enforces  it. 
The  penalty  is  $50,  I  think.  If  she  can  enforce  it,  is  the  sentiment 
of  the  public  toward  observance  of  law  sufficient  to. comply  with  a 
like  law  in  the  United  States? 

Mr.  Kruttschnitt.  I  am  afraid  there  that  you  have  asked  me  a 
question  that  I  shall  have  to  answer  in  the  negative.  I  expect  the 
Canadian,  from  his  English  origin,  has  a' respect  for  the  law  that 
is  entirely  absent  in  our  people.  There  is  a  disposition  to  ignore 
laws  which  is  just  as  common  as  the  disposition  of  the  executives  of 
the  States  not  to  enforce  them.  I  can  not,  however,  help  feeling 
that  if  there  were  a  penalty  against  trespassing  on  railroad  tracks 
you  would  have  the  energies  not  only  of  the  executive  officers  to  en- 
force these  penalties,  but  they  would  be  spurred  on  by  the  railways 
for  their  own  protection. 

Mr.  EsCH.  As  it  is  now  many  roads  have  their  own  railroad  police 
for  the  very  purpose  of  arresting  trespassers,  and  they  take  them  to 
the  local  justice  courts,  and  they  fail  to  convict  them,  do  they  not? 

Mr.  Keuttschnitt.  Well,  we  have  done  quite  a  good  deal  of  that 
work  ourselves.  We  have  secured  a  good  many  convictions,  but  it 
has  been  discouraging  that  the  percentage  was  so  small.  I  remem- 
ber when  I  first  went  to  the  Pacific  coast  there  was  a  piece  of  line 
running  to  San  Francisco  one  or  two  cuts  that  were  used  by  the 
public  and  the  school  children  as  short  cuts  in  going  on  their  errands, 
and  I  stationed,  at  our  own  expense,  watchmen  at  these  cuts,  and  at 
that  time  there  was  a  law  against  trespassing  in  San  Francisco,  a 
city  ordinance,  and  I  had  a  number  of  arrests  made,  and  all  I  secured 
was  a  lot  of  personal  abuse  in  the  press,  that  treated  me  as  a  fresh 
"tender  foot,"  as  they  called  it,  and  stating  that  they  would  not 

Mr.   EscH.  You  were  circumscribing  the  liberties  of  American 

CltlZGHS  ? 

Mr.  Keuttschnitt.  Yes;  the  court  discharged  those  people,  and 
after  a  trial  of  a  week  or  ten  days  I  gave  it  up. 

Mr  EscH.  As  illustrative  of  the  different  attitude  toward  law  m 
Canada  and  the  United  States,  let  me  just  read  this  one  quotation: 

The  Wabash  Railroad  operated  part  of  its  mileage  through  Canada  in  the 
year  ending  .Tune  30,  1914.     Ninety-four  trespassers  were  killed  and  135  in- 
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jured  on  tlie  Hues  of  that  i-oad,  of  whom  only  3  were  killed  and  3  injured  iti 
Canada. 

After  quoting  from  one  of  the  railroad  authorities,  President 
John  B.  Kerr,  of  the  New  York,  Ontario  &  Western,  in  answer  to 
an  inquiry  with  reference  to  trespassing  says : 

I  do  not  know  of  any  locality  in  which  the  law  against  trespassing  Is  en- 
forced or  where  the  magistrates  are  entitled  to  any  recognition  for  the  enforce- 
ment of  the  law.  It  is  a  very  difflcult  pfoblem  for  which  I  see  no  solutioh,  ex- 
cept by  education  of  the  people,  which  is  an  extremely  slow  process. 

Iliat  would  mean,  then,  if  that  idea  were  adhered  to,  that  we  wolild 
go  on  killing  and  maiming  for  life  what  is  equivalent  to  half  an 
army  corps  every  year  in  the  United  States.  If  Congress  can  paJss 
a  law,  the  fact  that  a  Federal  statute  is  more  respected  than  a  State 
statute  or  a  city  ordinance  might  enable  us  to  reduce  this  terrible 
loss  of  life.  Would  it  be  your  opinion  that  a  Federal  statute  should 
be  sought  ? 

Mr.  Ketjttschnitt.  It  is  the  experience  of  all  of  us,  Mr.  Esch.  that 
•a  Federal  statute  always  is  more  respected  thati  a  State  one. 

Mr.  Esch.  Leaving  that  subject,  now 

Mr.  Adamson.  Before  you  leave  that  subject,  Mr.  Esch,  I  would 
like  to  ask  you,  or  the  witness — whoever  has  the  figures  there — does 
the  density  of  population  or  the  number  of  persons  transported  bear 
any  constant  relation  to  the  number  of  accidentis  or  injuries? 

Mr.  Esch.  Not  in  the  data  that  I  have.  Of  course,  density  of 
population  would  have  some  effect,  because  of  the  constant  tendency 
of  people  to  cross  tracks,  getting  to  their  places  of  work.  On  long 
stretches  of  your  lines,  Mr.  Kruttschnitt,  there  would  be  no  danger 
from  trespassing  wliatever,  but  near  the  congested  centers  there 
would  be  very  great  danger. 

Mr.  Adamson.  Mr.  Esch  stated  that  the  density  of  population  was 
much  greater  in  England,  and  the  number  of  passengers  per  mile; 
but  how  about  the  aggregate  number  of  people  hauled  in  a  year  in 
the  two  countries? 

Mr.  Esch.  They  are  greater  in  Great  Britain  than  in  the  United 
States. 

Mr.  Adamson.  The  total  amount  ? 

Mr.  Esch.  Yes;  the  total  amount.  If  I  remember  rightly,  the 
number  in  Great  Britain  amounts  to  about  one  and  a  half  billion 
per  year  and  the  United  States  to  a  little  over  one  billion.  I  will 
not  be  bound  by  those  figures. 

Mr.  Kruttschnitt.  But  the  liability  of  a  passenger  to  accident  de- 
pends also  largely  on  the  length  of  his  journey. 

Mr.  Esch.  True. 

Mr.  Kruttschnitt.  And  when  you  take  into  consideration  the 
number  of  passengers  carried,  it  is  "far  greater  in  the  United  States 
than  in  Great  Britain. 

Mr.  Thom.  The  number  of  passengers  carried  1  mile,  you  mean? 

Mr.  Kruttschnitt.  Yes. 

Mr.  Esch.  The  railroads  complain  because  of  various  State  enact- 
ments regarding  various  railroad  appliances,  and  also  practices,  and 
you  have  cited  them:  The  length  of  cabooses,  the  number  of  wheels 
under  the  caboose,  cuspidors,  window  screens,  headlights,  hours  of 
service,  full  crews.    If  Congress  passed  a  law  as  to  them,  and  occu- 
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pied  the  field,  it  would  supplant  all  of  tkese  State  statutes,  would 
It  not? 

Mr.  KnuTTSCHNiTT.  Yes.  Congress  has  alread\',  or,  rather,  the 
Interstate  Commerce  Commission— I  will  put  it  that  way— has,  as  I 
remember,  already  taken  jurisdiction  of  headlights. 

Mr.  EscH.  That  was  under  our  act  amending  the  boiler-inspection 
law,  giving  inspectors  power  to  examine  and  investigate  all  parts  of 
the  locomotive;  they  get  jurisdiction  of  that  under  that  Irav. 

Mr.  Kkuttschnitt.  I  say  they  are  exercising  that  now ;  they  have 
prescribed  standards,  and  Congress  could,  as  to  all  of  these  other 
matters,  no  doubt  prescribe  uniformity. 

Mr.  EscH.  Would  that  be  advisable,  and  would  the  roads  prefer 
Federal  action,  rather  than  to  further  submit  to  the  varying  enact- 
ments of  the  several  States  ? 

Mr.  Keuttsciikitt.  I  will  cite  our  experience  with  the  headlight 
law.  Before  I  left  the  Pacific  coast  I  had  started  devising  a  better 
headlight,  and  there  was  devised  bj'  our  motive-power  people  at  our 
Sacramento  shops  an  extremely  efficient  and  low-priced  acetyline 
headlight.  You  can  judge  of  the  brilliancy  of  that  headlight  in  com- 
parison with  the  old  oil  headlights  by  simply  remembering  that  most 
of  the  automobiles  in  our  streets  that  have  such  brilliant  lights  are 
lighted  with  acetyline  gas.  That  is  really  what  inspired  the  thought. 
This  headlight  was  improved,  made  very  efficient,  and  was  applied 
to  substantially  all  of  the  2,200  or  2,300  locomotives  of  the  Southern 
Pacific  System.  That  included  the  State  of  Texas.  The  headlight 
law  was  brought  up  in  the  Texas  Legislature  by  the  lobbies  of  the 
employees,  who  wanted  the  arc  electric  light  put  on  the  locomotives: 
Our  officers  appeared  before  legislative  committees  and  told  them 
that  we  had  already  incurred  the  expense  of  equipping  our  locomo- 
tives with  a  headlight  almost  undistinguishable  from  the  electric 
headlight.  The  legislators  Avere  familiar  with  it,  because  they  could 
see  it  on  trains  all  over  the  State.  Notwithstanding  that,  and  not- 
withstanding the  experiments  made,  which  showed  the  illuminating 
power  and  the  space-penetrating  power  of  the  acetyline  beam,  a  law 
was  passed  prescribing  the  arc-electric  headlights,  and,  under  it,  we 
had  to  scrap  the  headlights  on  350  or  400  locomotives  and  buy  others, 
which  were  no  better.  That  is  one  of  the  results  of  different  head- 
light laws. 

Mr.  EscH.  In  the  omnibus  safety-appliance  bill,  as  to  which  we 
gave  you  a  hearing,  you  remember  we  did  not  prescribe  the  candle 
power  of  the  lights,  but  left  it  to  the  commission  to  determine. 

Mr.  Kruttschnitt.  Yes. 

Mr.  EscH.  The  Interstate  Commerce  Commission  has  now  deter- 
mined and  fixed  the  standard,  has  it  not  ? 

Mr.  Keuttschnitt.  I  think  so. 

Mr.  EscH.  That  brings  uniformity  throughout  the  United  States 
and  supplants  a  great  many  State  enactments  with  refei'ence  to  head- 
lights ? 

Mr.  KEUTTS.CHNITT.  That  will  clear  up  the  headlight  situation. 
As  I  remember,  the  Interstate  Commerce  Commission  requirements 
prescribe  the  candle  power,  and  I  think  they  also  state  the  distance 
at  which  an  object  of  a  certain  size 

Mr.  EscH.  Eight  hundred  feet,  I  think. 
90o90 — PT  11 — 17 24 
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Mr.  IvRUTTSCHNiTT.  Such  as  a  man  should  be  distinguishable. 
Had  that  provision  existed  in  the  Texas  law  we  should  have  been 
saved  an  expense  of  over  $100,000  in  buying  other  headlights,  when 
those  we  had  fully  complied  and  more  than  complied  with  the  speci- 
fications that  the  commission  has  now  issued. 

Mr.  EscH.  And  a  like  result  would  follow  with  reference  to  these 
other  State  statutes,  in  the  matter  of  car  equipment  and  so  on  ? 

Mr.  Kruttschnitt.  Congress  has  already  passed  laws  as  to  safety 
equipment  on  cars;  we  have  had  uniform  practice  in  that  respect  for 

some  time.  -,      ■,.      •         ,.  p    •  i  ^ 

Mr.  EscH.  That  was  the  result  of  the.  standardization  ot  freight- 
car  equipment,  in  the  act  of  3  907? 

Mr.  Kruttschnitt.  Yes. 

Mr.  EscH.  That  has  been  complied  with  now  ? 

Mr.  Kruttschnitt.  Yes. 

Mr.  EscH.  1  would  like  to  ask  you  some  questions  with  reference 
to  mobilization  of  railroads  in  time  of  war.  You  alluded  to  that 
and  cited,  as  an  instance,  the  action  of  your  road  and  other  roads  in 
sending  troops  to  the  Mexican  border.  1  understand  that  the  Council 
of  National  Defense,  in  conference  with  railroad  executives,  have 
planned  for  such  mobilization,  have  they  not  ? 

Mr.  Kruttschnitt.  Yes;  that  was  done  since  the  writing  of  this 
memorandum.  The  executive  committee  of  the  American  Railway 
Association  met  about  the  time  that  the  German  Ambassador  was 
sent  home  and  discussed  ways  and  means  of  meeting  the  situation. 
There  was  some  conference  with  Mr.  Willard,  who  is  on  the  Federal 
'Board  of  National  Defense,  and,  as  a  result  of  these  conferences,  we 
appointed  a  national  chairman,  Mr.  Fairfax  Harrison,  who  should 
have  complete  charge  of  conferences  with  the  Government  and  the 
Army  officers  as  to  their  requirements.  In  addition  to  that  we  ap- 
pointed four  regional  committees — one  for  the  East,  one  for  the 
Middle  West,  one  for  the  Southwest,  and  one  for  the  Pacific  coast. 
These  regional  committees,  each  of  which  has  a  chairman,  are  com- 
posed of  an  aggregate  of  eighteen  railroad  presidents,  who,  under 
the  general  control  of  Mr.  Harrison  as  general  chairman,  take  up 
these  questions  with  the  Government.  The  four  regional  commit- 
tees were  appointed  at  the  suggestion  of  the  Army,  to  be  located  at 
or  near  Army  headquarters  for  the  four  districts  into  which  the 
country  is  divided,  or  "  departments,"  I  think  the  Army  calls  them, 
and  we  are  now  working  under  that  plan.  The  Army  officers  were 
extremely  complimentary  to  the  railroads  on  the  work  they  did  in 
the  Mexican  mobilization.  They  expressed  themselves  in  terms  of 
the  highest  praise  of  the  spirit  of  cooperation,  the  freedom  from  de- 
lay and  accident,  and,  in  general,  of  the  way  in  which  the  railroads 
had  done  their  part  of  the  work.  We  think  that  the  machinery  we 
have  created  is  far  more  efficient  than  that  which  was  operating  at 
the  time  of  the  Mexican  mobilization,  and  we  think  under  it  that  the 
railroads  of  the  country,  working  as  a  unit,  can  give  the  Government 
and  the  Army  most  excellent  service,  that  is  to  the  limit  of  their 
present  facilities,  and  do  everything  that  the'y  are  called  on  to  do. 

Mr.  EscH.  That  would  be  true  as  to  existing  equipment,  but  in 
time  of  actual  hostilities  there  would  have  to  be  special  facilities  con- 
structed— terminal  yards,  loading  and  unloading  platforms,  special 
cars  to  carry  the  heavy  ordnance,  and  things  of  that  kind  ? 
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Mr.  Ketjttschnitt.  Certainly;  to  a  great  extent;  that  I  touched 
on  in  my  memorandum.  Those  details,  I  think,  can  be  worked  out 
by  our  railroad  committee  with  the  Government  authorities.  In  the 
Mexican  mobilization,  foreseeing  what  would  be  necessary,  and  to 
avoid  the  trouble  of  answering  frequent  messages  from  our  presi- 
dents, I  issued  a  general  instruction  that,  without  reference  to  the 
New  York  office,  they  should  do  anything  that  was  necessary  to 
facilitate  the  handling  of  the  troops,  and  then  talk  about  it  after- 
wards; and  under  that  instruction  our  people  laid  a  great  many 
■'temporary  sidings  for  the  use  of  the  Government  without  charge. 
We  have  recently  spent  $75,000  building  through-  the  city  of  San 
Antonio  to  the  Government  reservation  there  and  providing  them 
with  additional  tracks  and  facilities.  That  was  partly  for  the 
Mexican  mobilization  and  partly  for  future  necessities. 

We  are  now  considering  spending  about  $40,000  to  connect  the 
Fort  Bliss  Military  Reservation,  near  El  Paso,  with  our  tracks. 
Under  that  arrangement  our  officers  turned  over  to  Army  officers, 
simply  on  their  giving  them  a  receipt  for  the  material,  everything 
that  they  asked  for  in  the  way  of  rails,  spikes,  bolts,  fastenings, 
bridge  timbers,  piles,  lumber — all  that  they  wanted — so  that  there 
has  been  no  lack  of  coopeiation.  But  I  am  sorry  to  say  that  at  the 
present  day  the  Government  owes  us  two  and  one-half  millions  of 
dollars  for  services  rendered,  which  is  not  disputed  but  which  the 
Army  officers  tell  us  they  are  ready  and  willing  to  pay.  Some  of 
those  bills  are  10  months  old  already,  but  they  say,  "  We  have  no 
money,"  and  we  shall  have  to  wait,  no  doubt,  a  number  of  months 
more,'  and  we  shall  lose  from  $100,000  to  $12,5,000  in  interest. 

Mr.  Adajison.  Why  can  not  those  bills  be  appropriated  for  next 
week  at  the  next  session? 

Mr.  ICeuttschnitt.  I  do  not  know.  The  Army  say  they  have 
done  everything  they  could  to  get  us  the  payment,  but  there  is  no 
money. 

Mr".  Adamson.  We  can  make  an  appropriation  for  it  next  week. 

Mr.  EscH.  We  passed  two  or  three  deficiency  bills,  did  we  not? 

Mr.  Adamson.  Oh,  yes. 

Mr.  EsCH.  That  evidently  would  come  under  a  deficiency  appro- 
priation. 

Mr.  Thom.  Would  it  not  come  under  the  Army  appropriation  ? 

Mr.  EscH.  It  might  be  under  that.  Mr.  Doremus  says  that  one 
of  the  deficiency  bills  did  not  pass. 

Mr.  DoREBros.  The  general  deficiency  bill  did  not  pass,  nor  did 
the  sundry  civil  bill.  .     .  „        , 

Mr.  EscH.  Both  of  those  carried  large  appropriations  for  the 
Army,  necessitated  by  operations  near  the  border.  As  your  rail- 
road Mr.  l^ruttschnitt,  is  the  only  one  that  parallels  the  border, 
your'  company  is  probably  concerned  more  than  any  other  road  in 
ithe  United  States  in  that  regard.  But  I  was  thinking  of  special 
facilities  in  a  time  of  emergency.  We  are  now  going  to  the  16-inch 
gun  basis.  There  is  only  one  car  in  the  United  States  that  can  carry 
a  16-inch  o'un— and  I  think  that  is  owned  by  the  Bethlehem  Steel 
Co  —and  our  new  battle  fleet  is  to  be  supplied  with  them,  I  under- 
stand How  many  roads  in  the  United  States  can  sustain  a  car 
carryino-  a  16-inch"giin?  They  have  got  to  be  transported  from  th. 
place  of  manufacture. 


1024  INTEESTATE   AND   FOREIGN   TKANSPOETATION. 

Mr.  IvEUTTSCHNiTT.  What  does  a  16-inch  gun  weigh? 

Mr.  EscH.  A  16-inch  gun,  49  feet  3  inches  in  length,  weighs 
284,000  pounds.  A  16-inch  gun,  67  feet  2  inches  in  length,  weighs 
367,000  pounds. 

Mr.  Kruttschnitt.  Sixty-seven  feet  long? 

Mr.  EscH.  Sixty-seven  feet  long.  Now,  there  is  no  existing  equip- 
ment  • 

Mr.  Kruttschnitt.  Weighs  367,000  pounds  ? 

Mr.  EscH.  Yes. 

Mr.  Kruttschnitt.  Why,  there  is  no  important  railroad  in  the 
United  States  th"a,t  is  not  to-day  carrying  weights  in  its  locomotives 
fully  as  great  as  that,  in  that  length ;  and  the  only  thing  necessary 
would  be  a  vehicle  that  could  carry  that  weight  properly  and  dis- 
tribute the  weight  properly  along  the  rails.  That  is  such  an  excep- 
tional kind  of  work  and  so  few  of  those  vehicles  would  be  needed,  and 
so  seldom,  that  it  seems  to  me  that  the  Government  itself  or  the  Navy 
Department  should  provide  the  vehicles. 

Mr.  EscH.  There  is  only  one,  as  I  understand  it,  now ;  and  that  is 
owned  by  the  Bethlehem  people. 

Mr.  Kruttschnitt.  It  would  be  a  comparatively  easy  matter,  say, 
to  constinict  10  or  12  of  them.  The  cost  would  not  be  very  great. 
They  would  have  to  have,  of  course,  more  wheels  than  the  ordinary 
flat  car,  so  as  to  distribute  the  weight  better. 

Mr.  EscH.  That  leads  me  to  this  thought :  Then,  in  case  of  emer- 
gency the  Goxernment  ought  to  supply,  at  its  expense,  these  conven- 
iences ? 

Mr.  Kruttschnitt.  Those  what  you  might  call  exceptional  con- 
veniences ? 

Mr.  EsCH.  Yes. 

Mr.  Kruttschnitt.  The  railways  can  supply  flat  cars  in  almost 
any  number  for  the  transportation  of  field  artillery  and  supplies 
and  other  things  necessary  for  the  Army  or  for  the  carriage  of  ordi- 
naiy  guns.  We  have  carried  a  great  many  guns  over  our  road — not  • 
as  large  as  this,  of  course — but  a  great  many  to  the  Benicia  Arsenal, 
where  I  have  seen  them,  on  blocking  alongside  our  track,  in  large 
numbers.  Some  of  them  were  veiy  large  guns,  but,  of  course,  noth- 
ing approaching  this;  and  the  carriage  of  those  was  effected  without 
any  particular  trouble.  I  think  some  of  those  ran  up  to  10  or  12 
inch  guns,  for  the  fortifications  around  San  Francisco;  but  very 
special  equipment,  I  think,  the  Government  should  provide.  Now, 
the  equipment  that  will  be  most  sorely  needed — I  do  not  know  how 
it  would  be  provided  in  a  very  large  mobilization — is  passenger  equip- 
ment, either  coaches  or  sleeping  cars.  It  has  been  the  custom  of  the 
Government  heretofore  to  transport  its  troops  in  sleeping  cars.  A 
sleeping  car  carries  onlj'  about  30  or  32  men.  A  coach  that  has  70 
or  80  seats  in  it  is  parceled  out  by  the  Army  to  troops,  giving  them 
from  1?!  to  2  seats  per  soldier.  Now,  that  requires  such  a  large 
number  in  case  of  any  large  movement  that  it  has  often  seemed  to 
me  that  there  ought  to  be  some  way  to  sui)ply  a  large  number  in  case 
of  mobilization.  The  roads  have  not  enough  to  supply  any  very  great 
number  without  interfering  seriously  with  our  service  to  the  public. 
However,  the  Eui'opean  nations.  I  understand,  in  times  of  emergency 
simply  use  the  railronds  for  the  purpose  of  mobilization  requirements 
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regardless  of  public  needs;  tliey  use  everything  for  that  purpose.  I 
know  numbers  of  friends  returning  from  Europe  have  said  that  in 
certain  periods  they  could  not  move  because  the  railroads  were 
transporting  soldiers  and  they  would  not  take  passengers. 

Mr.  EscH.  All  business  is  barred  under  stress  of  military  neces- 
sity over  there,  and  that  could  be  done  here,  I  suppose. 

Mr.  Adamson.  We  have  the  same  act  now  in  the  last  Army  bill, 
Mr.  Esch. 

Mr.  Esch.  Yes ;  I  think  that  is  true. 

Mr.  Ketjttsohnitt.  What  I  want  to  emphasize  is  this:  That  the 
railroads,  in  cooperation  with  the  Government,  have  already  taken 
steps  to  operate  the  entire  system,  such  as  it  is,  as  a  unit,  regardless 
of  corporation  lines,  in  case  they  are  called  on  by  the  Government. 
The  small  amount  of  double  track  and  want  of  sidings  a£  detaining 
points  will,  however,  seriously  embarrass  movements. 

Mr.  Esch.  Mr.  Baker,  of  the  office  of  the  vice  president  and  general 
manager — ^Mr.  W.  R.  Scott,  of  the  Southern  Pacific — gives  these  fig- 
ures with  reference  to  moving  an  army  unit.  To  move  a  field  army 
would  require  2,115  passenger  cars,  385  baggage  cars,  1,055  box  cars, 
1,899  stock  cars,  and  775  flat  cars ;  a  total  of  6,229  cars,  which  makes 
about  366  trains,  and  requires  that  number  of  locomotives. 

Mr.  Thom.  That  is  Col.  Baker,  of  the  Army. 

Mr.  Sims.  What  is  a  unit  ?    A  corps  ? 

Mr.  Esch.  Yes;  that  consisted  of  an  Infantry,  Cavalry,  Artillery 
^(Light) ,  Horse  Artillery,  and  Mountain  Artillery  regiments ;  also  an 
Engineer  battalion,  a  Signal  Corps,  and  other  organizations. 

Mr.  Sims.  How  many  men  ? 

Mr.  Esch.  Twelve  thousand  two  hundred  and  thirty-one. 

Mr.  Thom.  We  have  requested  the  Secretary  of  War  to  permit 
Col.  Baker  to  come  before  this  committee,  at  its  request,  and  testify; 
and  we  shall  ask  the  committee  at  the  proper  time  for  an  invitation 
for  Col.  Baker  to  come  here. 

Mr.  Esch.  I  think  it  is  a  very  important  line  of  inquiry. 

Mr.  Adamson.  The  time  for  adjournment  has  arrived.  We  will 
adjourn  now  until  10.30  to-morrow. 

(Whereupon,  at  1.30  o'clock  p.  m.,  the  joint  committee  adjourned 
until  to-morrow,  Thursday,  March  29,  1917,  at  10.30  o'clock  a.  m.) 
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United  States  Senate, 
Joint  SuBcostMiTTEE  on  Interstate  Commerce, 

Washington,  D.  G. 
The  joint  subcommittee  met  at  10.30  o'clock  a.  m.,  Hon  William  C. 
Adamson  (vice  chairman)  presiding. 

Mr.  Adamson.  The  committee  will  come  to  order.     Are  you  ready 
to  proceed,  Mr.  Kruttschnitt  ? 
Mr.  Kkuttschnitt.  Yes,  sir. 
Mr.  Adamson.  Proceed,  Mr.  Esch. 

STATEMENT  OF  MR.  JULIUS  KRUTTSCHNITT— Resumed. 

Mr.  Esch.  I  think  I  will  ask  to  have  printed  in  the  record  a  table 
that  was  presented  in  the  address  of  W.  L.  Park,  vice  president  of 
the  Illinois  Central  Railroad  Co.,  delivered  before  the  National  Asso- 
ciation of  Eailway  Special  Agents  and  Police,  at  New  Orleans,  La., 
May  25,  1916.  I  gave  the  summary  yesterday,  in  asking  a  question 
of  Mr.  Kruttschnitt,  but  I  think  it  would  be  better  to  have  the  whole 
table  inserted.  The  table  seems  to  be  based  upon  data  presented  to 
Mr.  Scott,  of  the  Southern  Pacific,  by  Col.  J.  E.  Baker,  of  the  "War 
Department. 

Now,  taking  another  line  of  inquiry,  and  I  want  to  be  very  brief, 
because  I  think  it  is  desired  to  start  with  another  witness  to-day 

Mr.  Adamson.  If  we  get  through  with  Mr.  Kruttschnitt  we  will 
start  with  Judge  Nolan. 

Mr.  Thom.  Judge  Nolan  will  not  take  very  much  time. 

Mr.  Esch.  In  hearings  had  before  our  committee  on  various  bills 
in  the  last  six  or  eight  years  and  hearings  before  the  Senate  Com- 
mittee on  Interstate  Commerce  and  hearings  before  the  Interstate 
Commerce  Commission  on  rate  increases,  or  the  rate-advance  cases, 
the  railroads  have  uniformly  contended  that  owing  to  a  limitation  on 
their  earnings,  because  of  a  proscription  of  rates  by  the  commission, 
the  said  carriers  were  not  able  to  keep  up  with  the  needs  of  traffic, 
and  therefore  there  was  a  shortage  in  car  equipment.  Has  not  that 
argument  been  commonly  made? 

Mr.  Kruttschniit.  I  think  it  has  been  made  more  commonly  by 
the  press  and  by  boards  of  trade.  The  carriers  have  provided  equip- 
ment perhaps  not  as  much  as  they  should  like  to  provide,  but  the  use 
of  equipment  is  elastic-  If  they  have  a  certain  number  of  cars  by 
proper  mo^'ements,  by  reducing  free  time  and  reducing  the  time  held 
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by  consignees,  by  higher  demurrage,  by  a  higher  per  diem  rate  estab- 
'lished  against  other  carriers  who  use  the  cars  they  can  expedite  their 
movement  and  make  them  carry  a  great  deal  more  traffic,  as  much  as 
75  or  90  per  cent  more. 

Mr.  EscH.  It  is  a  fact,  however,  that  st)me  roads  are  underequip- 
pedi  so  far  as  cars  are  concerned,  is  it  not? 

Mr.  KEUTTScHNriT.  Yes,  sir;  some  are.  A  great  many  short  roads 
have  no  equipment. 

Mr.  EscH.  They  depend  on  the  cars  of  other  carriers  to  do  their 
own  local  carriage,  as  well  as  exchange  traffic  ? 

Mr.  Kruttschnitt.  Yes,  sir ;  that  is  principally  the  case  with  small 
independent  roads  built  out  from  larger  systems.  There  are  quite  a 
number  of  small  roads  built  out  from  our  lines  that  have  no  equip- 
ment at  all.  You  never  see  a  car  bearing  their  initials  off  their  line. 
They  have  a  moderate  number  which  they  use  for  local  business  but 
nothing  which  they  let  leave  their  line. 

Mr.  EscH.  I  ask  a  question  based  upon  a  report  made  by  the  Ameri- 
can Eaihvay  Association  of  February  6  of  this  year : 

Ten  years  ago  tlie  railroads  had  1,840,000  freight  cars ;  on  December  31,  1916, 
the  number  liad  gi-own  to  2,518,855  cars,  an  increase  for  the  10-year  period  of 
678,000  cars,  which  would  make  an  average  annual  increase  of  67,800. 

In  your  opinion,  was  that  a  normal  increase,  an  increase  sufficient 
to  meet  the  growing  needs  of  commerce  during  the  past  decade? 

Mr.  Kruttschnitt.  I  think,  if  you  will  take  the  capacity  of  the 
cars  in  the  aggregate  for  the  two  periods  you  will  find  that  it  was. 

Mr.  EscH.  The  capacity  of  freight  and  flat  cars — the  gondola — 
has  been  increased  during  the  decade  ? 

Mr.  Kruttschnitt.  Very  much. 

Mr.  Escii.  So  that  increase  in  capacity  added  to  the  increase  in  the 
number  of  cars,  you  think,  has  met  the  requirements  of  commerce  ? 

Mr.  Kruttschnitt.  I  mean,  taking, the  aggregate  capacity  of  cars 
in  the  first  period  and  the  aggregate  capacity  in  the  second  you  will 
find  it  about  in  proportion  with  the  increase  of  freight  traffic. 

Mr.  EscH.  Has  the  carload  lot  increased  or  decreased  within  the 
last  10  years — the  weight  ? 

Mr.  Kruttschnitt.  For  all  commodities? 

Mr.  EscH.  Yes. 

Mr.  Kru'ttschnitt.  I  think  it  has.  I  can  not  tell  you  offhand  how 
much.  That  will  appear  in  the  statistics  published  by  the  Interstate 
Commerce  Commission. 

Mr.  EscH.  My  recollection  was  that  the  carload  weight  had 
diminished. 

Mr.  Kruttschnitt.  Not  diminished.  But  it  is  true — I  can  not 
give  you  the  figures — it  is  true  that  the  average  carloads  have  not 
increased  very  rapidly  and  have  not  increased  as  rapidly  as  the 
capacity  of  the  cars.  I  wish  to  say  that  while  the  roads  have  ordered 
fairly  liberally  of  equipment,  I  think  it  is  also  true  that  they  have 
cut  their  requisitions  down  on  account  of  hard  times  with  them  and 
the  high  rates  they  have  to  pay  for  money. 

Mr.  EscH.  That  was  one  of  the  arguments  presented  which  would 
result  in  rather  less  than  normal  production  of  cars  for  the  country. 

Mr.  Kruttschnitt.  Well,  the  figures  you  read  show  an  increase 
in  the  number  of  cars  less  than  the  increase  in  the  freight  traffic. 
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Now,  those  figures  will  be  modified  when  you  take  the  aggregate 
capacity  of  the  cars. 

Mr.  EscH.  And  yet  it  has  been  found  they  have  not  increased  ac- 
cording to  the  tonnage. 

Mr.  Kruttschnitc.  Some ;  not  much. 

Mr.  EscH.  During  the  last  10  years  there  have  been  several  periods 
of  car  shortage,  have  there  not  ? 

Mr.  Krttttschnitt.  Yes. 

Mr.  EscH.  In  1907  there  was  a  car  shortage  almost  the  entire  year. 
I  do  not  know  whether  you  have  the  chart  to  show  that  or  not. 

Mr.  Keuitschnitt.  Yes ;  I  have  a  copy  of  that  chart. 

Mr.  EscH.  You  will  notice  in  1907  there  were  only^  possibly  three 
months,  during  the  mid-summer  season,  when  there  was  a  surplusage? 

Mr.  Keuttschnitt.  That  is  true. 

Mr.  EscH.  And  the  largest  shortage  amounted  to  possibly  140,000 
cars? 

Mr.  Kruttschnitt.  Nearly  that,  or  a  little  over  135,000. 

Mr.  EscH.  That  was  not  during  any  period  of  hostilities.  No  war 
conditions  were  existent  during  that  time  ? 

Mr.  Kruttschnitt.  No  ;  but  it  was  an  unusually  active  year. 

Mr.  TiioM.  May  I  make  a  suggestion  there  on  the  question  you  are 
asking  ? 

Mr.  EscH.  Certainly. 

Mr.  Thom.  I  would  like  to  call  the  committee's  attention  to  the 
importance  of  numbers  of  cars  as  well  as  the  capacity  of  cars  in  the 
matter  of  meeting  the  necessity  for  car  distribution.  You  can  not 
distribute  a  car  of  twice  the  capacity  to  two  places.  If  there  was  a 
call  in  two  places  for  two  cars,  and  you'  have  but  one  car,  no  matter 
how  great  the  capacity  of  that  one  car  is  you  can  not  answer  the  calls. 

Mr.  EscH.  But  those  increases  were  more  in  the  capacity  of  the 
open  cars,  the  gondolas,  and  the  cars  carrying  coal  and  supplies  of 
that  type.  Their  capacity  was  increased  more  than  the  box-car 
capacity  was  increased,  was  it  not  ? 

Mr.  Thom.  Mr.  Kruttschnitt  can  tell  you  more  about  that  than  I 
can.  But  here  was  an  abnormal  time.  They  were  not  keeping  up 
the  normal  number  of  cars,  and  consequently  you  were  not  meeting 
the  necessity  for  distribution  to  the  same  extent  as  if  you  had  the 
numbers  and  capacities  both. 

Mr.  EscH.  Why  should  you  increase  the  capacity  of  your  cars  if 
you  do  not  have  the  commerce  to  fill  them? 

Mr.  Thom.  Well,  of  course,  we  should  not ;  but  we  think  there  is 
a  commercial  demand  for  all  the  capacity  we  can  get,  and  so  as  to 
reduce  the  expense  of  the  service,  too. 

Senator  Townsend.  The  thing  I  am  interested  in,  if  the  Congress- 
man will  yield 

Mr.  EscH.  Certainly. 

Senator  Townsend.  Mr.  Kruttschnitt  has  said  they  have  not  mate- 
rially increased  the  carloads;  they  have  not  used  these  cars  to  the 
full  capacity.  Mr.  Thom  suggested  they  needed  more  cars.  Would 
it  not  have  been  better  economy  to  have  increased  the  number  of  cars 
than  the  size  of  the  cars  ? 

Mr.  Thom.  I  think  that  is  an  important  question  to  put  to  the 
witness. 
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Mr.  Kruttschnitt.  The  trend  in  handling  traffic  is  toward  larger 
units.  I  can  speak  more  intelligently  as  to  the  practice  followed 
by  our  road  than  I  can  for  the  roads  in  general.  We  started  build- 
ing nothing  but  cars  of  the  highest  capacity  some  9  or  10  years  ago. 
The  wisdom  of  that  policy  was  questioned,  and  the  question  was  put 
to  me  bv  our  president  why  we  should  do  it,  and  we  found  if  we 
could  get  a  50-ton  car  loaded  to  its  full  capacity  10  per  cent  of  the 
time  it  was  profitable.  It  justified  the  extra  expense  of  the  50-ton 
car  over  the  expense  of  the  former  standard  30-ton  car,  and  there- 
fore we  have  been  building  that  heavier  car  all  along;  and  while 
for  (he  United  States  the  increase  in  car  loading  has  not  been  great, 
it  has  been  great  on  our  lines,  and  has  justified  us  in  doing  what 
we  did. 

Mr.  EscH.  There  was  no  car  shortage,  barring  a  brief  period  in 
the  latter  part  of  1909,  for  the  years  1908,  1909,  1910,  and  1911. 
Then  in  the  latter  part  of  1912  there  was  a  considerable  shortage, 
coming  up  to  something  like  55,000  or  60,000  cars.  That  was  not 
due.  of  course,  to  war  conditions.  Was  that  due  to  an  unusual  yield 
of  agricultural  products  ? 

Mr.  Kruttschnitt.  You  may  have  it  almost  any  time  on  account 
of  increased  demand  for  agricultural ;  products.  You  may  have  de- 
mands made  on  the  carriers  for  cars  in  excess  of  the  numbers  that' 
they  have  at  hand  to  fill  the  requisitions.  I  would  say  that  no  car- 
rier could  possibly  afford,  unless  they  could  get  money  at  ridiculously 
low  prices,  to  keep  parked  on  sidings  enough  cars  to  meet  the  maxi- 
mum demand  at  any  one  time.  I  think  for  such  conditions  as  might 
be  brought  about  by  a  war  the  roads  are  very  much  underequipped. 
They  could  not  meet  the  demands,  because  those  demands  must  be 
met  instantly,  and  a  question  of  hours  would  make  a  great  difference 
with  the  Government  frequently  in  moving  supplies.  But  in  moving 
the  traffic  of  the  country  a  shortage  of,  we  will  say,  in  two  and  a 
half  million  cars  of,  say,  a  hundred  thousand  at  any  one  time  means 
only  slight  delay — a  delay  of  perhaps  a  day  or  a  day  and  a  half  in 
moving  traffic — and  the  carriers  might  make  up  the  want  of  numbers 
by  better  service  of  the  cars,  by  moving  them  more  quickly,  and 
trying  to  get  them  unloaded  more  quickly. 

Mr.  EsCH.  In  1914  and  1915  there  was  a  large  surplus,  due  to 
stagnation  of  the  traffic  because  of  the  war.    Is  not  that  true? 

Mr.  Kruttschnitt.  Yes. 

Mr.  EscH.  But  in  1916  there  was  a  shortage  in  March  and  April, 
and  there  was  a  very  marked  shortage  for  the  last  half  of  1916, 
reaching  a  point  of  120,000  cars  in  the  latter  portion  of  last  year. 
I  think  that  was  about  November.  That  condition  extended  into 
January,  and  still  exists,  does  it  not? 

Mr.  Kruttschnitt.  It  does.  And  yet  for  the  entire  10  years  cov- 
ered by  the  diagram  before  you  there  was  an  excess  of  cars  for  93 
days  out  of  every  hundred  and  a  shortage  on  7  day,  out  of  every 
hundred.  The  maximum  surplus  ran  up  to  about  400,000  cars,  which 
is  about  16  or  18  per  cent  of  the  total,  and  the  maximum  shortage 
never  exceeded  about  6  per  cent  of  the  total. 

Mr.  EscH.  Is  it  a  practice  of  the  roads  to  take  care  of  what  is  ordi  - 
narily  known  as  peak  loads,  just  as  an  electric  lighting  company 
has  to  maintain  equipment  and  power  for  a  peak  load?  Does  a  rail- 
road company  provide  itself  to  take  care  of  peak  loads  of  traffic? 
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Mr.  IvBU-rrscHNiTT.  It  does.  It  takes  care  of  many  peaks,  but 
these  you  called  attention  to  were  abnormal  peaks,  where  the  extra 
<?quipment  failed  to  take  care  of  them  promptly.  If  the  railroad 
companies  could  do  as  the  electric  companies,  it  could  take  care  of 
these  peaks  thoroughly.  The  electric  company,  when  a  peak  comes 
along,  overloads  its  machinery,  which  it  can  do  perfectly  safely, 
and  counts  on  doing  that  for  a  short  time.  If  the  rnilroads  could 
completely  control  their  equipment  by  A-arying  the  rate  of  demur- 
rage, varying  the  free  time  and  working  the  equipment  at  overload, 
as  the  electric  company  does,  it  could  handle  these  peaks  very  much 
better,  and  without  over  much  dead  capital. 

Mr.  EscH.  Of  course,  the  equipment,  when  the  peak  is  not  being 
met,  is  very  largely  idle  capital,  as  you  say. 

Mp.  Kruttschnitt.  It  is  idle  on  our  sidetracks. 

Mr.  EscH.  Every  public  utility  must  suffer  that  loss,  must  it  not? 

Mr.  Kruttschnitt.  It  should  suffer  some  loss,  but  I  do  not  think 
it  should  be  compelled  to  suffer  an  imreasohable  loss  by  being  de- 
prived of  the  capacity  of  working  its  plant  overload. 

Mr.  EscH.  And,  in  your  opinion,  there  is  sufficient  car  equipment 
now? 

Mr.  Kkuti'schnitt.  There  is  sufficient  car  equipment  now  to  handle 
very  well  the  peak  load  of  the  latter  part  of  1916  and  that  existing 
now  in  the  early  part  of  1917  if  the  carriers  had  been  in  possession 
of  authority  to  work  their  equipment  overload,  but  they  did  not  have 
that  authority. 

Mr.  EscH.  From  whence  would  they  derive  this  authority? 

Mr.  Kruttschnitt.  From  regulating  bodies. 

Mr.  EscH.  There  is  not  any  regulating  power  now  as  to  car  service, 
is  there  ? 

Mr.  Keuttschnitt.  Yes;  the  carriers  must  file  with  the  commis- 
sion, as  part  of  their  tariffs,  the  free  time  allowed  on  equipment  and 
the  demurrage  rates.  Those  are  figured  for  normal  times.  The  logi- 
cal course  to  take  with  those  charges  would  be  in  time  of  peak  loads, 
to  which  you  referred,  to  have  them  materially  changed.  The  rate 
of  demurrage  should  be  raised,  the  free  time  should  be  reduced,  and 
everyone  using  a  car  should  be  put  under  pressure  to  release  it  in  the 
least  possible  time,  but  the  carriers  can  not  do  it.  They  have  to 
apply  for  permission  to  increase  the  demurrage  or  reduce  the  free 
time,  and  while  the  cohimission  has  that  matter  under  consideration, 
overworked  as  it  is,  the  emergency  probably  goes  by. 

Mr.  Esch.  Heretofore,  however,  the  matter  of  c^r  shortage  was  in 
the  hands  of  the  railroads  themselves,  was  it  not? 

Mr.  Kruttschnitt.  Only  to  the  extent  that  I  spoke  of. 

Mr.  Esch.  Thej\  through  the  American  Railway  Association, 
adopted  certain  car-service  rules  and  enforced  them  among  them- 
selves, or  sought  to  ?  . 

Mr.  Kruttschnitt.  Those  were  car-service  rules  among  them- 
selves with  reference  to  what  one  road  could  do  with  the  cars  of  an- 
other, as  to  returning  them.  ,,..,, 

Mr!  Esch.  There  was  no  power  behind  those  rules  except  the  car- 
liers  themselves,  who  assented  to  their  enforcement? 

Mr.  Kruttschnitt.  Yes;  but  the  difficulty  with  the  carriers  has 
been    to  take  a  concrete  example,  a  large  number  of  our  cars  came 
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East  ladoii  with  goods  for  export.  They  were  tuined  over  at  Chicago 
to  the  I'ennsylvania,  the  New  York  Central,  the  Baltimore  &  Ohio, 
or  the  Erie,  roads  reaching  the  Atlantic  seaboard.  If  there  were  no 
ships  to  take  the  contents  of  the  cars  away  and  no  warehouses  to  take 
the  contents  of  the  cars,  we  might  fuss  and  fume  and  get  after  the 
Pennsylvania  and  the  Baltimore  &  Ohio  and  other  lines  to  I'eturn 
onr  cars,  but  they  do  not  do  it,  because  they  can  not  get  them  unloaded 
and  released. 

Mr.  Escii.  I  agi'ee  with  you,  that  if  war  conditions  create  a  present 
car  shortage  bj^  reason  of  congestion  at  port  terminals,  legislation 
giving- the  Interstate  Commerce  Commission  would  be  quite  futile,  but 
war  out  of  the  question,  could  not  the  commission  be  given  power 
that  would  help  to  relieve  the  situation  in  time  of  emergency  ? 

Mr.  Krtjttschnitt.  That  is  being  done  now  by  cooperation  be- 
tween an  American  Railway  Association  committee  and  the  commis- 
sion. The  commission,  whether  they  could  do  it  constitutionally 
or  legally  or  not,  assumed  control  over  car  distribution,  and  said  if 
an  improvement  was  not  brought  about  they  would  simply  assume; 
the  authority — which  they  thought  they  had,  although  a  number 
of  lawyers  consulted  by  the  railroads  thought  they  had  not — and 
would  handle  the  cars  themselves,  regardless  of  the  wishes  of  the 
owners.  To  prevent  that  drastic  action  the  American  Railway  Asso- 
ciation conferred  with  the  commission  and  appointed  a  committee 
of  their  own,  to  sit  in  Washington  and  enforce  car-service  rules  more 
drastic  than  any  ever  enforced  before,  and  that  committee  was  given 
authority  to  fine  recalcitrants,  and  we  have  the  assurance  of  the 
Interstate  Commerce  Commission  that  much  good  has  resulted  there- 
from. They  backed  up  this  committee  of  the  railroads  with  their 
authority.  The  carriers  know  that  the  Interstate  Commerce  Com- 
mission is  watching  them  and  is  ready  to  pounce  on  them  and  handle 
the  matter  themselves,  if  the  conditions  are  not  bettered,  and  under 
that  pressure  the  condition  has  been  very  much  bettered,  as  the 
commission  has  publicly  stated. 

Mr.  EscH.  In  the  Interstate  Commerce  Commission  car-service 
investigation  order  No.  9894,  passed  on  the  18th  of  January  of  this 
year,  the  commission  revised  the  car-service  rules  and  ordered  them 
to  become  operati\'e  on  a  given  date,  which  date  has  subsequently 
been  extended.  There  were  three  members  of  the  Interstate  Com- 
merce Commission  that  filed  dissenting  views  on  the  ground  that  the 
exercise  of  that  power  by  the  commission  was  beyond  the  powers 
granted  in  the  act,  and  was  an  assumption  of  legislative  powers. 

Now,  in  view  of  that  doubt  as  to  tHe  power  of  the  enforcement  of 
the  car- service  rules,  which  were  largely  framed  in  the  first  instance 
by  the  American  Railway  Association,  would  it  not  be  well  to  have 
legislation  to  clear  up  any  doubt  as  to  the  authority  under  the  inter- 
state-commerce act? 

Mr.  Keuttsciinitt.  I  do  not  see  that  that  would  make  any  particu- 
lar difference.  If  you  want  to  legislate  it,  and  the  legislation  is  rea- 
sonable atid  pays  some  respect  to  the  rights  of  ownership,  I  can  see  • 
no  objection  to  it.  It  simply  would  confirm  and,  as  you  say,  make 
more  certain  what  is  being  done  to-day.  Carriers  have  not  officially 
questioned  that  right  of  the  commission.  They  are  acting  just  as 
if  the  commission  possessed  that  right.     That  they  are  doing  aood 
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is  shown  by  quoting  a  press  dispatch  from  Washington,  dated  Feb- 
ruary 25,  1917,  to  this  effect : 

Commission  has  issued  tlie  following  statement :  "  Tlie  Interstate  Commerce 
Commission  has  confidence  in  tlie  commission  on  car  service  of  the  American 
Railway  Association  as  the  authorized  representatives  of  the  railroads  of  the 
country.  Its  members  are  doing  excellent  work  in  tlie  interest  of  the  general 
public,  and  much  good  is  resulting  from  cooperation  of  the  railroads  in  their 
efforts  to  meet  the  present  emergency." 

Mr.  EscH.  I  agree  with  you  that  the  car-service  commission  has 
done  a  very  excellent  work;  but  where  you  leave  it  to  the  carriers 
to  enforce  the  penalties  prescribed  by  their  own  rules,  you  do  not 
have  much  enforcement  of  such  penalties ;  is  not  that  a  ract  ? 

Mr.  Kktjttschnitt.  Except  that  we  drew  up  very  much  more 
drastic  rules  and  put  more  power  in  the  hands  of  this  car  committee 
than  any  railroad  committee  has  ever  possessed  in  the  history  of 
the  American  Eailway  Association.  Now,  behind  them  they  have 
the  Interstate  Commerce  Commission;  I  think  it  is  the  particular 
province  of  Commissioner  McChord  to  watch  that  part  of  railway 
operations,  and  he  is  there  to  spur  them  up  if  they  do  not  apply 
the  penalty,  and  if  the  penalty  is  applied  and  not  obeyed  he  is  there 
also  to  help  them  with  the  authority  of  the  commission. 

Mr.  EscH.  Are  any  penalties  now  being  enforced? 

Mr.  Kruttschnitt.  I  do  not  know.  I  have  not  watched  the 
operations  of  the  committee  since  we  formed  it;  but  the  Southern 
Pacific  liad  a  representative  on  the  committee  until  a  short  time 
ago,  who  sat  for  four  months  on  it,  from  No^■ember  until  about 
two  Weeks  ago,  and  he  informed  me  from  time  to  time  what  they 
were  doing;  that  the  roads  were  then  obeying  their  orders,  and 
things  were  going  along  very  smoothly.  There  was  a  period  of  in- 
terruption during  which,  I  think  unwisely,  the  American  Eailway 
Association  took  the  committee  away  from  Washington,  and  for 
nbout  a  month  there  was  more  or  less  discussion  in  the  association 
as  to  what  to  do;  but  they  finally  acted,  as  I  think,  properly,  and 
sent  the  committee  back  here. 

Mr.  EscH.  Yes;  they  went  up  to  New  York. 

'  Mr.  Keuttschnitt.  It  was  sent  back  under  the  pressure  of  threats 
from  the  commission.  But  I  am  frank  to  admit  it  was  an  unwise 
thing  ever  to  have  taken  them  away  from  here,  because  they  were 
doing  good  work,  and  their  work  was  suspended  for  practically  a 
month,  until  they  were  sent  back. 

Mr.  EscH.  Might  it  not  be  wise  in  cases  of  emergency,  which  have 
occurred,  as  I  have  already  indicated,  to  give  the  commission  certain 
defined  powers  with  reference  to  car  service,  interchange,  and  return 

of  cars? 

Mr.  Ej!uttschnitt.  The  difficulty  is  this:  That  if  the  regulation 
left  in  the  hands  of  the  owners  to  some  extent  control  of  their  prop- 
erty. I  do  not  think  there  would  be  any  objection  to  it.  But  take, 
for  instance,  the  railroads  as  a  whole.  There  was  a  law,  as  I  re- 
member, passed  early  in  the  Civil  War,  giving  the  Government  the 
right  to  simplv  seize  railroads  and  work  them  during  war  conditions. 
Now  as  it  looks  at  present,  that  law  will  not  be  invoked  to  provide 
the  Government  with  proper  transportation,  because  the  officers  of 
the   roads  have   formed   a   cooperative  committee  to  act  with  the 
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Government  to  operate  the  roads  themselves,  but  in  such  a  way  as 
to  give  the  Government  all  they  want,  and  has,  we  think,  given  it 
to  them  better  and  more  promptly  than  they  could  have  it  if  they 
assumed  charge  of  the  railroads  and  put  military  men  to  run  them. 

The  Vice  Chairman.  You  are  aware,  I  suppose,  Mr.  Kruttschnitt, 
that  that  act  has  been  revived  in  the  last  Army  bill  ? 

Mr.  Kruttschnitt.  Yes,  sir.  I  purposely  referred  to  the  Civil 
War  law  because,  although  I  knew  that  there  had  been  some  propo- 
sition to  revive  it  in  a  different  shape,  I  did  not  know  whether  the 
new  law  was  effective  now  or  not. 

Now,  the  analogy  in  handling  cars  with  the  Interstate  Commis- 
sion is  very  close  to  that.  In  other  words,  the  carriers  are  cooperat- 
ing with  the  commission  to  do  everything  that  the  commission  could 
ask  them  to  do. 

Mr.  Esck.  That  is  due  to  the  very  peculiar  conditions  due  to  the 
war ;  but  there  was  not  such  like  cooperation  of  the  American  Rail- 
way Association  in  the  previous  car-shortage  periods  that  I  have 
referred  to> 

Mr.  Kruttschnitt.  I  think  that  question  has  been  settled  forever 
by  the  creation  of  this  commission ;  that  war  or  no  war,  or  after  the 
war  shall  have  ended,  if  any  conditions  exist  creating  car  shortages, 
it  would  lead  at  once  to  the  re-creation  of  or  the  assumption  of  its 
activities  by  this  railroad  committee. 

Mr.  EscH.  It  is  very  difficult  to  enforce  these  penalties,  one  carrier 
against  another,  because  of  their  close  relationship  in  traffic  matters. 
Therefore  may  it  not  be  necessary  to  have  the  punch  of  law  to  secure 
enforcement  at  times? 

Mr.  Kruttschnitt.  That  is  for  you  to  say.  I  have  pointed  out 
that  under  present  conditions  they  have  the  jjunch — you  can  not  call 
it  of  law,  but  assumption  of  authority  which  has  been  acquiesced  in 
on  the  part  of  the  carriers.  The  commission  is  exercising  this  au- 
thority, whether  they  have  a  law  for  it  or  not,  and  the  carriers  are 
acting  with  them  exactly  as  if  such  a  law  existed.  I  think  it  is 
perfectly  proper  to  collect  fines,  because  they  tell  a  pretty  good  story 
on  me  when  I  was  president  of  the  American  Eailway  Association— 
that  I  started  a  committee  that  was  to  keep  close  watch  of  cars  and 
compel  their  return  to  owners,  and  to  fine  offenders  at  the  rate  of  so 
much  per  car  per  day  who  did  not  do  so,  and  who  misused  equip- 
ment. We  made  Mr.  Harrison  the  chairman  of  that  committee,  and 
the  other  members  of  the  committee  were  selected  from  the  executive 
committee  of  the  association,  under  the  specification,  of  course,  that 
they  were  not  interested  in  the  matter  at  issue.  The  first  case 
brought  up  was  of  our  southern  lines,  who  were  accused  of  having 
misused  the  cars  of  a  connection.  They  were  put  on  trial  and  found 
guilty,  and  a  very  round  fine  imposed'.  The  president  of  our  com- 
pany wrote  me  privately  that  he  did  not  see  how  he  could  pay  it: 
that  he  thought  there  were  extenuating  circumstances.  I  wrote  him 
back,  privately  also,  and  said,  "  The  jury  has  found  vou  guilty  and 
you  will  have  to  pay  this  fine  whether'  you  like  it  or  not."  "  And, 
after  some  further  demurring,  he  paid  his  fine.  He  never  incurred 
another.  He  was  never  brought  up  again.  It  cured  him.  But  he 
paid  a  fine,  as  I  remember,  of  between  $9,000  and  $10,000. 
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Now  I  say  that  a  few  fines  like  that  imposed  would  cure  this 
trouble  very  quickly,  and  this  committee  has  the  right  now  to  impose 
the  fines. 

The  Vice  Chairman.  You  could  not  correct  your  own  sj'stem  until 
you  got  to  be  president  of  all  the  systems  ? 

Mr.  Hamilton.  He  probably  did  not  anticipate  that  he  was  going 
to  have  to  correct  his  own  system. 

The'ViCE  Chaieman.  The  story  is  told  about  Brutus  that  he  could 
not  correct  his  own  household  until  he  got  to  be  a  judge,  and  then  he 
got  his  own  son  hanged. 

Mr.  Kruttschnitt.  Probably  I  was  in  a  place  where  I  could  not 
make  excuses  for  the  man. 

Mr.  EscH.  You  say  the  commission  has  assumed  this  power.  That 
is  true  in  the  decision  I  have  cited,  and  Commissioner  McChord, 
writing  a  majority  opinion,  said: 

While  all  the  members  of  the  eoimnission  are  not  in  accord  with  reference  to 
the  powers  of  the  commission  to  make  an  order  in  this  ease,  the  wrongs  are 
flagrant,  and  even  if  there  were  doubt  as  to  the  commission's  power  to  give 
full  relief  by  formal  order,  we  think  in  an  emei'gency  that  doubt  should  be 
resolved  not  only  in  favor  of  the  carriers  who  are  wrongfully  deprived  of  their 
cars,  but  in  favor  of  the  shippers  aud  the  general  public  who  would  be  without 
protection  if,  having  the  power,  we  fail  to  act. 

Then  Clark,  commissioner,  filed  minority  views,  raising  the  ques- 
tion of  tiieir  constitutional  powers  in  the  case,  claiming  that  it  was 
an  assumption  of  legislative  power. 

Mr.  Thom.  Did  he  claim  it  to  be  unconstitutional — the  assumption 
of  that  power  ? 

Mr.  EsCH.  No;  I  probably  had  better  read  it.  Here  is  what 
Clark,  commissioner,  says: 

The  commission  is  essentially  an  Mdniinistr.-itive  liody.  exercising  pov.'ers 
specifically  delegated  to  it  by  the  Congress.  It  also  exercises  quasi  .iudieial 
powei'S  likewise  delegnteU  :  hut  if  the  law  is  to  be  intei'preted  differently  from 
time  to  time  to  tit  conditions  that  olitain  on  the  railroads  and  the  commission 
exercises  in  a  time  of  stress  a  power  which  it  has  not  only  never  before  felt 
that  it  had  but  which  it  has  several  times  said  it  did  not  ha\e,  it  adds  to  its 
delegated  administrative  and  quasi  judicial  powers  legislatiAe  powers  for  the 
exercise  of  which  I  can  find  no  justification. 

Mr.  Kkuttschnitt.  Taking  a  broad  view  of  this  freight-car  situa- 
tion, and  prefacing  what  1  am  going  to  say  by  repeating  that  to 
move  troops  promptly  in  a  war  emergency,  the  railroads  unques- 
tionably require  a  Aery  considerable  addition  to  the  niunbers  of  their 
locomotives,  and  passenger  cars  particularly,  and  a  very  large  addi- 
tion to  the  number  of  special  .sidings  and  yards  required  for  the 
entraining  and  detraining  of  troops  exclusively,  I  think  some  equit- 
able mode  of  providing  for  those  expenditures  should  be  devised  by 
the  Government.  I  do  not  think  it  is  right  to  require  the  carriers 
for  an  emergency  service  to  spend  very  large  sums  of  money  for  pro- 
viding at  X.  Y,  or  Z  very  large  entraining  or  detraining  yards  to 
expecUte  the  niovement  of  troops,  because  they  would  be  needed  for 
that  occasion,  or,  we  will  say,  for  that  Avar  only  and  afterwards  they 
are  of  no  use  except  to  the  extent  of  whatever  salvage  the  road  might 

get. 

One  of  the  principal  improvements  that  has  gone  along  more  and 
more  slowly  as  time  has  gone  on  has  been  double-tracking.  The 
standard  railroad  of  the  United  States,  you  may  say  to-day— and 
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by  standard  I  mean  the  standard  established  by  the  large  per 
centage — is  a  single-track  road.  There  are  very  few  double-tracl 
}-oads  in  comparison  with  the  total  mileage,  and  certainly  the  double 
tracking  of  the  important  roads  leading  to  points  where  the  Govern 
inent  would  likely  require  rapid  movement  of  troops  is  of  the  greatest 
importance.  Unfortunately,  that  is  an  expenditure  so  great  that  anj 
carrier  at  all  short  of  funds  for  improvements  has  deferred  that  kinc 
of  an  improvement. 

Now,  as  to  the  freight  cars,  some  thoughts  occurred  to  me  as  t( 
how  their  efficiency  might  be  increased,  and  I.  have  drawn  up  s 
little  memorandum  here,  based  on  past  experience,  which  I  shoulc 
like  to  read  if  you  do  not  object. 

The  Vice  Chairman.  Mr.  Kruttschnitt,  before  you  proceed  with  th( 
matter  you  have  just  mentioned  to  Mr.  Esch,  if  in  an  emergency — ic 
war  time,  for  instance — the  United  States  Government  should  fur- 
iiish  the  money  to  make  these  necessary  conveniences  and  accommoda- 
tions itself,  I  presume,  whether  or  not  the  company  would  be  willing 
afterwards  to  pay  for  them,  would  depend  on  their  usefulness  in 
time  of  peace? 

Mr.  Kruttschnitt.  Why,  certainly;  if  the  Government  made 
these  improvements  in  an  emergency  and  the  carrier  had  a  reasonable 
need  of  them  thereafter,  I  do  not  assume  that  onyone  would  object 
to  taking  them  off  of  the  Government's  hands. 

I  make  this  suggestion  because,  as  I  told  you,  we  have  spent  very 
liberally  and  without  raising  any  question  whatever  with  the  Govern- 
ment. The  emergency  was  too  near  to  raise  it.  But  I  stated  yester- 
day that  we  had  spent  money  freely — I  think  in  the  aggregate 
$75,000  or  $80,000 — to  provide  those  temporary  facilities. 

The  Vice  Chairman.  A  great  many  of  them  might  be  so  useful  that 
although  you  might  not  deem  them  worth  what  they  cost,  you  yet 
M'ould  be  willing  to  take  them  at  some  price? 

Mv.  Kruttschnitt.  I  mentioned  also  yesterday  that  some  of  them 
wtio  in  that  category.  Others  will  certainly  be  of  no  use  to  us  and 
will  have  to  be  taken  up. 

The  condition  of  freight-car  equipment  in  this  country  is  now  and 
for  a  number  of  years  has  been  that  of  a  totally  lawless  and  unregu- 
lated pool.  That  is,  the  cars  have  been  used  regardless  of  ownership.' 
Any  carrier  who  could  borrow,  beg,  or  steal  cars  of  neighbors  in  an 
emergency,  used  them  as  if  they  belonged  to  him ;  and,  as  you  very 
properly  said,  the  directive  power  to  require  these  cars  to  be  returned 
has  not  been  great,  and  in  times  of  very  great  stress  orders  issued  to 
that  effect  have  been  ignored.  I  said  that  they  were  ignored  because 
the  penalties  have  been  light,  and  the  offenders  found  it  more 
profitable  to  incur  and  pay  the  penalty  than  to  obey  the  law. 

But,  watching  the  operations  of  the  Federal  reserve  banks,  these 
thoughts  occurred  to  me. 

Senator  Townsend.  May  I  ask  a  question  before  you  proceed  to 
that?  Do  the  State  commissions  assume  to  regulate  your  handling 
of  cars  as  to  demurrage,  and  so  on? 

Mr.  Kruttschnitt.  Only  to  this  extent,  that  in  emergencies  we 
have  been  confronted  with  threats.  Generally  we  have  been  able  to 
explain  to  the  State  commissions  the  conditions  we  were  in,  and  to 
■convince  them  we  were  doing  all  that  mortal  men  could  do  to  relieve 
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the  situation,  and  they  have  been  commendably  patient ;  but  they  have 
threatened  on  numbers  of  occasions  to  take  the  law  in  their  own  hands 
and  establish  drastic  penalties  if  we  did  not  provide  so  many  cars  for 
the  use  of  the  State. 

Senator  Townsend.  Another  question :  Supposing  the  president  of 
your  company,  in  the  case  you  have  mentioned,  had  continued  to 
refuse  to  pay  that  $10,000  fine,  is  there  any  way  to  collect  it? 

Mr.  Keuttschnitt.  He  would  not  have  remained  president  of  the 
company. 

Senator  Townsend.  You  regarded  it  as  a  moral  obligation  rather 
than  a  legal  obligation? 

Mr.  Keuttschnitt.  I  regarded  it  as  both,  in  the  circumstances.  We 
were  parties  to  these  agreements ;  we  were  members  of  the  association, 
and  not  only  as  president  of  the  association,  but  as  chairman  of  the 
Southern  Pacific  Co.,  I  had  approved  these  rules  under  which  he 
was  working,  and  as  a  question  of  discipline,  company  discipline,  I 
could  not  have  permitted  him  to  disobey. 

May  I  proceed? 

Senator  Townsend.  Yes.' 

Mr.  Keuttschnitt.  Car  shortage  may  be  caused  by — 

(a)  Insufficient  additions  to  equipment  to  keep  pace  with  growth 
of  traffic  which  at  times  may  increase  abnormally  fast  or  to  replace 
equipment  worn  out. 

(h)  Improper  distribution  of  equipment,  causing  shortage  in  one 
section  and  surplus  in  another. 

(c)  Inefficient  use  of  equipment  by  carriers. 

(d)  Improper  use  of  equipment  by  shippers  and  consignees,  result- 
ing in  unusual  delays. 

The  causes  (6),  (c),  and  (d)  are  remediable  by  adequate  control, 
which,  if  vested  in  and  exercised  by  the  carrier,  could  in  the  com- 
paratively few  instances  that  arise  under  (a)  tide  over  the  emergency. 

Statistics  show  that  normally  a  surplus  of  cars  has  prevailed  in 
the  United  States ;  that  in  the  past  10  years  an  idle  surplus  has  stood 
on  yard  and  sidetracks  93  days  out  of  every  100 ;  that  shortages  exist 
for  but  7  days  out  of  every  100;  that  the  maximum  surplus  at  any 
one  time  was  20  per  cent  of  the  total  equipment  and  the  maximum 
shortage  at  any  one  time  but  6J  per  cent  of  the  equipment. 

The  attached  chart  (which  is  the  one  that  you  have  before  you) 
shows  that  a  very  slight  increase  of  efficiency  in  the  use  of  equipment 
would  easily  offset,  and  far  more  than  offsetj  the  comparatively  few 
shortages  that  have  occurred.  For  instance,  m  the  first  eight  months 
of  the  year  ending  June  30,  1917,  the  Southern  Pacific  handled  an 
increase  of  79  per  cent  in  ton  mileage  over  1915,  without  embarrass- 
ment, by  loading  cars  17  per  cent  more  heavily  and  getting  54  per 
cent  more  mileage  out  of  each  one.  The  number  of  cars  now  owned 
by  the  carriers  is  sufficient,  and  much  more  than  sufficient  if  prop- 
erly controlled,  to  handle  the  traffic  of  1917,  the  heaviest  that  has. ever 
been  offered    and  a  large  increase  even  over  that  if  offered  in  the 

future.  .    .  , . , .  .      .     , . 

From  the  fact  that  under  existing  conditions  every  carrier  in  times 
of  stress  beo-s,  borrows,  or  appropriates  cars  wherever  it  can  find 
them,  it  follows  that  the  freight  cars  of  the  country  are  used  as  if  they 
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belonged  to  a  common  owner ;  that  is,  they  are  pooled  with  absolutely 
no  regulation  nor  control.  Inasmuch  as  the  circulation  of  cars  is 
analogous  to  the  circulation  of  money^  we  may  receive  valuable  sug- 
gestions by  studying  the  latter  problem,  which  has  been  regulated  to 
a  considerable  extent.     Thus: 

1.  Require  as  a  condition  precedent  to  engaging  in  interstate  com- 
merce that  each  carrier  shall  contribute  to  a  box-car  reserve  a  per- 
centage of  its  box  cars  based  on  its  use  of  such  cars.  There  are  about 
1,000,000  box  cars  owned  by  the  carriers  of  the  United  States ;  assume 
a  car  reserve  of  200,000  or  250,000  cars ;  the  contribution  of  each  car- 
rier to  this  total  should  be  based  on  the  number  of  days'  use  of  box 
cars  on  such  lines  for  the  preceding  year. 

The  Vice  Chairjian.  Before  you  go  any  further  I  will  have  to  ask 
you  about  your  first  suggestion  there.  Do  you  propose  to  place  an 
embargo,  either  absolutely  or  conditionally,  upon  the  entry  of  any 
carrier  into  interstate  commerce  ?  Is  it  not  the  policy  rather  to  com- 
pel all  of  them  to  enter  interstate  commerce? 

Mr.  Kkuttschnitt.  Yes;  I  was  not  aware  that  I  had  said  any- 
thing in  conflict  with  that. 

The  Vice  Chairman.  You  said  you  would  place  a  condition  on 
them  that  they  should  not  enter  interstate  commerce  unless  they  made 
such  a  contribuiion  as  yoii  suggest. 

Mr.  Kruttschnitt.  Then  the  language  is  unfortunate. 

The  Vice  Chairman.  I  called  your  attention  to  that  because  I 
thought  it  was  inadvertent  on  your  part. 

Mr.  Kruttschnitt.  It  was,  and  it  can  be  corrected  by  stating  that 
on  taking  Federal  incorporation  they  shall  contribute. 

2.  Place  the  administration  of  the  box-car  reserve  under  a  com- 
missioner with  plenary  power,  assisted  by  the  necessary  staff,  who 
Khali  report  to  the  executive  committee  of  the  American  Eailway 
Association. 

3.  Prescribe  standards  of  condition,  capacity,  etc.,  for  box  cars 
that  will  be  accepted  as  contributions  to  the  reserve.  Rate  them 
according  to  capacity — for  instance,  unity  for  a  40-ton  car,  more 
than  unity  for  a  50-ton  car,  scaling  downward  for  lower  capacity. 
The  reserve  cars  to  be  prominently  marked.  The  ownership  letter- 
ing to  be  inconspicuous. 

4.  Make  the  present  per  diem  rate  of  75  cents  permanent  for  all 
except  reserve  box  cars;  for  the  use  of  reserve  box  cars,  either  by 
owner  or  foreign  lines,  assess  a  per  diem  rate  10  per  cent  to  20  per 
cent  higher  than  for  other  cars. 

5.  Clothe  the  car  reserve  commissioner  with  ample  authority  to 
assess  penalties  for  failure  to  obey  such  rules  and  instructions  as 
may  be  adopted. 

6.  Impose  a  straight  $3  demurrage,  which  has  been  working 
satisfactorily  for  some  time  in  California  under  the  authority  of  the 
State  and  Interstate  Commerce  Commissions,  has  caused  little  or 
no  complaint  from  the  public,  and  has  cut  down  the  delays  bv 
one-third. 

1.  Reduce  free  time  whenever  possible. 

8.  Require  the  roads  in  times  and  places  of  car  surplus  to  hold 
reserve  cars  on  their  lines  if  not  needed  elsewhere,  with  remission 
of  per  diem. 
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9.  Require  roads  with  a  surplus  of  cars  on  tlieir  lines  over  their 
ownership  to  equalize  with  lines  showing  deficits  either  with  reserve 
cars  or  with  others  of  equivalent  rating. 

10.  Repairs  and  maintenance  of  reserve  cars  chargeable  to  own- 
ers to  be  assumed  by  the  commissioner,  to  whom  shall  be  paid  per 
diem  earnings  on  such  cars.  Out  of  these  earnings  shall  be  paid 
administration  expenses,  repairs.,  and  maintenance,  the  balance  to 
be  apportioned  to  contributors  to  the  reserve  fund  in  proportion  to 
their  contributions. 

11.  Roads  that  make  repairs  on  their  own  cars  in  the  reserve 
should  charge  to  the  commissioner  repairs  usually  chargeable  to 
owners. 

12.  The  commissioner  to  keep  all  necessary  records  of  car  loca- 
tion, per  diem  returns,  etc., -that  will  enable  him  to  equalize  equip- 
ment with  minimum  haul  of  cars  and  to  properly  account  for  money 
received  and  distributed  by  him. 

Car  reserve  plan  need  not  be  confined  to  box  cars;  flat  cars  could 
be  included.  Roads  using  special  types  of  cars^coal  cars,  etc. — 
could  create  regional  reserves  of  such  cars. 

Under  such  a  plan  all  roads  that  use  box  cars  in  interstate  com- 
merce would  have  to  contribute  to  the  car  reserve. 

The  high  per  diem  on  reserve  cars  would  induce  holders  to  want 
to  get  rid  of  them;  would  therefore  promote  their  circulation,  and 
under  the  close  watch  kept  of  them  would  produce  mileage  ap- 
proximating twice  the  25  or  30  miles  of  the  ordinary  car.  Two 
hundred  thousand  such  cars  would  render  the  service  of  400,000. 

A  high  per  diem  on  all  cars  would  induce  lines  with  an  excess 
to  seek  to  get  rid  of  enough  cars  to  reduce  the  number  on  their 
lines  to  those  owned.  When  in  this  condition  the  high  rate  is  not 
burdensome,  because  the  road  receives  per  diem  at  the  same  rate 
that  it  pays. 

No  plan,  of  course,  can  be  successfully  carried  out  without  the 
approval  and  cooperation  of  the  Interstate  Commerce  Commission, 
whose  authority  for  charging  increased  demurrage  and  allowing 
shorter  free  time  must  be  obtained. 

The  Vice  Chairman.  Referring  to  that  75  cents  per  diem  for  a 
car ;  do  you  not  think  that  could  safely  be  increased  several  hundred 
per  cent?  You  know  they  charge  a  dollar  and  a  dollar  and  a  half 
a  day  for  a  buggy,  and  $5  or  $10  for  an  automobile,  and  it  does 
seem"  to  me  that  75  cents  a  day  for  a  car  is  ridiculously  small. 

Mr.  Kruttschnitt.  If  you  had  to  pay  the  per  diems,  and  knew 
how  rapidly  they  ran  up  "at  even  40  cents  a  day,  you  would  under- 
stand that  it  was  a  blister  that  drew  pretty  hard. 

The  Vice  Chairman.  But  if  the  business  was  prosperous,  as  you 
iust  observed,  it  would  not  be  much  of  a  hardship  to  increase  the 

Der  diem  ? 

Mr.  Kruttschnitt.  The  hardship  comes,  as  I  said  to  Mr.  Esch,  on 
the  small  road,  which  is  generally  a  lumber  road.  For  examplt- 
the  McCloud  River  is  a  lumber  road,  a  branch  from  the  Southern 
Pacific  up  in  northern  California.  It  has  a  mileage  of  150  or  160 
miles.  It  has  a  few  cars  of  its  own  that  it  uses  locally.  The  bulk 
of  the  cars  that  it  uses  are  those  of  foreign  lines.  The  Southern 
Pacific  for  instance,  has  some  Union  Pacific  cars,  some  Rock  Island 
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cars,  empty.  These  people  have  lumber  to  go  to  Eock  Island  and 
Union  Pacific  territory ;  those  cars  are  put  in,  loaded,  and  sent  out. 
If  we  have  not  those,  we  have  to  put  in  our  own  cars  to  serve  these 
people.  Now,  if  you  impose  on  them  too  high  a  per  diem  charge, 
they  just  can  not  live. 

Now,  under  this  box-car  pool,  you  see  those  roads  would  be  re- 
quired to  buy  enough  box  cars  to  contribute  to  this  pool. 

The  Vice  Chairman.  That  hardship  would  not  apply  if  you  in- 
creased the  demurrage,  would  it?    Demurrage  would  spur  them  up. 

Mr.  Keuttschnitt.  Demurrage,  in  a  case  where  you  deliver  cars 
to  a  connection,  is  called  per  diem. 

The  Vice  Chairman.  They  do  not  charge  each. other  demurrage 

at  all?  .  ,    , 

Mr.  Keuttschnitt.  No;  the  entire  road  payments  are  called  per 
diems,  and  the  payments  made  by  the  public  demurrage. 

Mr.  EscH.  This  plan  that  you  have  suggested  would  be  for  the 
voluntary  adoption  by  the  American  Bailway  Association,  as  I  un- 
derstand it? 

Mr.  Kruttschnitt.  No ;  it  is  proposed,  and  what  we  are  here  be- 
fore you  to  ask  for,  is  to  provide  for  the  Federal  incorporation  of 
railroads,  and  when  they  take  out  their  Federal  incorporation,  that 
at  the  same  time  they  be  required  to  contribute  to  this  box-car  pool. 

Mr.  EscH.  That  would  be  a  part  of  your  legislative  program, 
then? 

Mr.  Keuttschnitt.  Yes,  sir. 

Mr.  EscH.  Do  the  car-service  rules  of  the  American  Railway 
Association  recognize  the  doctrine  of  reciprocal  demurrage? 

Mr.  Kruttschnitt.  Their  car-service  rules  are  based  upon  the 
principle  of  reciprocal  payments.  They  do  not  call  it  demurrage 
when  it  is  paid  by  one  line  to  another.  It  is  called  demurrage  when 
it  is  a  delay  by  the  receiver  of  freight,  when  he  delays  unloading  the 
car. 

Mr.  Esch.  Suppose  the  carrier  delayed  in  furnishing  the  car — that 
is  what  I  meant  by  reciprocal  demurrage. 

Mr.  Keuttschnitt.  A  law  has  been  passed  in  some  States  provid- 
ing for  that,  but  I  think  it  was  more  to  establish  a  club  over  the 
carriers'  heads — ^to  make  them  more  active  in  meeting  car  supplies. 
I  do  not  know  of  any  cases  where  severe  penalties  have  been  imposed. 

Mr.  Adamson.  The  interstate  commerce  law  requires  that  they  fur- 
nish cars  in  a  reasonable  time.     I  believe  that  is  the  language. 

Mr.  Esch.  Upon  due  notice  and  reasonable  demand.  We  have 
received  in  the  mail  a  letter  from  Mr.  Tipton,  traffic  manager  of  the 
Jacksonville  Traffic  Bureau,  Jacksonville,  Fla.,  in  which  he  states: 

We  are  very  much  interested  in  tlie  question  of  a  reciprocal  demurrage — not 
a  reparation  for  delay  in  furnishing  eguipment  for  loading,  but  to  cover  the 
dplay  in  placing  cars  for  delivery  after  arrival  at  destination. 

If  the  carrier  is  entitled  to  demurrage  to  cover  the  delay  of  equipment  after 
arrival  at  destination  when  the  delay  in  delivery  is  due  to  failure  of  consignee 
to  accept  delivery,  then,  or  so  it  seems  to  me,  the  consignee  is  entitled  to  demur- 
rage— based  upon  the  same  scale — where  the  carrier  fails  to  make  prompt  place- 
ment for  unloading  after  consignee  has  given  orders  for  placement  and  has 
satisfied  the  demands  of  the  carrier  covering  transportation. 

What  would  be  your  view  as  to  that  request  coming  from  this 
traffic  bureau  ? 
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Mr.  Keuttschnitt.  That  view  has  been  advanced  in  a  great  many 
states,  and  a  great  many  States  have  passed  a  law  to  that  effect,  but 
1  am  quite  positive  that  they  have  not  been  enforced.  I  suppose, 
under  extreme  circumstances,  the  law  might  be  invoked,  but  up  to 
now  I  have  not  heard  of  any  severe  penalties  having  been  imposed. 

Mr.  EscH.  I  think  some  States  have  passed  laws  penalizing  a  road 
so  much  per  car  per  day  for  not  furnishing  the  car.  I  think  some 
Southern  States  have  done  that— Kentuclry 

Mr.  Thom.  North  Carolina  is  one.  A  number  of  them  have  those 
laws. 

Mr.  EscH.  I  think  that  this  letter  of  Mr.  Tipton  should  be  incor- 
porated at  this  time. 

(The  letter  referred  to  is  as  follows:) 

Jacksonville  Traffic  Bureau, 
Jacksonville,  Fla.,  March  26,  1917. 
Transportation:  Reciprocal  demurrage. 

Hon.  John  J.  Esch, 

Joint  Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

Deab  Snt :  We  are  very  much  interested  in  ttie  question  of  a  reciprocal  demur- 
rage— not  a  reparation  for  delay  in  furnishing  equipment  for  loading,  but  to 
cover  the  delay  in  placing  cars  for  delivery  after  arrival  at  destination. 

If  the  carrier  is  entitled  to  demurrage  to  cover  the  delay  of  equipment  after 
arrival  at  destination  when  the  delay  in  delivery  is  due  to  failure  of  consignee 
to  accept  delivery,  then,  or  so  it  seems  to  me,  the  consignee  is  entitled  to  demur- 
rage— based  upon  the  same  scale — where  the  carrier  fails  to  make  prompt 
placement  for  unloading  after  consignee  has  given  orders  for  placement  and 
has  satisfied  the  demands  of  the  carrier  covering  transportation. 

We  have  handled  this  matter  with  Chairman  Meyer  of  the  Interstate  Commerce 
Commission,  who,  like  myself,  feels  that  the  present  act  to  regulate  commerce 
does  not  cover  this  feature,  and  that  accordingly  the  Interstate  Commerce  Com- 
mission is  powerless  to  take  action,  and  being  powerless  to  act,  do  not  care  to 
take  the  matter  under  consideration. 

At  the  suggestion  of  Chairman  Meyer,  I  requested,  on  December  12,  an 
opportunity  to  submit  to  your  committee  our  views,  as  it  is  our  opinion  that 
this  feature  should  be  embodied  in  your  report  to  Congress,  accompanied  by  a 
recommendation  that  the  defect  in  the  act  to  regulate  commerce  as  thus  indi- 
cated be  remedied  -by  appropriate  corrective  legislation,  and  we  have  been  ad- 
vised by  Mr.  Healy  that  effort  would  be  made  to  accord  us  this  opportunity, 
but  I  am  this  afternoon  in  receipt  of  letter  from  Mr.  Healy  stating  that  your 
committee  has  decided  to  suspend  on  Thursday,  March  29,  and  that  the  wit- 
nesses so  far  summoned  will  consume  your  time  up  to  the  time  of  suspension. 
Further,  that  the  date  of  resumption  is  contingent  upon  so  many  possibilities 
that  at  the  present  moment  the  committee  can  not  set  definite  dates  for  appear- 
ance. 

I  am  therefore  thus  writing  you,  as  well  as  each  of  the  other  members  of  the 
Joint  Committee  on  Interstate  Commerce,  asking,  in  view  of  the  circum- 
stances, if  you  will  not  accept  this  letter;  and  based  thereon  give  the  matter 
consideration,  which  we  hope  may  be  followed  by  favorable  recommendation 
embodied  in  the  report  to  be  submitted  to  Congi-ess. 

Tours,  very  truly,  ,„..,.., 

T.  C.  Tipton. 

Mr.  EscH.  I  have  taken  up  too  much  time,  I  think,  Mr.  Chairman. 

I  will  yield.  ,         i         ,  .  ■         .^ 

Mr.  Kkxtttschnitt.  Have  those  laws  been  very  stringently  en- 
forced ? 
Mr.  Thom.  Sometimes  they  have. 

Mr  Adamson.  I  should  like  to  ask  a  few  questions,  but  we  want  to 
hear  from  another  witness,  and  I  think  I  shall  forego  my  examina- 
tion of  you.    Your  examination  has  been  very  complete  and  satisf  ac- 
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tory.  Perhaps  you  may  be  around  some  time  before  the  hearings  end. 
We  wish  to  thank  you  for  your  contribution  to  the  literature  on  the 
subject. 

Mr.  Sims.  I  have  a  note  in  my  memoranda  that  I  have  overlooked. 
It  is  very  important,  and  nobody  has  said  a  word  about  it.  It  was 
along  the  line  of  sleeping  cars. 

Mr.  Adamson.  Do  you  suppose  you  will  be  about  the  committee 
again  during  the  summer,  Mr.  Kruttschnitt  ?  Do  you  suppose  it  will 
be  convenient  for  you  to  attend  the  committee  hearings  again  in  the 
summer?  We  will  probably  be  at  work  until  late  in  the  fall  some- 
where in  the  United  States. 

Mr.  Sims.  I  think  I  will  not  be  over  10  minutes. 

Mr.  Hamilton.  Can't  you  get  your  information  from  some  other 
authority  ? 

Mr.  Sims.  I  want  to  get  it  from  an  authority  that  can  not  be  ques- 
tioned. 

Mr.  Thom.  I  should  like  to  get  one  of  the  members  of  the  com- 
mittee to  ask  a  question  for  me.    I  understand  I  can  not  ask  it. 

Mr.  Adamson.  State  your  question,  Mr.  Thom,  in  my  name. 

Mr.  Thom.  The  witness  has  detailed  certain  respects  in  which  the 
standard  of  efficiency  for  ready  use  of  these  carriers  in  time  of  war 
is  not  sustained ;  for  instance,  in  double  tracks,  occasioning  a  shortage 
in  case  of  a  large  movement  of  troops  to  some  point  on  the  South 
Atlantic  seaboard,  requiring  a  great  number  of  trains,  that  point 
only  being  reached  by  one  road ;  that  there  was  no  way  of  getting  the 
equipment  out  of  the  way  so  that  there  must  be,  as  I  understand  it, 
some  standard  of  efficiency  maintained  in  time  of  peace  which  would 
I'ender  the  carriers'  facilities  readily  made  adequate  in  case  of  war, 
and  in  that  view  I  would  like  to  have  this  question  put: 

While  it  is  true  that  the  railroads  can  not  be  expected  to  keep 
themselves  all  the  time  equal  to  the  requirements  that  may,  as  the 
result  of  war,  be  made  upon  them,  is  it  not  also  true  that  it  is  neces- 
sary, in  the  public  interest,  that  such  a  standard  of  efficiency  be 
maintained  in  time  of  peace  that  the  railroads  may,  if  war  come,  be 
readily  put  in  condition  to  meet  the  national  needs  for  war  purposes, 
and  that  as  the  duty  of  national  defense  and  of  making  war  is  im- 
posed on  the  National  Government,  the  standard  of  the  carriers' 
efficiency  in  time  of  peace  must  be  fixed  and  controlled  by  the 
National  Government? 

Mr.  Kettttschnitt.  Unquestionably  that  is  true.  The  carriers, 
when  the  last  demand  was  made  on  them,  cooperated  to  the  extent  of 
their  ability ;  that  is,  they  gave  all  they  had  for  the  use  of  the  Gov- 
ernment. I  have  said  that  under  stress  and  high  pressure  that  I 
thought  there  were  enough  freight  cars  now  to  handle  the  traffic  that 
is  offered,  but  I  did  not  mean  to  say,  and  I  do  not  wish  to  be  under- 
stood as  saying,  that  if  we  should  become  involved  in  war  that  the 
stresses  laid  on  the  carriers  by  the  demands  of  £he  Government  to 
move  troops  quickly,  as  quickly  as  possible,  and  supplies  also,  the 
carriers  would  not  be  very  much  overtaxes,  and  if  we  are  in  times  of 
peace  to  prepare  for  war,  which  we  have  not  done  heretofore,  we 
should  have  to  have  very  large  additions  to  our  equipment,  particu- 
larly in  the  way  of  passenger  cars,  also  double  track. 

Mr.  Adamson.  I  presume  you  noticed  the  breadth  of  Mr.  Thorn's 
question.    Did  you  understand  that,  during  times  of  peace,  in  prepa- 
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ration  for  war,  that  the  Government  should  help  the  railroads  to 
build  a  double  track  to  every  port? 

Mr.  TovirNSEND.  I  Understood  him  to  make  an  argument  for  Gov- 
ernment construction  of  railroads. 

Mr.  Thom.  I  confined  my  question  to  the  fixing  of  the  standard  of 
efficiency,  not  to  national  operation,  but  to  national  regulation,  so 
as  to  provide  what  ought  to  be,  in  the  judgment  of  the  Goverimient, 
the  standard  in  time  of  peace,  so  that  if  war  should  come,  this  essen- 
tial to  war  making  could  be  readily  made  efficient  for  war  purposes. 

Mr.  Adamson.  That  language  is  so  broad  and  admits  of  so  many 
different  interpretations,  that  I  wanted  the  witness  to  get  the  matter 
clearly  in  his  mind.  You  know  this  question  is  supposed  to  be  com- 
ing from  me.  I  understood  your  question  to  mean  that  you  thought 
the  Government,  in  time  of  peace,  should  assist  these  railroads  in 
double-tracking  their  systems,  etc.,  whether  that  should  come  under 
ownership  or  by  unloosening  of  rates,  changing  of  regulations,  loan- 
ing money,  or  donating  money,  or  anything  else.  The  idea  of  the 
Government  in  providing  that  they  should  liberalize  and  enable -the 
railroads  to  make  preparations  for  time  of  war  in  time  of  peace  is 
so  broad  that  I  think  it  should  have  some  specifications. 

Mr.  Thom.  Here  are  transportation  facilities  of  the  country  hav- 
ing their  standard  fixed  by  separate  governmental  authorities. 

Mr.  Adamson.  This  question  is  being  asked  in  my  name  and  it  is 
to  be  charged  to  me.  I  did  not  understand  it  was  to  be  a  speech  by 
Mr.  Thom,  but  that  he  was  to  ask  the  question  of  Mr.  Kruttschnitt, 
and  I  cross-examined  Mr.  Kruttschnitt  to  know  how  he  understood 
Mr.  Thom's  question  asked  by  me.  If  it  involves  a  long  discussion 
and  explanation,  Mr.  Thom,  I  think  it  should  be  withdrawn. 

Mr.  Hamilton.  But  you  required  a  diagram  of  Mr.  Thom's  ques- 
tion. 

Mr.  TiiOM.  What  I  meant  is  this:  Here  is  the  standard  of  effi- 
ciency of  the  American  railroads  now  determined  by  a  number  of 
governmental  authorities;  is  it  in  the  national  interests,  where  the 
railroads  are  such  an  essential  part  of  the  national  defense,  that  that 
standard  should  be  established  by  a  nuraber  of  authorities  or  the 
control  be  under  the  control  of  one  authority  ? 

Mr.  Adamson.  Now,  you  are  going  back  to  your  48  masters.  I  do 
hot  know  a  single  one  of  your  little  roads  that  terminates  at  one  of 
the  ports  that  is  subject  to  4^  masters.  I  do  not  believe  you  can 
mention  one  that  operates  under  such  a  condition. 

Mr.  Thom.  I  think  I  can. 

Mr.  Sims.  I  intended  to  ask  you  these  questions  in  my  first  exami- 
nation, but  I  overlooked  the  note.     I  have  absolutely  no  information 

on  it.  .  1  .  •  '     T    T 

Mr.  Adamson.  Now,  ask  the  witness  the  question.  Judge. 
Mr!  Sims.  I  am  explaining  why  I  did  not  do  it  before.     I  am 

^^What  is  the  general  rule  as  to  the  use  of  sleeping  cars  by  the  dif- 
ferent railroad  companies;  what  do  they  pay?  What  do  they  pay 
for  the  use  of  cars,  or  what  do  the  sleeping-car  companies  pay  for 
being  hauled  over  the  railroad  tracks?  I  do  not  know  anything 
about  that  and  want  to  get  a  statement  of  that  from  you. 
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Mr.  Adamson.  Judge,  we  have  had  hearings  on  that  before  a  sub- 
committee. We  have  reports  on  that  in  our  committee,  and  every- 
thing on  that  subject. 

Mr.  Keuttschnitt.  Sleeping  cars  are  almost  universally  owned 
by  the  Pullman  Co.  A  few  roads  own  their  own,  but  they  are  very 
few.  I  think  the  Chicago,  Milwaukee  &  St.  Paul  and  the  Great 
Northern  are  the  only  American  roads  that  own  their  own  sleepers. 
All  the  others  rent  the  cars  from  the  Pullman  Co. 

Mr.  Sims.  Do  I  understand  from  that  that  the  railroad  companies 
pay  the  Pullman  Co. 

Mr.  Keuttschnitt.  The  contracts  are 

Mr.  Sims.  For  the  use  of  the  cars  ? 

Mr.  Krtjttsohnitt.  It  is  a  matter  of  negotiation.  Some  contracts 
are  more  favorable  to  the  railroads  than- others.  I  will  give  you, 
roughly,  the  condition  of  ours,  as  I  remember  it.  I  think  we  agreed 
with  the  Pullman  Co.  to  maintain  certain  repairs  on  their  cars,  of 
the  running  gear  and  the  outside  of  the  car;  that  is,  maintain  the 
repairs  of  the  vehicle  as  a  vehicle  only,  and  the  Pullman  Co.  main- 
tains the  interior,  the  hotel  or  lodging-house  part  of  the  vehicle. 
I  do  not  think  we  pay  the  Pullman  Co.,  as  I  remember  it,  anything 
for  the  use  of  the  cars.  They  do  not  pay  us  anything  for  hauling 
them.  In  other  words,  the  hauling  of  the  car  is  considered  sufficient 
consideration  for  getting  the  use  of  it.  When  the  earnings  per  car 
per  annum  exceed  certain  sums — that  differs  for  the  first-class  cars 
and  what  are  called  the  tourist  cars — the  railroad  company  is  then 
paid  by  the  Pullman  Co.  a  proportion  of  the  excess  over  that  as  com- 
pensation for  hauling  the  car  over  the  road. 

Mr.  Sims.  Well,  is  the  weight  of  these  Pullman  cars,  the  sleeping 
cars,  as  great  as  the  ordinary  car? 

Mr.  Ketjtt'schnitt.  Much  greater,  of  course. 

Mr.  Sims.  Then  it  does  require  as  much  or  more  steam  power  or 
whatever  may  be  used  to  haul  those  cars  over  your  line  as  it  does 
the  ordinary  day  coaches  or  other  cars? 

Mr.  Keuttschnitt.  Yes ;  of  course. 

Mr.  Sims.  Is  not  the  wear  and  tear  on  the  tracks,  due  to  the 
heavy  equipment,  as  much  or  greater  than  that  caused  by  the  use 
of  other  cars? 

Mr.  Keuttschnitt.  It  would  be  slightly  more. 

Mr.  Sims.  And  is  not  the  use  of  sleeping  cars  on  the  increase  ? 

Mr.  KEuiTscHNiTT.  I  think  that  is  true.  That,  however,  is  a 
matter  that  does  not  concern  the  public.  Whatever  handicaps  accrue 
to  us  through  the  use  of  sleepers  we  have  to  assume  on  account  of 
our  duties  to  the  public.  It  is  our  duty  to  provide  the  public  with 
sleeping  cars.  We  once  owned  our  sleeping  cars,  and  we  found  it 
very  much  more  expensive  and  unsatisfactory  to  own  them  ourselves 
than  to  arrange  with  Pullman  in  some  way  to  furnish  the  accommo- 
dations under  a  contract,  about  as  outlined. 

Mr.  Sims.  In  a  way  the  receipts  to  the  railway  company  from  the 
Pullman  Car  Company  for  the  use  of  these  cars  depends  entirely  on 
y?hat  you  have  just  stated,  as  to  a  certain  amount  of  the  earnings  be- 
ing received  as  the  passenger  fares  paid  for  the  use  of  them,  at  the 
end  of  the  year.    It  is  not  done  currently  as  you  go  along? 
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Mr.  Keottschnitt.  I  do  not  think  I  used  the  term  "  annually." 
The  payments  are  made,  as  I  understand,  currently,  perhaps  quar- 
terly or  monthly,  but  they  are  adjusted  finally  at  the  end  of  the  year. 

Mr.  Sims.  That  is,  you  do  not  collect  anything  out  of  each  pas- 
senger ? 

Mr.  Ketjttschkitt.  No,  sir ;  the  passenger  pays  the  Pullman  com- 
pany for  the  sleeping  accommodations. 

Mr.  Sims.  What  additional  receipts  does  your  railroad  company, 
as  a  railroad  company,  receive  for  hauling  these  Pullman  cars  ? 

Mr.  Kruttschnitt.  It  does  not  seem  to  be  segregated  in  the  earn- 
ings in  the  a,nnual  report.  I  expect  it  is  under  the  head  of  miscel- 
laneous earnings. 

Mr.  Adamson.  Could  you  not  let  him  write  a  statement  and 
append  it  to  the  hearings,  giving  that  in  full  ? 

Mr.  Keottschnitt.  I  can  give  that  to  you.  It  does  not  happen  to 
be  here. 

Mr.  Sims.  You  can  send  it  if  you  want  to.  It  does  not  make  any 
difference  whether  it  is  two  dollars  or  one  dollar. 

Mr.  Keuttschnitt.  The  earnings  are  substantial;  I  should  say 
from  memory  perhaps  six  or  seven  hundred  thousand  dollars. 

Mr.  Sims.  What  I  am  trying  to  find  out  myself  is  this,  whether  or 
not  in  the  way  of  receipts  and  payments  and  expenses  actually  in- 
curred, the  sleeping-car  service  is  rather  an  expense  than  a  profit  to 
the  railroad  companies. 

Mr.  Keuttschnitt.  I  can  answer  that  in  a  general  way  by  saying 
that  there  is  not  much  in  it  for  the  railroads.  When  you  take  the 
expense  of  hauling  the  heavy  cars  and  the  small  number  of  passengers 
they  accommodate,  I  do  not  think  the  earnimgs  we  get  from  them 
represent  any  material  or  any  substantial  payment  for  the  service. 
There  is  no  money  in  it. 

Mr.  Sims.  Or  the  damage  in  wear  and  tear  on  your  railroad  for 
carrying  those  cars  over  it. 

Mr.  Keuttschnitt.  I  covered  that  in  stating  the  expenses  of 
hauling  them. 

Mr.  Sims.  In  determining  what  the  railroad  receives  per  passenger 
per  mile,  is  this  sleeping-car  expense  to  the  company — is  that  in- 
cluded in  it  generally  ?  Is  it  included  in  estimating ;  say,  for  instance, 
it  costs  you  1.98,  or  the.  railroads  get  1.98  or  2  cents,  or  whatever  it 
may  be  per  mile  for  carrying  a  passenger ;  is  that  1.98  intended  to 
include  what  it  gets  for  its  sleeping-car  service,  where  it  gets  any- 
thing? .        .      ,  •        ^ 

Mr.  Keuttschnitt.  My  understanding  is  that  any  receipts  from 
the  carriage  of  a  passenger  would  be  put  under  the  general  heading 
of  passenger  earnings. 

Mr.  Adamson.  You  get  the  same  rate  out  of  every  passenger, 
whether  he  rides  in  a  sleeper  or  a  day  coach. 

Mr.  Keuttschnitt.  The  point  the  judge  wants  to  make,  if  I  under- 
stand, is  this :  If  we  spread  the  sleeping-car  earnings,  whatever  they 
may  be,  over  the  entire  passenger-car  traffic,  it  does  contribute  pos- 
sibly a  fraction  of  a  mill  to  the  average  received  for  hauling  a  pas- 
senger-mile. .     .  n  -J!  j^i  •       0 

Mr.  Sims.  But  as  a  matter  of  fact,  it  is  very  small  if  anything  < 
Mr.  Keuttschnitt.  It  would  be  very  small. 
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Mr.  Sims.  While  the  expense  relative  to  the  profits  and  earnings 
received  by  the  railroad  company  is  relatively  small  as  a  whole,  there 
is  some  loss  to  the  railroads? 

Mr.  Kruttschnitt.  I  can  give  you  its  proportion  roughly.  The 
earnings  from  the  sleeping  cars  are  from  five  to  six  hundred  thou- 
sand dollars,  from  memory,  and  the  total  passenger  earnings  are 
about  $35,000,000  on  our  road,  so  that  the  sleeping-car  earnings  would 
be  only  about  one-seventieth. 

Mr.  Sims.  If  you  do  lose  on  the  traffice  in  sleeping  cars,  it  is  as  an 
accommodation  to  the  public? 

Mr.  Kruttschnitt.     Yes,  sir. 

Mr.  Adamson.  And  it  is  not  a  rebate  to  anybody,  because  every- 
body gets  it. 

Mr.  Kruttschnitt.  That  is  true.  Dining  cars  do  not  pay,  but  it 
is  an  accommodation  M'e  have  to  afford. 

Mr.  Sims.  It  is  an  economy,  however,  in  that  the  passengers  do 
not  have  to  stop  to  eat  at  restaurants. 

Mr.  Kruttschnitt.  It  is  an  economy  to  the  passenger ;  he  gets  to  his 
destination  quicker. 

Mr.  SiBts.  There  is  some  economy  to  the  railroad  company  in  not 
having  to  stop  the  trains  to  allow  him  to  eat. 

Mr.  Kruttschnitt.  In  this  matter  you  have  to  take  the  pluses 
and  minuses 

Mr.  Sims.  Oh,  of  course,  there  is  no  doubt  of  that;  but  I  wanted 
to  know  whether  or  not  the  sleeping  cars  and  the  sleeping-car  expenses 
were  a  profit  or  a  benefit  to  the  railroads  as  a  general  thing  and  in  a 
general  way,  and  like  the  stations  the  number  of  sleeping  cars  that 
will  be  operated  in  the  future  will  be  an  increasing  burden  on  the 
railroad  companies  instead  of  a  profit.  That  is  all  I  wanted  to  find 
out  about. 

Mr.  Kruttschnitt.  It  is  an  increasing  burden.  I  can  not  give  you 
the  gross  earnings  per  mile  and  the  expenses  per  passenger  mile, 
because  we  have  never  figured  it  out ;  and  from  the  conditions  of  the 
problem  you  will  see  that  a  great  many  assumptions  and  estimates 
'will  have  to  be  made.  It  will  be  only  roughly  approximate  if  made 
at  all. 

Mr.  Sims.  ,  And  it  does  not  figure  to  any  great  extent  to  what  you 
get  per  mile  per  passenger  ? 

Mr.  Kruttschnitt.  I  have  just  stated 

The  Vice  Chairman.  The  Chair  wishes  to  express  to  you  the 
thanks  and  appreciation  of  the  committee  and  the  gratitude  of  the 
committee  and  their  good  wishes. 

Mr.  Kruttschnitt.  I  thank  you  very  much,  Mr.  Chairman  and 
gentlemen  of  the  committee. 

The  Vice  Chairman.  Mr.  Thom,  the  committee  is  ready  for  your 
next  witness. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
should  like  to  introduce  Judge  Marcus  P.  Knowlton,  of  Massachu- 
setts. I  will  say,  in  introducing  this  gentleman,  that  he  has  had  a 
very  large  experience  in  public  matters,  having  passed  all  through  the 
various  legislative  bodies,  from  the  common  council  of  Springfield, 
through  the  house  of  representatives  and  senate  of  Massachusetts; 
he  has  been  justice  of  the  superior  court  of  Massachusetts  from 
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1881  to  1887,  and  succeeded  Justice  Holmes  as  chief  justice  of  the 
supreme  judicial  court  of  Massachusetts  in  1902,  and  held  that  office 
until  September,  1911.  He  also  was  appointed  by  the  United  States 
Department  of  Justice — at  least,  recommended  by  it — to  the  Federal 
court  in  the  dissolution  proceedings  between  the  New  York,  New 
Haven  &  Hartford  Eailroad  and  the  Boston  &  Maine  Railroad,  and 
he  is  chairman  of  the  board  of  trustees  having  control  of  the  stock 
of  the  Boston  &  Maine  Eailroad  and  the  dissSution  of  those  prop- 
erties. 

We  desire  that  Judge  Knowlton  give  his  experience  in  connection 
with  that  matter,  and,  on  account  of  his  eminent  judicial  and  pro- 
fessional position,  we  have  asked  him  to  present  also  an  argument 
on  some  of  the  law  questions  you  have  to  consider. 

The  Vice  Chairman.  We  will  have  an  hour  and  a  half  before 
adjournment.  Can  Judge  Knowlton  complete  his  direct  statement  in 
that  time  ? 

Mr.  Thom.  He  says  he  can  complete  his  direct  statement  in  three- 
quarters  of  an  hour. 

The  Vice  Chairman.  We  shall  be  glad  to  hear  you,  Judge.  Under 
the  rule  of  the  committee  you  are  not  to  be  interrupted  until  you 
complete  your  direct  statement,  and  you  have  an  hour  and  a  half. 

STATEMENT  OF  MARCUS  P.  KNOWLTON,  CHAIRMAN  OF  THE 
BOARD  OF  TRUSTEES,  BOSTON  &  MAINE  RAILROAD,  391  STATE 
STREET,  SPRINGFIELD,  MASS. 

Mr.  Knowlton.  Mr.  Chairman,  the  Boston  Eailroad  Holding 
Co.,  incorporated  in  Massachusetts  by  the  Statutes  of  1909,  chap- 
ter 519,  acquired  and  held,  and  still  holds,  a  majority  of  the  capi- 
tal stock  of  the  Boston  &  Maine  Eailroad.  The  New  York,  New 
Haven  &  Hartford  Eailroad  Co.  took  and  held  most  of  the  stock 
of  the  Holding  Co.,  and  in  this  way  had  a  controlling  interest 
in  the  Boston  &  Maine  Eailroad.  A  suit  was  brought  by  the  United 
States  Government  to  terminate  this  control,  on  the  ground  that  it 
was  in  violation  of  the  Sherman  antitrust  law.  A  decree  was 
entered  by  agreement  of  the  parties,  that  the  New  York  &  New 
Haven  Co.,  should  assign  and  transfer  all  its  stock  in  the  Hold- 
ing Co.  to  five  trustees,  who  were  to  hold  its  stock,  and  through 
their  holding  were  to  control  a  majority  of  the  stock  of  the  Boston 
&  Maine  Railroad,  and  ultimately  were  to  sell  it  conformably  with 
the  public  interest,  for  the  benefit  of  the  New  York  &  New  Haven 
Co.,  in  such  a  way  as  to  end  the  alleged  monopoly.  Although 
I  am  the  chairman  of  these  trustees,  and  the  president  of  the  Bos- 
ton Eailroad  Holding  Co.,  and  a  director  of  the  Boston  &  Maine 
Eailroad,  I  do  not  come  here  officially,  nor  in  any  representative  ca- 
pacity. In  anything  that  I  may  say,  I  speak  only  for  myself.  I 
propose  to  present  a  few  facts  from  my  personal  experience,  upon 
which,  with  others  that  will  be  before  you,  you  may  find  such 
opinions  as  seem  to  you  correct. 

I  also  ask  permission  to  present  some  considerations  on  the  ques- 
tion whether  it  is  within  the  constitutional  power  of  Congress  to 
provide  that  interstate  commerce,  conducted  over  railroads,  shall 
be  carried  on  by  companies  incorporated  under  Federal  laws. 
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In  October,  1914,  when  the  Federal  trustees  were  appointed,  they 
found  the  Boston  &  Maine  Eailroad  a  corporation  with  a  capital 
stock  of  $44,665,190,  and  owning  a  bonded  debt  of  $43,338,000,  and , 
operating  and  managing  a  system  of  railroads  comprising  25  cor- 
porations whose  lines  extended  into  five  States — Maine,  New  Hamp- 
shire, Vermont,  Massachusetts  and  New  York,  and  the  Dominion 
of  Canada.  Most  of  these  railroads  it  operated  under  leases,  many 
of  them  for  long  terms  of  99  years  or  thereabouts,  and  besides  its 
liability  to  pay  its  floating  debt  of  about  $24,000,000  in  addition  to 
its  bonded  debt,  it  had  guaranteed  in  some  of  these  leases  the  pay- 
ment of  large  bonded  debts  of  lessor  corporations.  For  about  two 
years  the  corporation,  without  making  dividends  had  been  unable 
to  earn  enough  to  pay  its  fixed  charges,  and  the  deficit  of  earnings 
below  the  fixed  charges  during  the  fiscal  year  which  had  just  ended 
on  June  30,  1914,  was  $2,044,742. 

Many  of  the  leases  were  made  when  the  net  earnings  of  railroads 
in  New  England  Avere  much  larger  than  they  have  been  in  recent 
years.  Two  years  ago  all  the  trustees  and,  so  far  as  I  know,  all  the 
directors  were  confident  in  the  opinion  that  the  corporation  could 
not  go  on  and  serve  the  public  properly  without  a  reorganization 
that  should  diminish  its  fixed  charges  and  give  it  better  credit.  The 
Boston  &  Maine  Eailroad  is  incorporated  under  different  special 
charters  in  Maine,  New  Hampshire,  and  Massachusetts,  having  but 
a  single  capital  stock  and  a  single  board  of  directors  and  conducting 
all  its  financial  affairs  as  a  single  corporation.  At  the  same  time  it 
is  a  domestic  corporation,  regularly  incorporated  in  each  of  the  three 
States,  and  subject  to  the  peculiar  legislation,  general  and  special, 
of  each  of  these  States  in  which  its  railroad  is  located;  and  in  this 
respect  it  is  three  different  corporations,  each  without  authority 
superior  to  that  of  the  others,  as  neither  of  the  incorporating  States 
has  any  authority  or  control  over  either  of  the  other  incorporatiug 
States.  Other  railroads  belonging  to  this  .system  are  in  Vermont, 
New  York,  and  Canada  and  governed  hj  the  laws  of  those  places. 

Everybody  recognizes  the  fact  that  it  is  for  the  interest  of  the 
public  as  well  as  for  the  interests  of  the  several  corporations  belong- 
ing to  the  system  that  these  corporations,  or  at  least  most  of  them, 
should  be  kept  together.  It  has  also  been  the  general  if  not  the  uni- 
versal opinion  of  those  who  have  studied  the  subject  that  no  prac- 
ticable, desirable  form  of  reorganization  can  be  adopted  without 
special  legislation  to  authorize  it  in  Maine,  Massachusetts,  and  New 
Hampshire,  if  not  in  the  other  jurisdictions  also.  It  was  the  hope 
of  the  directors  of  the  Boston  &  Maine  Eailroad  and  of  the  Federal 
trustees  that  substantially  uniform  permissive  legislation  might  be 
obtained  in  these  three  States.  After  extended  hearings  and  much 
discussion  statutes  were  enacted  in  Maine  and  Massachusetts  in  the 
year  1915  giving  such  authority ;  but  these  statutes  differ  materially 
in  their  provisions,  and  it  will  be  very  difficult  if  not  impossible  to 
proceed  under  them  without  the  enactment  of  amendments.  Massa- 
chusetts Acts  of  1915,  chapter  380;  Maine  Acts  of  1915,  chapter  186. 
In  New  Hampshire  it  was  impossible  to  obtain  any  practicable  stat- 
ute in  aid  of  the  project. 

In  September  of  this  year  the  corporation  was  put  into  the  hands 
of  a  receiver.    I  ought,  however,  to  say  that  in  part  from  the  increase 
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of  traffic  connected  with  the  foreign  war  and  the  different  kinds  of 
business  that  have  affected  the  earnings  of  many  of  the  great  rail- 
roads of  the  country,  and  largely  from  the  practice  of  strict  economy 
m  the  operation  of  the  railroad,  its  net  earnings  have  greatly  in- 
creased lately,  so  as  to  produce  this  year  a  substantial  surplus  above 
the  fixed  charges. 

This  corporation,  being  directly  subject  to  the  legislation  of  three 
different  States,  must  make  returns  to  the  public-service  commis- 
sioners of  each  of  these  States  and  obey  their  orders.  It  is,  of  course, 
subject  to  the  jurisdiction  of  the  United  States  Commerce  Commis- 
sion. Each  of  these  tribunals  has  jurisdiction  over  the  general  as 
well  as  the  local  affairs  of  the  corporation.  In  cases  of  a  conflict 
in  the  laws  passed  by  the  legislatures  of  the  different  States,  or  in  the 
orders  of  the  several  commissions,  there  would  be,  in  some  matters, 
great  doubt  as  to  which  should  control.  Statutes  and  orders  that 
are  only  local  in  their  effect  are  no  doubt  binding  to  the  exclusion 
of  others  as  to  permanent  local  conditions  within  the  State.  Those 
that  are  intended  to  affect  the  corporation  generally,,  like  a  change  in 
the  amount  of  its  capital  stock,  or  regulations  as  to  the  issue  of  stock, 
or  provisions  limiting  or  regulating  the  corporate  indebtedness,  if  in 
conflict  with  the  laAv  of  another  State  where  the  company  is  also 
incorporated,  give  rise  to  doubts  and  uncertainties  which  are  most 
troublesome. 

In  the  case  of  Attorney  General  v.  New  York,  New  Haven  &  Hart- 
ford Railroad  Co.  (198  Mass.,  413-417),  the  defendant  corporation 
was  incorporated  in  Massachusetts,  Rhode  Island,  and  Connecticut, 
and  it  operated  railroads  under  leases  elsewhere.  Its  acts  in  ques- 
tion in  the  case  were  held  invalid  under  the  laws  of  Massachusetts 
and  were  set  aside,  although  they  were  within  the  general  authority 
given  to  the  corporation  by  the  statute  in  Connecticut.  These  acts 
directly  affected  local  conditions  in  regard  to  other  corporations  in 
Massachusetts.  The  court  gave  no  intimation  as  to  what  the  result 
would  have  been  if  the  acts  had  had  no  special  local  application. 

In  reference  to  a  possible  reorganization  by  a  consolidation  of 
corporations  or  the  transfer  of  the  property  and  franchises  of  the 
selling  corporations  to  the  purchaser,  it  is  held  in  New  Hampshire 
that  the  legislature  can  not  constitutionally  authorize  such  a  change, 
or  even  the  lease  of  one  road  to  another,  by  action  of  the  directors 
and  stockholders  of  the  corporations,  however  large  the  majority, 
without  providing  for  a  valuation  by  a  jury  of  the  stock  of  the  ob- 
jecting minority  stockholders"  and  a  payment  for  it  in  cash  at  the 
valuation  by  the  acquiring  corporation.  (Dow  v.  Northern  Rail- 
road 67  N.  H.,  1.)  Statutes  have  been  enacted  in  that  State  ac- 
cordingly. T  '  .  .  T  ,     .  ,     . 

In  Maine  and  Vermont  there  are  decisions  and  legislation  tend- 
ing somewhat  in  the  same  direction,  without  carrying  the  doctrine 
quite  so  far.  (State  v.  Maine  Central  Railroad  Co.,  66  Me.,  488; 
Stevens  v.  Rutland  &  B.  Railroad  Co.,  29  Vt.,  545.)  In  Massa- 
chusetts and  New  York  the  law  is  held  otherwise  by  the  courts. 
(Hale  V.  Cheshire  Railroad  Co.,  161  Mass.,  443;  Hart  v.  Ogdens- 
burg  &  Lake  Champlain  Railroad  Co.,  89  Hun.,  316.)  What  rule 
shall  be  applied  to  such  conditions  in  cases  of  a  general  reorganiza- 
tion is  a  question  of  great  difficulty  and  importance.     In  the  same 
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reorganization  it  would  be  unjust  and  impracticable  to  apply  one 
rule  in  one  State  and  a  different  rule  in  another  State.   ■ 

The  recent  statutes  enacted  in  Maine  and  Massachusetts  authoriz- 
ing a  reorganization,  and  the  one  reported  and  chiefly  considered 
in  New  Hampshire,  all  contain  a  provision  subjecting  the  directors 
of  the  Boston  &  Maine  Eailroad  to  punishment  by  fine  or  imprison- 
ment for  a  violation  of  the  statute.  As  the  two  statutes  differ  from 
each  other  in  important  particulars,  it  seems  that  action  under 
either  of  them  would  involve  a  choice  by  the  directors  of  the  State 
in  which  to  suffer  imprisonment  for  compliance  with  the  law  of 
the  other  State.  ' 

I  ought  to  say  that  in  connection  with  continued  effort  to  obtain  a 
reorganization  of  the  Boston  &  Maine  system  a  renewed  attempt  to 
provide  a  permissive  act  in  New  Hampshire  is  now  being  made 
before  the  legislature  in  session  there.  There  is  also  a  bill  in  the 
Maine  Legislature  now  in  session  to  obtain  an  extension  and  modi- 
fication of  the  statute  of  that  State  enacted  in  1915.  If  a  reor- 
ganization is  accomplished,  we  shall  still  be  subject  to  different  codes 
of  laws  in  the  different  States  and  to  the  orders  of  different  tribunals 
seeking,  each  in  its  own  way,  to  regulate  the  public  service. 

It  is  a  long  time  since  statutes  were  first  enacted  in  New  Hamp- 
shire forbidding  an  increase  of  rates  upon  certain  railroads  belong- 
ing to  the  Boston  &  Maine  system,  and  it  has  been  contended  that 
these  statutes  were  not  only  prohibitive  of  an  increase  as  to  intra- 
state commerce  but  also  of  action  of  the  Interstate  Commerce  Com- 
missioners for  the  increase  of  rates  in  interstate  commerce.  In 
other  States  there  has  been  legislation  as  to  rates  which  was  un- 
justly discriminating  in  its  effect  upon  interstate  commerce. 

In  Massachusetts,  about  two  years  ago,  when  the  New  York,  New 
Haven  &  Hartford  Railroad  Co.  sought  to  increase  its  capitalization 
by  issuing  $67,000,000  of  convertible  bonds,  and  the  issue  had  been 
underwritten  and  had  been  assented  to  by  the  public  authorities  of 
Rhode  Island  and  Connecticut,  the  prohibition  of  the  issue  of  bonds 
of  this  class  by  the  laws  of  Massachusetts  prevented  this  increase 
and  greatly  interfered  with  the  plan  of  the  corporation  to  provide 
for  the  proper  transaction  of  the  public  business.  In  other  States 
burdensome  conditions  have  been  imposed  upon  proposed  plans  of 
other  railroads  for  providing  necessary  capital  to  the  detriment  of 
commercial  interests  in  neighboring  States. 

With  the  enormous  growth  of  business  in  the  United  States  in 
the  last  few  decades  it  has  for  a  long  time  been  becoming  more  and 
more  evident  that  the  only  convenient  and  economical  way  of  con- 
ducting interstate  commerce  over  railroads  is  by  combinations  of  the 
small  and  short  railroads  into  extended  systems,  each  under  a  single 
general  management,  covering  long  distances  and  classified  continu- 
ous movements,  with  as  few  changes  of  route  and  train  as  possible. 
Such  systems  can  not  be  bounded  by  State  lines.  Not  only  in  the 
densely  populated  States  have  the  railroads  been  brought  together 
into  such  systems  by  leases  or  otherwise,  for  economical  management, 
but  in  the  great  States  of  the  West  we  find  such  combinations  cross- 
ing the  mountains  and  plains,  without  reference  to  the  boundaries 
of  States. 

In  amount  and  importance,  especially  when  we  consider  the  long 
distances  of  its  transportation,  the  interstate  commerce  over  railroads 
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in  the  United  States  very  greatly  exceeds  the  intrastate  commerce 
over  these  railroads.  The  Interstate  Commerce  Commission  has 
prescribed  elaborate  regulations  of  interstate  commerce  over  exist- 
ing railroads;  but  Congress  has  never  attempted  to  provide  the 
instrumentalities  for  carrying  it  on,  or  directly  to  authorize  the 
creation  of  such  instrumentalities  that  should  derive  their  sole 
authority,  under  the  Constitution,  from  the  Government  of  the 
United  States.  If  the  corporations  that  are  to  engage  in  this  busi- 
ness through  the  operation  of  railroads  were  directly  chartered  by 
the  United  States,  it  would  relieve  the  public  from  the  great  diffi- 
culty and  expense  of  dealing  with  different  jurisdictions  having  con- 
flicting laws  in  the  establishment  and  maintenance  of  these  instru- 
mentalities, and  from  the  labor  and  cost  of  subjection  to  the  require- 
ments of  numerous  commissions,  all  supervising  the  same  matters, 
which  can  be  properly  and  completely  supervised  by  one,' and  from 
the  official  salaries  and  expenses  of  the  members  of  unnecessary 
corpora,te  organizations.  It  would  relieve  from  most  of  the  diffi- 
culties in  the  special  cases  to  which  I  have  referred.  It  would  save 
the  necessity  of  such  a  statute  as  was  held  unconstitutional  in  Cen- 
tral Georgia  Kailway  v.  Murphey  (196  U.  S.,  194),  which  required 
a  common  carrier  receiving  goods  for  transportation  over  its  own 
line  and  connecting  lines,  if  the  goods  were  subsequently  lost  or 
damaged,  and  if  it  would  relieve  itself  from  liability  .to  the.  con- 
signor, to  furnish  evidence  which  would  enable  him  to  fix  the  liability 
upon  the  carrier  primarily  responsible  for  the  loss.  If  there  was  a 
Federal  corporation  extending  through  the  different  States  it  would 
be  Linnecessary  for  the  owner  to  find  out  and  prove  affirmatively 
where  and  how  the  loss  occurred. 

It  is  evident  that  the  creation  of  Federal  railroad  corporations  to 
act  as  carriers  in  interstate  commerce  would  have  many  advantages 
over  the  present  method  of  providing  separate  railroad  corporations 
in  the  several  States  where  the  railroads  are  located.  Whether  there 
should  be  legislation  to  authorize  or  compel  the  enjoyment  of  these 
advantages  is  a  question  for  Congress  to  answer. 

Has  Congress,  in  the  exercise  of  its  power  to  regulate  interstate 
commerce  between  the  States,  a  constitutional  right  to  provide  rail- 
road corporations  incorporated  under  Federal  law  for  the  transac- 
tion of  the  business?  If  so,  it  naturally  follows  that  it  may  require 
all  interstate  commerce  conducted  over  railroads  to  be  carried  on  by 
such  corporations.  An  act  might  merely  permit  incorporation  under 
the  Federal  law,  although  such  an  act  v^ould  be  of  little  or  no  prac- 
tical value,  or  it  might  provide  that  railroad  corporations  incorpo- 
rated by  the  States  should  not  engage  in  interstate  commerce  after 
the  expiration  of  a  prescribed  time ;  or  it  might  require  a  certificate 
of  authority  to  engage  in  it  from  the  Interstate  Commerce  Commis- 
sioners ;  or  the  regulations  might  be  more  or  less  strict  in  other  ways. 

In  the  great  case  of  McCuUoch  v.  Maryland  (4  Wheat.,  316)  it 
was  decided  that  Congress  might  constitutionally  establish  a  United 
States  bank  for  the  transaction  of  the  financial  business  which  was 
to  be  done  in  its  interest  and  under  its  supervision.  Said  Chief 
Justice  Marshall : 

Although  ainong  the  enumerated  powers  of  Government  we  do  not  find  the 
word  "  bank  "  or  "  corporation,"  we  find  the  great  powers  to  lay  and  collect 
taxes,  to  borrow  money,  to  regulate  commerce,  to  declare  and  conduct  a  war, 
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and  to  raise  and  support  armies  and  navies.  The  sword  and  the  purse — all 
the  external  relations  and  no  inconsiderable  portion  of  the  industry  of  the 
Nation,  are  intrusted  to  its  Government.  The  power  being  given,  it  is  the 
interest  of  the  Nation  to  facilitate  Its  execution.  It  can  never  be  their  interest 
and  can  not  be  presumed  to  have  been  their  intention  to  clog  and  embarrass  its 
execution  by  withholding  tlie  most  appropriate  means.  Throughout  this  vast 
Republic,  from  the  St.  Croix  to  the  Gulf  of  Mexico,  from  the  Atlantic  to  the 
Pacific,  revenue  is  to  be  collected  and  expended,  armies  are  to  be  marched  and 
supported.  *  *  c  ig  that  construction  of  the  Constitution  to  be  preferred 
which  would  render  these  operations  difficult,  hazardous,  and  expensive?  Can 
we  adopt  that  construction,  unless  the  words  imperiously  require  it,  which 
would  impute  to  the  framers  of  that  instrument,  when  granting  these  powers 
for  the  public  good,  the  intention  of  impeding  their  exercise  by  withholding  the 
choice  of  means?  The  Government  which  has  the  right  to  do  an  act  must, 
according  to  the  dictates  of  reason,  be  allowed  to  select  the  means ;  and  those 
who  contend  that  it  may  not  select  any  appropriate  means,  that  the  one  particu- 
lar mode  of  effecting  the  object  is  excepted,  talfe  upon  themselves  to  prove  the 
exception.  *  *  *  But  the  Constitution  of  the  United  States  has  not  left  the 
right  of  Congress  to  employ  the  necessary  means  for  the  execution  of  the  pow- 
ers conferred  on  the  Government  to  general  reasoning.  To  its  enumeration  of 
powers  is  added  that  of  mnljing  all  laws  which  shall  be  necessary  and  proper 
for  carrying  into  execution  the  foregoing  powers  and  all  other  powers  vested 
by  this  Constitution  in  the  Government  of  the  United  States  or  any  department 
thereof.  «  *  *  Xo  employ  the  means  necessary  to  an  end  is  generally 
understood  as  employing  any  means  calculated  to  produce  the  end,  and  not  as 
being  confined  to  those  single  means  without  which  the  end  would  be  entirely 
unattainable. 

In  the  most  explicit  terms,  the  Constitution  gives  to  Congress  the 
power  to  "  regulate  commerce,  *  *  *  among  the  several  States." 
(See  Gibbons  v.  Ogden,  9  Wheat.,  1.)  This  includes  the  right  to 
prescribe  the  means  and  instrumentalities  by  which  it  shall  be  car- 
ried on,  if  in  the  opinion  of  Congress,  it  is  important  or 'desirable  so 
to  do.  As  Congress  could  decide  that  a  bank  under  a  Federal  charter 
was  an  instrumentality  for  use  in  conducting  the  financial  business 
of  the  Government,  so  it  may  decide  that  railroads  incorporated 
under  a  Federal  law,  extending  across  State  lines,  furnish  a  de- 
sirable means  of  carrying  on  interstate  commerce.  The  power  to 
regulate  such  commerce  in  any  way  that  sems  to  Congress  reasonable 
and  proper  is  as  complete  as  the  power  to  provide  for  the  manage- 
ment of  the  finances  of  the  country,  and  it  includes  the  determina- 
tion of  the  means  and  instrumentalities  to  be  used  in  the  business. 

The  language  of  Chief  Justice  Marshall,  quoted  above,  and  its 
doctrine,  more  fully  set  forth  in  other  parts  of  the  opinion,  have 
been  reaffirmed  many  times  by  the  Supreme  Court  of  the  United 
States,  and  are  the  law  to-day.  They  seem  to  me  fully  to  cover  the 
question  which  we  are  considering.  They  have  been  definitely  ap- 
plied to  questions  arising  under  the  commerce  clause  of  the  Constitu- 
tion, and  are  reiterated  with  emphasis  in  the  opinion  of  the  majority 
of  the  court  in  the  Northern  Securities  case  (193  U.  S.,  197,  336, 
344,  350,  253).  In  giving  an  opinion  of  the  minority  in  that  case, 
Mr.  Justice  White  said  (p.  369),  "  that  if  the  end  to  be  accomplished 
IS  withm  the  scope  of  the  Constitution,  all  means  which  are  appro- 
priate and  which  are  plainly  adapted  to  the  end,  and  are  not  pro- 
hibited, are  constitutional."  This  language  seems  directly  applica- 
ble to  the  present  situation.     He  also  said  (on  p.  393)  : 

True,  the  instrumentalities  of  interstate  commerce  are  subject  to  the  power 
to  regulate  commerce,  and  therefore  such  instrumentalities,  when  applied  In 
interstate  commerce,  may  be  regulated  by  Congress,  as  to  their  use  in  such 
commerce. 
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Much  of  the  argument  of  this  part  of  the  opinion  of  the  minority 
relates  to  the  proposition  that  ownership  of  stock  in  corporations 
engaged  in  interstate  commerce  is  not  interstate  commerce,  and  the 
argument  has  no  tendency  to  show  that  Congress,  under  its  right  to 
regulate  interstate  commerce,  may  not  prescribe  the  means  and  in- 
strumentalities by  which  the  business  of  such  commerce  is  to  be  car- 
ried on. 

There  is  a  peculiar  similarity  betwen  the  question  in  McCuUoch  v. 
Maryland  and  that  which  we  are  now  considering,  inasmuch  as  the 
constitutional  power  of  Congress  considered  in  each  case  is  the  power 
to  charter  a  Federal  corporation  to  do  the  work  which  Congress  may 
control  and  regulate.  It  seems  that  the  principle  was  applied  to  the 
chartering  of  the  corporations  for  the  promotion  of  interstate  com- 
merce which  are  referred  to  in  California  v.  Central  Pacific  Railroad 
Co.  (127  U.  S.,  1,  39),  and  Pacific  Railroad  Removal  Cases  (115 
U.  S.,  2,  16,  18).  (See,  also,  general  doctrine  in  Houston  &  Texas 
Railway  v.  U.  S.,  234  U.  S.,  342.  Texas  &  Pacific  Railway  v.  Rigby, 
241  U.  S.,  6,  23.) 

If  Congress  should  decide  that  such  railroad  corporations  should 
be  established  to  engage  in  interstate  commerce,  the  question  .whether 
its  decision  was  wise  or  unwise  could  not  be  considered  by  the  court. 
There  seems  to  be  no  doubt  that  the  kind  of  corporation,  in  its  origin 
and  control  and  in  the  extent  of  the  field  that  it  may  cover,  has  such 
a  direct  relation  to  the  business  of  interstate  commerce  as  may  come 
within  the  regulating  power  of  Congress  that  it  includes  everything 
directly  involved  in  such  commerce.  This  being  so,  it  is  settled  by 
many  decisions  that  the  final  determination  of  Congress  to  act  or 
not  to  act,  or  to  act  in  one  way  and  not  in  another  way,  witliin  its 
constitutional  domain,  is  not  subject  to  review  by  the  court. 

Personally  I  can  not  doubt  the  constitutional  power  of  Congress 
to  charter  railroad  corporations  to  engage  in  interstate  commerce 
and  to  prevent  railroads  not  so  chartered  from  engaging  in  such 
commerce  after  a  certain  date  if  it  chooses  so  to  do. 

If  I  am  right  in  this  conclusion,  does  it  make  any  diiference  that, 
at  the  time  when  this  constitutional  right  is  first  sought  to  be  exercised 
by  Congress,  the  country  is  traversed  by  railroads  used  in  interstate 
commerce,  owned  by  corporations  which  were  chartered  by  the  States  ? 
I  think  it  does  not.  It  seems  to  me  that  the  proposition  stated  to  the 
committee  by  Mr.  Thom  is  sound,  that  everyone  who  engages  in  inter- 
state commerce  is  bound  to  know  that  he  and  his  property  are  subject 
to  the  right  of  Congress  to  regulate  interstate  commerce  at  any  time, 
which  rio-ht  includes  constitutional  authority  to  declare  that  inter- 
state conmierce  conducted  over  railroads  shall  be  conducted  only  over 
railroads  operated  under  Federal  charters.  This,  in  a  possible  case, 
might  involve  great  diminution,  or  even  the  destruction  of  the  value 
of  a  railroad  in  a  State,  by  the  construction  of  another  railroad  under 
a  Federal  charter,  if  Congress  should  go  to  the  extreme  limit  of  its 
power  without  making  a  provision  for  the  utilization  of  existing  rail- 
Such  possible  congressional  action  would  test  the  constitutionality 
of  the  legislative  act  to  the  utmost,  for  courts  would  be  reluctant  to 
permit  the  unnecessary  destruction  of  valuable  property,  and  they 

90590— PT 11—17 -26 


1054  INTEKSTATE   AND  FOREIGN   TBANSPORTATION. 

would  consider  carefully  the  question  whether  any  material  benefit 
could  come  from  conducting  interstate  commerce  over  railroads  oper- 
ated under  Federal  charters  instead  of  conducting  it  over  State  rail- 
roads. I  think  the  courts  would  be  obliged  to  say  that  in  the  organiza- 
tion, management,  control,  and  regulation  of  Federal  railroad  cor- 
porations engaged  in  interstate  commerce  advantages  might  be  found 
over  the  effect  of  similar  dealings  with  State  railroads  such  as  to 
bring  the  subject  within  the  field  of  constitutional  regulation  of  inter- 
state commerce.  If  this  result  was  reached  the  wisdom  or  folly  of 
congressional  action  in  a  particular  case  would  be  a  subject  with 
which  the  courts  could  not  concern  themselves. 

It  is  not  to  be  supposed  that  Congress  would  ever  put  the  question 
to  this  extreme  test  by  legislating  in  a  way  that  would  involve  the  de- 
struction of  great  public  works.  National  legislators  can  be  trusted  to 
do  their  duty  in  providing  for  the  conservation  of  valuable  property. 
The  legislation  should  open  a  way  for  the  owners  of  State  railroads, 
valuable  for  use  in  interstate  commerce,  to  sell  their  property  to  the 
new  Federal  corporation,  or  to  have  it  taken  over  at  a  valuation, 
subject  to  the  supervision  and  approval  of  the  governmental  tribunal 
created  by  Congress  to  pass  upon  the  establishment  and  organization 
of  Federal  railroad  corporations. 

It  might  be  provided  that,  subject  to  such  approval,  stock  in  the 
State  railroad  companies  might  be  exchanged  for  stock  in  the  Fed- 
eral corporation,  upon  proper  terms,  and  that  ownership  of  the  prop- 
erty of  the  State  corporation  should  follow  ownership  of  the  stock, 
and  that,  through  such  purchases  or  exchanges,  control  of  the  State 
railroad  might  be  acquired  by  the  new  corporation.  These  things 
should  be  permitted  only  after  the  voluntary  action  of  the  stock- 
holders of  the  State  railroad  company  by  a  majority  vote,  or  a  two- 
thirds  vote;  while  the  new  corporation  should  be  compellable,  in  a 
proper  case,  as  a  condition  of  its  organization,  to  take  over  upon 
reasonable  terms  the  stock  or  property  of  the  State  corporation. 

The  question  arises  whether  objecting  minority  stockholders  of  a 
State  railroad  corporation  could  be  bound  by  a  two-thirds  vote  of 
the  stockholders  in  such  a  case.  If  the  answer  depended  upon  the 
very  elaborate  opinion  of  the  court  in  Dow  v.  Northern  Railroad 
(67  N.  H.,  1)  it  would  be  in  the  negative;  if  it  depended  upon  the 
decision  in  Hale  v.  Cheshire  Eailroad  Co.  (161  Mass.,  443)  it  would 
be  in  the  affirmative.  The  decisions  in  Vermont  are  similar  to  those 
m  New  Hampshire.  Stevens  v.  Eutland  &  B.  Eailroad  Co.  (29 
Vt.,  545).  Those  in  Maine  and  New  York  follow  more  nearly  the 
cases  m  Massachusetts.  Waldoborough  v.  Knox  &  Lincoln  Eail- 
road Co  (84  Me.,  469).  State  v.  Maine  Central' Eailroad  Co.  (66 
Me.,  488).  Hart  v.  Ogdensburg  and  Lake  Champlain  Eailroad  Co. 
(89  Hun.,  316). 

The  underlying  question  in  every  such  case  is,  "What  is  the  con- 
tract that  stockholders  impliedly  make  with  one  another  when  they 
become  members  of  a  railroad  corporation?  "  It  is  to  be  remembered, 
first,  that  for  many  years,  beginning  soon  after  the  decision  in  the 
Dartmouth  College  case,  charters  of.  corporation  in  almost  all  of  the 
btates  have  by  statute  been  made  subject  to  amendment,  alteration 
or  repeal,  and  the  stockholders,  when  they  join  the  corporation, 
agree  to  be  bound  by  applicable  legislative  provisions  by  way  of 
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alteration  or  amendment.  Of  course,  such  alterations' must  be  ger- 
mane to  the  subject.  Legislative  authority  which  provides  for  a 
change  of  form  of  incorporation,  if  the  stockholders  desire  it,  from 
a  State  charter  to  a  Federal  charter,  under  which  the  same  kind  of 
business  may  be  done,  over  the  same  line  extended  to  include  addi- 
tional distance  into  a  neighboring  State,  is  plainly  promotive  of  the 
original  general  purpose  of  the  corporation.  It  is  an  enlargement 
and  extension  of  the  same  general  kind  of  business  that  formerly 
was  done,  for  the  same  objects,  namely,  the  service  of  the  public  in 
transportation  and  the  acquisition  of  gain  from  the  compensation 
received  for  it.  It  is  no  greater  a  change  in  the  relations  of  the 
stockholders  to  one  another,  or  to  the  enterprise  in  which  they  are 
engaged,  than  is  the  leasing  of  one  railroad  to  the  owners  of  another 
railroad  for  an  extension  of  the  line.  If  the  arrangement  is  such 
that  the  grantor  or  assignor  no  longer  has  an  interest  in  the  business, 
but  parts  with  his  property  finally  for  a  pecuniary  consideration, 
this,  so  far  as  he  and  his  associates  are  concerned,  is  like  the  winding 
up  or  liquidation  of  a  corporation.  There  is  no  doubt  that  the  body 
of  the  stockholders,  under  legislative  authority,  have  a  right  to  bind 
the  minority  by  their  vote  to  wind  up  the  affairs  of  the  corporation. 

All  the  tendencies  of  social  and  business  life  in  recent  years  are 
in  favor  of  liberality  in  the  management  of  such  enterprises.  It 
would  be  a  very  narrow  construction  of  the  implied  contract  be- 
tween the  members  of  a  railroad  corporation,  when  they  have  or- 
ganized to  serve  the  public  and  to  make  money  by  running  a  railroad 
between  two  points,  and  have  impliedly  agreed  that  a  majority  may 
control  in  the  management  of  their  business,  and  when  the  legisla- 
ture has  declared  that  their  business  may  be  extended  by  taking  a 
lease  of  a  connecting  line,  to  say  that  such  an  extension  is  so  at 
variance  with  the  general  purpose  and  policy  of  the  corporation 
that  the  majority  can  not  bind  the  minority  in  voting  for  it.  If 
such  a  construction  could  have  been  given  to  such  an  implied  contract 
in  the  early  days  of  railroads,  it  would  be  utterly  at  variance  with 
the  demands  of  business  and  the  methods  of  management  of  railroads 
in  these  times. 

Upon  a  question  of  this  kirid,  which  relates  primarily  to  a  mere 
change  of  form  and  which  does  not  affect  adversely  public  business 
or  the  public  interests  and  which,  so  far  as  the  State  corporation  is 
concerned,  is  nothing  more  than  a  liquidation  of  it,  with  an  arrange- 
ment that  the  service  of  the  public  shall  be  continued,  it  can  make 
no  difference  that  the  formal  authority  under  which  the  stockholders 
of  the  corporation  make  these  changes  comes  from  the  Government  of 
the  United  States,  exercising  its  powers  under  the  commerce  clause 
of  the  Constitution,  instead  of  from  the  legislature  of  the  State.  The 
authority  is  ample,  and  the  stockholders  exercise  their  own  rights  of 
property  as  an  organization,  all  implied  restrictions  upon  them  hav- 
ing been  removed  by  authorized  congressional  action.  There  are  no 
State  laws  that  prevent  them  from  taking  advantage  of  the  condi- 
tions created  by  Congress  affecting  their  property.  _ 

There  is  no  occasion  for  the  exercise  of  the  right  of  eminent  do- 
main by  taking  their  property  for  a  public  use.  There  is  simply 
the  control  and  management  of  the  property  of  the  corporation  by 
the  stockholders  and  owners,  within  the  general  purpose  for  which 
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the  corporation  was  organized,  a  control  which  is  permitted,  in  the 
particular  form  in  which  it  is  exercised,  by  the  removal  of  all  pos- 
sible restrictions  under  a  favoring  enactment  of  the  supreme  legis- 
lative authority  acting  in  its  own  domain.  If  there  is  doubt  as  to 
the  correctness  of  the  last  propositions,  all  difficulty  can  be  removed 
in  any  case  by  a  permissive  act  of  the  State  legislature. 

I  can  not  believe  that  the  extreme  doctrine  of  Dow  v.  Northern 
Eailroad  will  ever  be  adopted  by  the  Supreme  Court  of  the  United 
States  and  applied  to  a  case  like  the  leasing  of  a  connecting  line  of 
railroad  by  one  railroad  corporation  to  another. 

I  shall  be  very  glad,  gentlemen,  to  answer  any  questions,  if  I  can. 

Mr.  Sims.  The  chairman  is  not  present,  but  the  agreement  was 
made  that  Mr.  Hamilton  had  the  right  of  way  now. 

Mr.  Hamilton.  I  had  t*he  right  of  way  before. 

Mr.  Sims.  But  you  yielded  to  me. 

Mr.  Hamilton.  I  do  not  care  to  ask  any  questions  at  this  time. 

Mr.  Sims.  You  mean  during  this  appearance? 

Mr.  Hamilton.  Unless  something  should  develop  during  the  course 
of  the  examination. 

Mr.  Sims.  Mr.  Esch  will  come  next. 

Mr.  Esch.  Your  argument  in  favor  of  national  incorporation,  judg- 
ing from  your  address,  is  largely  based  upon  your  experience  as  one 
of  the  holding  committee  of  the  Boston  feMaine  Eailroad  Co.,  and  its 
financial  distress  in  recent  years. 

Mr.  Knowlton.  I  should  hardly  say  my  opinion  is  largely  based 
on  that.  My  opinion  is  based  on  broader  and  more  general  con- 
siderations, but  my  experience  to  which  you  have  referred  has  been 
illustrative,  in  a  very  emphatic  way,  of  the  difficulties  of  the  situa- 
tion, and  it  seems  to  have  strengthened,  perhaps,  by  bringing  home, 
particularl}',  the  views  which  I  presented. 

Mr.  Esch.  Have  you  entertained  the  views  which  you  now  ex- 
pressed, with  reference  to  national  incorporation,  prior  to  your  ex- 
perience in  connection  with  the  Boston  &  Maine? 

Mr.  Knowlton.  I  think  so,  although  I  had  not  given  special  study 
to  the  subject  until  I  had  this  particular  duty,  which  has  forced  the 
studj'  on  me. 

Mr.  Esch.  You  desire,  as  chairman  of  that  committee,  to  get  the 
Boston  &  Maine  on  a  Avorking  basis,  and  it  has  required  you  to  appear 
before  the  legislatures  of  the  several  States,  in  order  to  get  assent  to 
your  legislative  jarogram? 

Mr.  Knowlton.  I  have  appeared  before  the  legislatures  of  three  of 
the  four  States  which  are  interested.  It  includes  the  State  of  Ver- 
mont, wherein  the  Boston  &  Maine  Eailroad  is  not  incorporated. 

Mr.  Esch.  I  think  you  stated  whereas  the  bills  that  you  had  advo- 
cated in  two  of  the  States  were  reasonably  satisfactory,  they  were 
not  satisfactory  to  the  Legislature  of  New  Hampshire. 

Mr.  Knowlton.  The  Legislature  of  New.  Hampshire  refused  to 
pass  any  act  in  its  session  two  years  ago.  It  has  had  another  session 
since. 

Mr.  Esch.  You  are  now  seeking  legislation  in  the  present  session? 

Mr.  Knowlton,  Yes,  sir. 

Mr.  Esch.  Along  that  line? 

Mr.  Knowlton.  There  are  a  number  of  New  Hampshire  railroads 
that  are  active  in  this  business,  and  the  Boston  &  Maine  has  been 
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awaiting  such  action  as  they  may  accomplish,  because  we  think  they 
have  a  purpose  similar  to  oiir  own  in  that  respect. 

Mr.  EscH.  As  I  recollect  your  statement,  you  say  that  prior  to 
1916  the  Boston  &  Maine  was  operated  at  a  loss. 

Mr.  Knowlton.  The  deficit  for  the  year  ending  June  30,  1914, 
was  between  two  and  three  millions  of  dollars,  without  dividends. 

Mr.  EscH.  In  the  last  year  you  developed  a  comfortable  surplus? 

Mr.  Knowlton.  A  surplus.  I  do  not  know  whether  it  is  a  com- 
fortable surplus. 

Mr.  EscH.  I  think  that  was  the  language  you  used. 

Mr.  Knowlton.  It  is  a  substantial  surplus. 

Mr.  EsciT.  If  that  surplus  should  be  continued  into  1917 — into 
the  1917  operating  year — would  it  enable  you  to  refinance  the  Boston 
&  Maine  without  the  aid  of  the  State  legislatures  ? 

Mr.  Knowlton.  I  suppose  our  committee,  as  a  committee,  has  no 
power  except  through  the  ordinary  machinery  of  the  railroad,  which 
is  the  directorate  of  the  railroad.  Of  course  our  desire  would  be  to 
refinance  the  railroad  in  a  strong  way,  if  we  could,  but  I  think  every 
member  of  the  board  of  directors  is  of  the  opinion  that  from  the 
present  outlook  we  could  not  expect  to  refinance  successfully  unless 
we  could  have  a  reorganization.  A  part  of  the  trouble  is  that  the 
Boston  &  Maine  Railroad  is  not  a  great  system.  The  capital,  which 
I  stated,  you  see  is  small,  and  it  has  leased  a  large  number  of  cor- 
porations, and  when  the  times  are  a  little  hard  and  the  earnings  do 
not  come  the  loss  all  tumbles  right  down  on  the  Boston  &  Maine 
Railroad,  which  is  bound  to  pay  these  rentals  in  bad  and  good  times. 

Mr.  EscH.  Do  you  consider  those  rentals,  in  the  line  of  experience 
of  recent  years,  rather  high  ? 

Mr.  Knowlton.  I  think  as  a  class,  taken  together — there  is  a  great 
difference  in  them  in  that  particular — ^they  are  very  high.  Other 
people  think  differently,  I  know. 

Mr.  EscH.  These  leases  you  say  run  for  a  period  of  99  years  or 
thereabouts? 

Mr.  Knowlton.  Tes,  sir. 

Mr.  EscH.  So  that  those  obligations  under  your  leases  will  run  for 
many  years  yet  to  come  ? 

Mr.  Knowlton.  Yes. 

Mr.  EscH.  Under  your  reorganization  did  you  hope  to  get  rid 
of  those  obligations?  .      .  ,.\    , 

Mr.  Knowlton.  The  plan  of  reorganization  which  has  been  most 
approved  involves  the  taking  in  of  these  railroads  into  a  consolidated 
corporation  with  the  Boston  &  Maine  and  giving  them  preferred 
stock  at  rates  similar  to  their  rentals  or  equivalent  to  them.  A  plan 
has  been  proposed  and  agreed  to  by  various  parties  to  give  them 
their  dividends  in  preferred  stock  whenever  the  earnings  would 

Mr.  EscH.  Was  the  Boston  &  Maine  at  one  time  a  subsidiary  of  the 

Mr    Knowlton.  Yes;  well,  I  do  not  know  whether  that  is  the 

word.    The  New  Haven  got  control  of  it  through  the  Boston 

Mr.  EscH.  By  stock  ownership  or  how?       , ,.       ^ 
Mr   Knowlton.  The  Boston  Railroad  Holding  Co.  was  created, 
and  it  acquired  a  majority  of  the  stock  and  holds  it  to-day.    It  was 
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a  subsidiary  of  the  New  Haven  Railroad,  and  that  is  the  way  in 
which  the  New  York  &  New  Haven  Eailroad  controlled  the  Boston  & 
Maine  when  we  were  appointed. 

Mr.  EscH.  During  such  holding  by  the  New  Haven  road  were 
there  any  net  revenues  of  the  Boston  &  Maine,  or  did  it  run  behind, 
as  it  did  prior  to  last  year  ? 

Mr.  Knowlton.  It  ran  behind,  certainly,  the  last  part  of  the  time. 
I  am  not  quite  sure  whether  there  were  any  net  earnings  during  the 
earlier  part  of  the  time,  because  I  can  not  fix  the  time. 

Mr.  EscH.  Did  that  running  behind  of  the  Boston  &  Maine  add  to 
the  troubles  of  the  New  Haven  which  brought  on  th'e  crisis  on  that 
road? 

Mr.  Knowlton.  Not  in  any  very  material  degree.  Perhaps  it  was 
one  of  the  elements,  but  not  a  great  element. 

Mr.  EscH.  Have  you  read  ex-Secretary  Olney's  letter  to  Mr.  Thom, 
printed  in  the  early  part  of  the  hearings  ? 

Mr.  Knowlton.  No;  but  I  happened  to  be  before  the  committee 
when  Mr.  Thom  read  the  letter  from  Mr.  Olney,  which  is  the  one  I 
suppose  you  refer  to. 

Mr.  EscH.  What  is  your  opinion  of  the  plan  therein  suggested  ? 

Mr.  Knowlton.  I  never  have  seen  the  letter  or  any  copy  of  it.     I 
,  only  heard  the  reading  of  it  at  that  time.     With  the  highest  respect 
and  regard  for  Mr.  Olney,  at  that  time  it  seemed  he  had  not  worked 
out  the  best  way  of  dealing  with  such  a  subject. 

Mr.  EscH.  I  have  not  read  it  recently  myself,  but  if  I  recollect 
correctly  he  provided  for  some  system  of  condemnation  of  the  stock. 

Mr.  Knowlton.  I  think  so. 

Mr.  EscH.  In  order  to  get  rid  of  objecting  minority  holdings 
which  might  sometimes  interfere  with  the  ease  of  transition  from 
State  to  Federal  control,  under  your  plan,  how  do  you  get  rid  of 
that? 

Mr.  Knowlton.  I  do  not  think  there  is  any  difficulty  in  the  law 
with  that.  The  State  of  New  Hampshire,  in  the  case  to  which  I 
have  referred,  decided  that  the  legislature  could  not  constitutionally 
authorize  the  lease  of  one  railroad  by  another,  which  would  bind  the. 
minority  stockholders,  even  if  the  vote  was  ever  so  large,  whether 
one-third  or  two-thirds.  My  belief  is  that  that  decision  is  not  good 
law,  and  will  not  be  considered  good  law  anywhere  else  in  the  United 
States.  The  decision  in  Massachusetts  is  to  the  contrary.  I  think 
the  reasoning,  when  you  reflect  on  it — I  think  that  reaeoning  and 
authorities,  as  far  as  I  happen  to  know  of  any,  are  against  that 
doctrine.  It  is  true  that  the  legislatures  of  some  of  the  States- 
New  Hampshire,  of  course,  primarily — and  some  of  the  others  to 
save  questions  have  legislated  so  as  to  avoid  that  difficulty  in  some 
of  their  past  acts,  but  my  own  belief  is  that  that  difficulty  is  not  a 
very  serious. one. 

_  Mr.  EscH.  You  do  express  the  opinion  that  Congress  had  the 
right  to  establish  this  Federal  corporation,  which  is  to  take  over 
the  stocks  of  the  State  corporation,  and  that  Congress  can  fix  a 
definite  time  within  which  that  transfer  should  be  made,  and  that 
thereafter  a  common  carrier  should  no  longer  lawfuly  engage  in  in- 
terstate commerce? 

Mr.  Knowlton.  If  I  understand  your  question  aright,  my  answer 
is  in  the  affirmative.    I  understand  Congress  has  the  right  to  rean- 
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late  interstate  commerce,  which  includes  the  power  to  establish 
federal  corporations  to  do  all  the  business  in  interstate  commerce. 
li  it  has  that  power  it  must  necessarily  mean  it  can  exclude  the 
lurther  transaction  of  such  business  by  a  State  corporation.  I  do 
not  think  for  one  moment  you  gentlemen  would  pass  a  statute  to  do 
that  without  making  some  provision  to  enable  these  people  who  own 
htate  corporations  to  avail  themselves  of  their  property,  and  so  I 
have  indicated  some  of  the  ways  in  which  it  can  be  done. 

Mr.  Thom.  In  your  question  you  spoke  of  the  Federal  corporation 
taking  over  the  stock 

Mr.  EscH.  He  referred  to  taking  over  the  stock  of  the  State 
corporations. 

Mr.  Thom.  My  understanding  was  not  that  the  Federal  corpo- 
ration should  take  over  the  stock  of  the  State  corporation,  but  that 
there  should  be  a  requirement  that  the  owners  of  the  State  corpo- 
rations reincorporate  under  the  Federal  law,  and  when  they  did 
that,  by  virtue  of  the  statute  itself,  the  property  and  assets  of  the 
State  corporation  should  pass  to  the  Federal  corporation,  and  not 
the  stock ;  that  should  remain  in  the  hands  of  the  owners. 

Mr.  EscH.  The  original  holders. 

Mr.  Knowlton.  I  did  not  elaborate  it  quite  that  way.  My  idea 
was  that  Congress  would  provide  for  the  establishment  of  Federal 
railroad  corporations,  and  in  connection  with  that  would  provide  an 
arrangement  whereby  the  Federal  corporation,  as  a  condition  of 
its  being,  should  be  obliged  to  take  over  the  stock  of  the  State  rail- 
road corporation  that  wished  to  be  taken  over  and  voted  to  be  taken 
over,  by  a  proper  tribunal  to  be  created  to  deal  with  this  subject. 

Mr.  Adamson.  Don't  you  think  that  that  idea  would  be  far  easier 
and  better  if  you  want  a  Federal  corporation  for  interstate  trans- 
portation, to  enact  a  law  to  authorize  new  companies,  and  at  the  same 
time  to  authorize  the  State  corporations  to  change  when  they  desire, 
and  let  it  be  voluntary  ? 

Mr.  Knowlton.  That  would  come  very  nearly  to  my  view.  The 
authorization  of  new  instrumentalities  is  a  part  of  the  plan. 

Mr.  Adamson.  I  think  it  would  be  more  agreeable,  reasonable,  in- 
telligent, and  far  more  likely  to  be  constitutional,  as  a  proposal  of 
this  committee. 

Mr.  Knowlton.  I  should  contrive  some  way  to  give  the  State  cor- 
porations the  right  and  power,  upon  a  proper  vote,  to  have  their 
rights  available — to  get  the  benefit  of.  them  in  one  way  or  another. 

Mr.  Adamson.  I  can  understand  how  that  might  be  constitution- 
ally, reasonably,  and  easily  worked  out. 

Mr.  Knowlton.  It  seems  to  me  so. 

Mr.  DoEEMirs.  Judge,  I  was  called  out  of  the  room  just  as  you  be- 
gan your  reference  to  the  case  of  McCall  against  Mills.  Do  I  under- 
stand you  to  cite  that  case  as  authority  to  settle  the  authority  of 
Congress  to  provide  for  the  Federal  incorporation  of  the  railroads? 

Mr..  Knowlton.  Indirectly,  yes;  and  perhaps  I  ought  to  say 
directly.  Yes;  that  case  establishes,  in  the  strongest  terms,  the 
power  of  Congress  to  establish  a  Federal  corporation  to  transact  the 
business  which  ought  to  be  supervised  and  controlled  and  managed 
by  the  United  States,  and  while  that  relates  to  Federal  banks,  I  say 
this,  that  the  same  doctrine  has  been  directly  and  specifically  applied 
to  interstate  commerce. 
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Mr.  DoREMus.  I  have  not  had  occasion  to  read  that  case  in  a  long 
time,  but  my  recollection  of  it  is — and  you  will  correct  me  if  I  am 
wrong  in  my  recollection — that  among  the  questions  involved  was 
the  power  to  tax  this  national  bank. 

Mr.  Knowlton.  That  is  in  the  case. 

Mr.  DoREMus.  And  the  court  held  that  the  national  bank  was  an 
instrumentality  of  the  Government,  and  as  such  was  not  subject  to 
taxation;  in  other  words,  they  put  the  national  bank,  as  it  then 
existed,  in  the  same  category  with  the  United  States  mint  and  cus- 
tomhouse, the  post  office,  and  other  instrumentalities  of  the  Gov- 
ernment.    Is  that  your  recollection  of  it  ? 

Mr.  Knowlton.  Well,  the  fundamental  question,  the  proposition 
for  which  I  cited  the  case,  the  argument  of  Chief  Justice  Marshall, 
which  I  have  quoted,  relates  to  this  fundamental  question,  whether 
the  establishment  of  such  a  Federal  corporation  to  transact  the  bank- 
ing business  for  the  United  States  is  legal  and  valid  under  the  Con- 
stitution, and  that  is  the  only  part  of  the  case  with  which  I  dealt 
particularly.  All  the  rest  to  which  you  refer  is  there,  but  that  is 
rather  incidental. 

Mr.  DoEEMus.  You  do  not  wish  the  committee  to  infer  that  a  rail- 
road corporation  or  railroad  company  incorporated  under  the  Fed- 
eral law  would  be  an  instrumentality  of  the  Government? 

Mr.  Knowlton.  I  should  not,  for  myself,  have  the  corporation  a 
corporation  created  directly  by  a  special  act  of  Congress,  but  under 
legislation  which  would  authorize  it,  and  which  might  subject  it  to 
taxation. 

Mr.  Adamson.  That  is  the  way  the  national  banks  are  authorized^ 
is  it  not? 

Mr.  Knowlton.  Substantially,  I  think. 

Mr.  DoREMus.  In  the  letter  oJE  Mr.  Olney  to  which  Mr.  Esch  refers, 
and  which  Mr.  Thom  has  inserted  at  page  113  of  this  printed  argu- 
ment, Mr.  Olney  makes  these  suggestions,  regarding  the  transfer  of 
the  property  and  rights  of  the  railroad  companies  organized  under 
State  laws  to  the  corporations  that  would  be  organized  under  the 
Federal  statute — 

4.  It  can  not  be  doubted  that  a  railroad  corporation  created  by  a  national 
charter  is  an  apt  instrument  for  the  carrying  on  of  national  trazisportatiOD 
and  that  the  organization  of  such  a  corporation  with  all  appropriate  powers  and 
duties  is  a  fit  subject  for  treatment  under  the  commerce  power. 

5.  Nor  is  it  to  be  doubted,  because  ample  experience  has  shown,-  that  in  this 
matter  of  national  transportation  by  railroads,  public  policy  and  the  public 
welfare  are  nt  one  with  the  law  of  the  country.  They  imperatively  require 
that  the  subject  should  be  dealth  with  in  all  its  phases  by  a  single  authority 
which  can  be  no  other  than  the  Nation  itself.  The  mixed  jurisdiction  over  the 
subject  now  prevailing— the  States  exercising  a  part  mostly  through  State  char- 
ters and  the  United  States  a  part,  mostly  through  the  commerce  power— Is 
thoroughly  archaic,  originated  before  the  true  scope  of  the  commerce  power  was 
generally  understood,  and  has  resulted  in  a  serious  waste  and  inefficiency  in 
railroad  operation  which  is  at  once  matter  of  public  notoriety  and  public 
scandal. 

6.  In  view  of  the  settled  law  of  the  land  as  respects  the  national  commerce 
power,  as  by  virture  of  this  the  United  States  practically  undertakes  to  exer- 
cise the  power  for  thp  benefit  of  the  several  States  and  of  all  the  people  and 
as  transportation  by  railroad  is  within  that  power  and  is  to-day  in  a  condition 
most  unsatisfactory  to  the  private  owners  of  the  railroads,  as  well  as  seriously 
prejudicial  to  the  national  interests,  the  question  is  of  the  remtHly  for  that 
condition. 
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It  may  be  claimed  that  Government  ownership  of  all  national  railroads  is 
tne  only  true  and  adequate  solution,  a  claim  which  time  and  sufficient  experi- 
ment may  show  to  be  well  founded.  Yet  Government  ownership  would  have 
political  bearings  of  such  depth  and  moment  as  ought  to  prevent  its  considera- 
tion until  and  unless  It  is  established  that  there  is  no  way  out.  It  is  best  to 
assume,  in  the  first  instance,  therefore  that  there  is  some  other  way  out ;  that 
the  question  is  essentially  administrative  rather  than  political ;  that  it  concerns 
our  national  housekeeping  rather  than  the  structure  and  stability  of  the  house 
itself.     *     *     *  ■"  , 

Fourth.  Stockholders  of  the  old  corporation,  common  or  preferred,  to  be 
offered  common  or  preferred  shares  or  such  other  intei-csts  in  the  new  corpora- 
tion as,  in  the  judgment  of  the  organizers,  will  make  their  interests  in  the  new 
equivalent  to  their  interests  in  the  old. 

Fifth.  Share  in  the  old  corporation  to  be  purchasable  for  the  new  corporation 
by  the  organizers  on  terms  which  they  may  deem  fair  and  not  injurious  to  other' 
parties  to  the  proposed  corporation;  in  the  event  of  such  purchase  shares  of 
the  new  corporation  to  be  sold  by  the  organizers  to  an  amount  sufficient  to 
enable  them  to  pay  the  a.gi-eed  price. 

Sixth.  Shares  of  the  old  corporation  not  obtainable  by  exchange  or  purchase 
as  above  provided  to  be  taken  by  the  new  corporation  at  its  option  under  the 
power  of  eminent  domain  at  a  price  fixed  by  a  court  of  competent  jurisdiction, 
or  by  such  court  and  a  jury  at  the  election  of  the  stockholder. 

Do  you  care  to 'give  the  committee  the  benefit  of  your  opinion  as, 
to  those  suggestions? 

Mr.  Knowlton.  I  think  that  is  all  possible  and  all  practicable  in 
a  way,  but  I  think  that  his  provision  as  to  taking  stock  under  the 
power  of  eminent  domain  is  unnecessary,  and  that  a  statute  could 
be  passed,  such  as  would  bind  the  minority  and  objecting  stockhold- 
ers to  take  the  value  of  their  stock  or  take  the  price  at  which  the  stock 
should  be  sold  by  a  vote  of  two-thirds,  just  as  they  would  in  winding 
up  the  corporation  take  what  would  come  from  it. 

Mr.  DoREMus.  He  also  makes  this  suggestion: 

The  organizers  to  operate  the  national  railroad  concerned  with  all  the  powers 
of  receivers  of  an  insolvent  railroad  until  a  majority  of  the  capital  stock  of  the 
new  corjioration  shall  have  been  issued  as  hereinbefore  authorized. 

What  would  you  say  as  to  that? 

Mr.  Knowlton.  Well,  I  have  not  undertaken  to  work  out  in  such 
elaborate  detail  all  the  procedure  for  accomplishing  the  general  pur- 
poses which  I  think  ought  to  be  accomplished,  as  Mr.  Olney  did  in  his 
letter,  and  I  do  not  know  whether  I  fully  appreciate  that  particular 
part  which  you  just  read. 

Mr.  DoEEMus.  I  think  that  is  all,  Mr.  Chairman.  I  notice  that 
Mr.  Thom^  in  his  statement,  indicates  that  they  have  in  mind  a 
method  that  is  much  simpler  than  this,  than  the  one  outlined  by  Mr. 
Olney.     I  suppose  it  will  be  presented  to  the  committee  later  on. 

Mr.  Thom.  Yes,  Mr.  Doremus.  I  say  now  that  the  proposal  that 
we  have  in  mind  does  not  deal  at  all  with  the  Federal  corporation 
taking  over  the  stock  of  the  State  corporation  but  with  the  Federal 
corporation  taking  over  the  property  and  assets  of  the  State  corpo- 
ration and  also  assuming  all  of  their  liabilities,  leaving  the  stock  in 
the  hands  where  it  is  now ;  and  that,  as  this  power  is  a  power  exer- 
cised under  the  constitutional  authority  to  regulate  commerce,  if  it  is' 
a  power  to  regulate  commerce,  then  all  those  original  stockholder's 
took  their  stock  subject  to  the  subsequent  exercise  by  Congress  of  this 
regulating  power  and  can  not  be  heard  to  object  if  Congress  does  do 
that,  and  as  a  proper  method  of  regulating  commerce  requires  Fed- 
eral incorporation.     I  shall  ask  the  committee  for  an  opportunity  of 
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presenting  an  argument  on  this  legal  question  before  we  finally  get 
through  with  the  hearings. 

The  Vice  Chairman.  I  wanted  to  supplement  the  answer  to  Mr. 
Doremus's  question  before  turning  the  witness  over  to  Mr.  Sims,  if 
Mr.  Sims  will  permit. 

Mr.  Sims.    Certainly. 

The  Vice  Chairman.  Touching  the  vote  and  method  of  going  into 
these  Federal  corporations,  if  it  is  a  voluntary  system  of  develop- 
ment, which  you  and  I  seem  to  favor — that  is,  if  we  have  to  have  any, 
I  would  rather  agree  with  you  than  with  the  other  people — then  it 
would  require  just  the  same  vote  and  procedure  as  it  would  to  sell  the 
property,  would  it  not? 

Mr.  Knowlton.  I  think  just  the  same. 

The  Vice  Chairman.   That  is  aU. 

Mr.  Sims.  I  do  not  think  I  want  to  ask  the  judge  very  many  ques- 
tions ;  but  if  I  understand  you,  Judge^  in  your  replies,  you  are  not  in 
favor  of  a  general  compulsory  requirement  upon  all  railroad  com- 
panies to  take  out  a  Federal  charter? 

Mr.  Knowlton.  Well,  yes.  I  do  not  say  take  out  Federal  charters, 
but  I  am  in  favor  of  a  compulsory  requirement  that  all  interstate 
commerce  shall  be  conducted  over  railroads  acting  under  Federal 
charters;  arid  that,  of  course,  would  virtually  preclude  the  success- 
ful operation  of  State  railroads  and  would  compel  the  State  railroads 
to  avail  themselves  of  such  provision  as  is  made  for  them,  to  save  loss 
on  their  property. 

Mr.  Sims.  In  otber  words,  you  would  stop  the  wheels  of  inter- 
state commerce? 

Mr.  Knowlton.  No,  sir.  After  due  time,  and  when  there  is  oppor- 
tunity to  accomplish  the  whole  business,  I  should  say  that  interstate 
commerce  must  be  conducted  over  railroads  chartered  under  Federal 
law,  and  that  virtually,  of  course — as  to  all  great  railroads,  cer- 
tainly— would  wind  up  the  State  railroads,  compel  them  to  dispose 
of  their  property  or  to  avail  themselves  of  the  provision  Congress 
makes  for  them. 

The  Vice  Chairman.  I  want  to  withdraw  my  agreement  to  part 
of  your  views. 

Mr.  Sims.  But,  Judge,  is  not  the  good  that  is  to  come  from  uni- 
versal Federal  incorporation  to  be  mainly  to  concentrate  regulation 
in  one  regulating  authority  and  one  regulating  body  ? 

Mr.  Knowlton.  I  think  that  is  a  very  important  element  in  it. 

Mr.  Sims.  Is  it  not  the  chief  object  and  aim  and  end  of  it  ? 

Mr.  Knowlton.  I  think  there  are  numerous  other  advantages  be- 
sides that.  That  may  be  the  most  important  of  them  all.  That  is  a 
very  important  one. 

Mr.  Sims.  In  your  judgment,  you  think  that  the  States  would  over- 
regulate,  or  may  if  they  continue ;  that  the  States  would  regulate  to 
the  extent  of  the  powers  that  they  have  unless  the  Federal  Govern- 
ment should  go  in  and  assume  the  regulating  authority,  which  it  has 
the  right  to  do  ? 

Mr.  Knowlton.  Different  States  regulate  the  same  railroad  in  dif- 
ferent ways,  if  it  happens  to  be  a  railroad  incorporated  in  these  sev- 
eral States,  and  different  public-service  commission  act  somewhat 
differently.    Of  course,  there  is  harmony  in  many  particulars,  and  I 
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assume  that  they  are  trying  to  approximate  harmony;  but  the  diffi- 
*^"^es,  I  think,  are  great  in  that  particular. 

Mr.  Sims.  One  of  the  troubles,  then,  in  your  judgment,  is  that  there 
IS  too  much  adverse  and  diverse  and  contradictory  and  unnecessary 
regulation  on  the  part  of  the  States? 

Mr.  Knowlton.  Yes,  sir ;  that  is  one. 
_    Mr.  Sims.  And  you  want  to  avoid  that  by  having  all  the  railroads 
incorporated  under  the  Federal  Government,  so  as  to  avoid  this  State 
regulation,  so  far  as  that  will  avoid  it,  and  concentrate  it  in  one  regu- 
lating authority? 

Mr.  Knowlton.  I  think  there  should  be  a  single  system  of  regula- 
tion, and.  not  several  systems  covering  the  same  railroad. 

Mr.  Sims.  Would  it  not  be  necessary,  then,  to  have  a  single  regu- 
lating authority  ? 

Mr.  Knowlton.  In  a  sense  it  would  be ;  that  is,  the  Interstate  Com- 
merce Commission,  or  something  corresponding  to  it. 

Mr.  Sims.  The  Interstate  Commerce  Commission  is  exercising  only 
such  authority  as  Congress  confers  upon  it.  It  is  Federal  regula- 
tion— Government  regulation. 

Mr.  Knowlton.  Yes;  the  Federal  Government  does  it.  I  want  to 
ask  the  chairman — perhaps  he  was  absent — if  he  noticed  this  in  what 
I  read:  I  said  that  the  regulations  or  the  provisions  in  reference  to 
Federal  incorporation  might  be  more  or  less  strict  in  various  particu- 
lars, and  much  might  be  accomplished,  probably,  stopping  short  of 
what  I  said  I  should  think  would  be  the  best  thing ;  but  my  own  view 
would  be  that  as  to  interstate  commerce  the  logical  result  would  be 
to  have  it  all  done  by  railroads  acting  under  Federal  charters. 

The  Vice  Chairman.  Under  that  view  of  interstate-commerce  rail- 
roads every  old  woman  carrying  a  basket  of  eggs  across  a  State  line 
is  acting  in  interstate  commerce;  and  the  birth  of  a  man  or  the  in- 
corporation of  a  company  has.  nothing  on  earth  to  do  with  the  con- 
trol of  sovereignty  over  that  man  or  that  company. 

Mr.  Knowlton.  What  I  said  in  this  paper  was  that  interstate  com- 
merce conducted  over  railroads  should  be  under  railroads  having 
Federal  charters.  I  agree  that  as  to  the  woman  who  takes  a  basket 
of  eggs  across  a  State  line,  Congress  would  hardly  make  any  statute. 

The  Vice  Chairman.  Suppose  there  was  a  different  law  in  each 
State  for  the  marketing  of  eggs ;  would  you  think  that  that  ought  to 
be  under  Federal  incorporation? 

Mr.  Knowlton.  I  am  inclined  to  think  that  that  carries  us  further 
into  details  than  I  anticipated. 

The  Vice  Chairman.  You  are  dealing  only  with  railroads,  and 
you  have  not  broadened  out  and  looked  at  everything.  Railroads  are 
one  feature. 

Mr.  Knowlton.  Railroads  are  the  feature  with  which  we  are  deal- 
ing. 

The  Vice  Chairman.  Take  mortgages  in  different  States ;  are  you 
going  to  require  that  Congress  shall  pegulate  all  those  mortgages  ? 

Mr.  Knowlton.  What  I  have  been  considering  is  interstate  com- 
merce conducted  over  railroads. 

The  Vice  Chairman.  You  can  get  yourself  lost  in  theorizing  on 
uniformity  and  run  right  counter  to  God  and  nature  and  the  Su- 
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preme  Court  of  the  United  States,  which  has  formally  declared  that 
there  is  no  such  thing  as  uniformity  in  the  United  States. 

Mr.  Sims.  In  concentj'ating  the  power  of  regulation  or  control  in 
the  Federal  Government,  do  you  not  think  it  wise  that  the  National 
Government  should  exercise  all  the  control  over  these  railroads  doing 
an  interstate  business,  which  it  has  the  power  to  provide  and  exer- 
cise every  element  and  every  detail  of  it  ? 

Mr.  Knowlton.  I  do  not  quite  think  that.  Judge  Sims.  I  think 
that  there  are  local  matters  about  which  Congress  might  legislate^ 
and  which  it  might  subject  to  national  regulation,  which  it  might 
be  better,  because  of  the  narrow  local  quality  of  them,  to  leave  to- 
local  tribunals.  But  as  to  those  things  which  affect  the  great  general 
business  of  commerce,  I  think  there  should  be  a  single  source  of  regu- 
lation. 

Mr.  Sims.  Then,  anything  that  a  State  or  county  or  city  might  do 
that  would  substantially  interfere  with  the  ability  of  the  railroad  to 
perform  the  functions  of  interstate  commerce  equally  and  impar- 
tially and  fairly,  in  all  its  relations  with  all  the  different  States- 
through  which  it  runs,  and  with  all  the  services  that  it  may  be  called 
on  to  perform — in  other  words,  uniform  service? 

Mr.  Knowlton.  I  think  that  Congress  in  providing  for  the  regu- 
lation of  interstate  commerce  should  go  as  far  as  it  is  reasonably 
necessary  to  achieve  the  best  results,  to  make  effectual  the  regulation ; 
but  I  think  it  might  stop  short  without  interfering  with  general  re- 
sults; it  might  stop  short  of  some  specific  local  matters. 

Mr.  Sims.  If  you  do  not  cover  the  whole  field,  then  may  not  the 
States  occupy  the  uncovered  field,  and  to  that  extent  be  an  annoy- 
ance and  a  vexation  and  a  detriment  to  the  economic  operation  of  the 
railroad  company? 

Mr.  Knowlton.  Yes,  sir;  but  if  the  uncovered  field  is  large  enough 
and  of  such  a  kind  as  to  be  a  serious  detriment  to  interstate  commerce^ 
then  Congress  ought  to  go  a  little  further  and  take  care  of  it.  I 
would  not  leave  a  field  of  that  kind. 

Mr.  Sims.  Would  you  leave  taxation  to  the  State,  as  it  is  now  ? 

Mr.  Knowlton.  I  do  not  know  whether  I  would  say  as  it  is  now. 

Mr.  Sims.  Well,  would  you  leave  taxation  to  the  States,  unaffected 
and  unregulated  or  uncontrolled  by  the  National  Government 
through  its  instrumentalities? 

Mr.  Knowlton.  My  impression  is  that  I  should  leave  taxation  to 
a  certain  extent  and  in  certain  fields  to  the  States,  and  perhaps  not 
others. 

Mr.  Sims.  You  would  split  it  up,  then? 

Mr.  Knowlton.  Well,  taxation  is  split  up  into  a  good  many  frag- 
ments nowadays. 

Mr.  Sims.  I  know;  but  you  are  going  to  let  the  States  retain  part 
of  the  taxation  which  the  Federal  Government  may  have  the  power 
to  prevent  or  to  exercise  itself? 

Mr.  Knowlton.  Of  course,  it  is  possible  to  do  those  things  one 
way  or  another.  Which  would  be  the  wiser  way  in  such  a  detail 
as  that  I  am  not  prepared  at  this  moment  to  answer  to  my  own  sat- 
isfaction. 

Mr.  Sims.  Suppose  the  different  States  levy  taxation  which  is  so 
unequal  as  between  each  other,  in  miles  of  road  or  value  of  property, 
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<iv  income,  net  or  gross,  as  to  make  it  a  substantial  discrimination  in 
favor  of  or  against  a  particular  State;  I  mean  the  people  of  some 
particular  State  served  by  the  line;  would  you  then  think  that  the 
National  Government  should  exercise  its  authority  to  prevent  the 
States  from  taxing  at  all  this  nationally  incorporated  railroad  ? 

Mr.  Knowlton.  I  think  the  National  Government  should  prevent 
taxation  to  that  extent  and  with  that  result.  I  do  not  know  that 
it  necessarily  follows  that  it  should  prevent  taxation  at  all. 

Mr.  Sims.  I  mean  regulate  taxation;  I  do  not  mean  prevent  it, 
but  regulate  or  fix  or  determine  what  tax  shall  be  levied  and  collected, 
and  should  be  uniform  in  the  different  States  served  by  the  corpora- 
tion. 

Mr.  Knowlton.  If  you  are  not  going  to  put  all  your  taxation  into 
the  General  Government  or  State  governments,  just  where  you  would 
draw  the  line  may  be  a  matter  of  difficulty  calling  for  nice  and  care-  ' 
ful  consideration.  My  impression  now  "is  that  I  should  draw  the 
line,  leaving  certain  qualities  of  taxation  to  the  State;  but  perhaps 
that  would  not  be  the  wisest  way. 

Mr.  Sims.  In  taxation  as  a  general  principle,  would  you  tax  rail- 
roads upon  their  physical,  tangible  properties  located  within  the 
States,  or  would  you  tax  them  upon  the  amount  of  outstanding 
capital,  stocks  and  bonds,  or  would  you  tax  them  according  to  net 
or  gross  earnings? 

Mr.  Knowlton.  Those  are  details  which  I  have  not  considered  in 
particular,  and  I  could  not  give  you  an  opinion  which  I  should  feel 
was  certainly  my  final  opinion  upon  such  questions  as  that.  I  think 
they  are  details  that  we  need  not  undertake  to  work  out  at  this 
moment. 

Mr.  Sims.  It  seems  to  me  that  if  you  are  going  to  deprive  the 
States  of  the  authority  to  do  anything  that  they  now  do,  we  should 
know  why;  and  then  if  the  National  Government,  under  national 
charter,  is  going  to  exercise  any  authority  that  it  does  not  now  ex- 
ercise, it  should  exercise  this  authority  where  the  States  are  not  now 
uniformly  exercising  the  same  authority,  with  its  effect  on  the  ability, 
of  the  corporation  to  perform  its  services. 

Mr.  Knowlton.  In  Massachusetts,  as  to  taxation  of  railroads,  we 
tax  them  just  as  we  tax  any  other  property,  any  real  estate  owned 
by  the  railroad  company  outside  of  its  regular  right  of  way.  We 
tax  that.  We  do  not  tax  its  property  within  the  right  of  way  which 
is  devoted  strictly  and  narrowly  to  a  public  use,  but  we  impose  a 
franchise  tax  upon  the  railroad,  upon  all  its  property;  so  that  there 
are  two  kinds  of  tax.  The  franchise  tax  is  a  general  tax  which 
depends  upon  the  value  of  the  capital  and  the  value  of  the  property 
as  a  whole ;  and  then  taxation  of  property  which  it  happens  to  own 
outside  of  the  strictly  and  narrowly  public  use  of  a  right  of  way. 
There  are  various  ways  of  working  out  taxation. 

Mr.  Sims.  I  am  not  asking  you  for  the  details  of  the  Massachusetts 
taxation-  I  am  only  thinking  whether  the  Government  should  have 
the  taxation  or  the  State  of  Massachusetts. 

Mr.  Knowlton.  I  mentioned  that  rather  by  way  of  illustration 
of  the  different  ways  in  which  you  can  deal  with  such  questions. 
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Mr.  Sims.'  Here  is  a  table  of  State  railroad  taxes  for  the  year  1914 
which  has  just  been  publidied  in  a  book  which  was  loaned  me.  The 
book  is  entitled  "  Government  Partnership  in  Eailroads."  Mr.  Mark 
Wymone  is  the  author  of  it,  but  I  suppose  he  took  his  figures  from 
official  sources.  New  Jersey  collected  in  that  year  $6,004,781  in  taxes, 
which  equaled  $3,068  per  mile  of  line.  New  Jersey  has  2,152  miles, 
or  about  that.  She  collected  on  that  2,162  miles  $6,604,781.  I  do 
not  know  the  system  by  which  New  Jersey  collects  its  railroad  tax, 
but  I  know  that  $3,068  per  mile  of  line,  if  it  is  applied  to  all  of  the 
railroad  mileage  in  the  United  States  upon  a  mileage  basis,  that  a 
good  many  of  them  are  going  into  receivers'  hands  to  stay. 

Mr.  EscH.  That  does  not  show  whether  it  is  single  or  double  track, 
Judge. 

Mr.  Sims.  I  am  supposing  that  the  "  per  mile  of  line ''  all  mean  the 
same  thing. 

Mr.  EscH.  But  the/  may  be  double  track. 

Mr.  Sims.  But  I  am  supposing  that  in  every  State  here  the  "  mile 
of  line  "  means  the  same  thing  in  this  table.  Now,  New  Jersey  got 
$3,068  per  mile  of  line  in  ]  914,  and  South  Dakota  got  $255  per  mile 
of  line.  The  average  for  ail  the  railroads  of  the  United  States  during 
that  year  was  $579  per  mile  of  line.  The  amount  collected  was 
$136,263,054.  But  if  every  State  in  the  United  States  collected  per 
mile  of  line  the  same  amount  in  taxes  as  did  New  Jersey  for  that 
year  the  taxes  would  have  amounted  to  $681,315,270.  Now,  do  you 
not  think  such  a  power  of  taxation  exercised  by  a  State  might  hamper 
a  railroad  running  through  that  State  into  another  State  whose  tax 
is  but  $255  a  mile  in  rendering  such  service  and  charging  such  rates 
and  making  such  improvements  throughout  its  entire  mileage  as  it 
could  if  no  such  tax  was  collected  ? 

Mr.  Knowlton.  There  would  have  to  be  some  method  adopted  of 
working  out  what  seemed  to  be  the  best  approximation  to  justice. 
1  think,  taking  all  the  railroads  in  the  United  States  together,  that 
taxation  by  mile  of  line  would  be  a  very  inequitable  manner  of  taxa- 
tion when  you  take  South  Dakota  and  compare  it  with  Connecticut. 

Mr.  Sims.  There  is  no  doubt  about  that.  Now,  in  your  State, 
Massachusetts,  in  that  year  you  collected  $3,232,883,  or  $1,550  a 
mile.  You  collected  a  little  less  than  half  what  New  Jersey  did 
per  mile  of  line.  The  State  of  New  York  for  that  year  collected 
$10,709,702,  or  $1,311  per  mile  of  line.  The  State  of  Texas,  having 
14,658  miles  of  Hne,  collected  for  the  same  year  $4,382,808,  or  $299 
per  mile.  If  the  State  of  Texas  had  collected  the  same  tax  per  mile 
of  line  that  New  Jersey  did,  for  that  State  alone  it  would  have 
amounted  to  $44,970,744  for  that  year.  And  the  State  of  Illinois, 
having  12,000  miles  of  line,  instead  of  collecting  what  it  did  collect, 
$8,097,545,  or  $675  a  mile,  would  have  collected  $36,816,000  a  mile. 

I  will  ask  to  have  the  complete  table  inserted  in  the  record  at  this 
point. 

(The  table  referred  to  is  here  printed  in  full,  as  follows:) 
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State  railroad  taxes,  year  IBlJf. 
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state. 


New  Jersey 

Rhode  Island.. !".""" 
District  ot  Columbia 

Massachusetts 

New  York... 

Ohio ;;;;■ 

Connecticut .,. 

Washington 

Pennsylvania 

Maryland 

Oregon 

Illinois 

Indiana 

California 

Idaho 

New  Hampshire 

Wisconsin 

Kentucky 

Minnesota 

Virginia 

West  Virginia 

Oklahoma 

Utah 

Arizona 

Michigan 

Vermont 


Amount. 

Per  mile 
of  line. 

$6,604,781 

S3, 068 

365,252 

1,846 

57,394 

1,678 

3,-232,883 

1,650 

10,709,722 

1,311 

9,235,378 

1,032 

1,013,836 

1,017 

4,860,509 

■  995 

8,824,383 

831 

983,434 

732 

1,730,265 

683 

■8,097,545 

675 

4,880,652 

670 

4,925,589 

665 

1,738,925 

662 

809,313 

649 

4,387,545 

619 

2,188,544 

619 

6,396,777 

605 

2,428,900 

679 

1,760,479 

657 

3,391,688 

S45 

1,096,726 

641 

1,133,451 

625 

4,316,394 

619 

499,224 

609 

State. 


Maine 

Nevada 

Arkansas 

Tennessee 

Wyoming 

Delaware M. 

Montana 

New  Mexico 

Mississippi 

Nebraska 

Kansas 

Louisiana 

Colorado 

Alabama 

North  Dakota 

Iowa : 

North  Carolina 

Texas 

South  Carolina 

Florida w.. 

Missouri 

Georgia 

South  DaVota 

Total,  United  States. 


Amount. 


1,060,3.36 
983,927 
2,018,598 
1, 644, 120 
789, 340 
149,402 
2,119,912 
1,276,641 
1,702,928 
2,  .594, 8.51 
3,593.097 
1,778,823 
2,026,619 
1,755,382 
1, 782, 144 
3,283,344 
1, 449, 443 
4,382,808 
938.990 
1.207.674 
2.173.382 
1, 820, 601 
1,061,203 


1136,263,054 


Permile 
of  line. 


496 
472 
466 
448 
448 
446 
445 
443 
442 
420 
396 
381 
372 
357 
354 
337 
336 
299 
288 
281 
279 
277 
266 
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1  Excludes  $4,769,612  assessed  by  the  United  States  Government  and  other  smaller  items  on  Canadian 
mileage. 

Mr.  Sims.  Now,  are  not  these  enormous  differences  in  the  amount 
of  taxes  collected  per  mile  of  line  in  the  different  States  of  the 
Union  sufficient  of  themselves  to  show  that  if  it  is  necessary  for^the 
Federal  authorities  to  take  exclusive  control  of  any  burden  of  the 
railroads  that  they  now  have  to  bear  it  certainly  ought  to  take  charge 
of  the  amount  of  taxes  that  might  be  collected  from  the  same  rail- 
road company  operating  in  different  States;  and  why  should  taxa- 
tion be  left  out  and  excepted  from  the  provisions  of  a  national 
charter? 

Mr.  Knowlton.  I  have  no  doubt  that  Congress  should  make  some 
provisions  in  reference  to  taxation  of  Federal  corporations. 

Mr.  Sims.  That,  then,  should  be  uniform  ? 

Mr.  Knowlton.  Well,  I  would  not  say  that  it  should  be  the  same 
rate  per  mile  in  Dakota  that  it  is  in  New  Jersey. 

Mr.  Sims.  No  ;  uniform  taxation  does  not  mean  that.  This  is  done 
in  this  way  by  mile  of  line.  Now,  it  seems  to  me  the  suggestion  of 
taxation  on  gross  earnings  of  a  railroad  is  the  best  and  most  uniform 
system  that  can  be  adopted ;  but,  whatever  the  tax  is  on  a  railroad 
doing  an  interstate  business,  it  should  be  uniform.  Therefore  I  can 
not  understand  why  a  gentleman  coming  before  this  committee  advo- 
cates leaving  the  taxing  power,  which  is  the  power  to  destroy,  un- 
hampered, uncontrolled,  and  unregulated,  in  the  hands  of  the  States 
but  wants  to  take  away  from  it  the  other  powers  that  the  States  can 

exercise.  ^  .,       ,  n  ,     ,,   , 

Mr.  Knowlton.  I  would  not  leave  it  unhampered,  uncontrolled, 

and  unregulated  in  the  States. 

Mr.  Sims.  Now,  then,  in  granting  a  national  charter  would  not 
Congress  have  a  right  to  place  any  condition  in  the  charter  that  it 
saw  proper? 

Mr.  Knowlton.  I  think  so. 
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Mr.  Sims.  With  reference  to  everything  pertaining  to  the  func- 
tions to  be  performed  by  the  charter  ? 

Mr.  Knowlton.  I  think  so. 

Mr.  Sims.  I  agree  with  you.  I  think  so,  too ;  but  I  am  asking  you 
for  your  opinion  and  judgment  on  it.  And  if  overregulation  is 
affecting  the  railroads  economically — and  I  think  it  is;  I  do  not 
thinlj  anybody  can  cpiestion  that,  that  some  regulation  is,  by  the 
States  and  multiplicity  of  regulatory  bodies — can  we  tell  to  what 
extent  it  is  goirfg  to  go  if  it  goes  to  its  limit  in  all  of  the  States  of  the 
Union  ? 

Mr.  Knowlton.  I  have  assumed  that  these  Federal  corporations 
will  be  corporations  covering  a  certain  system,  a  certain  part  of  the 
country;  that  it  would  not  be  one  great  corporation  for  the  whole 
country,  and,  on  the  othep  hand,  it  would  not  be  a  corporation  lim- 
ited by  State  lines,  and  that  there  would  be  some  tribunal  created 
that  would  deal  with  the  matter  of  incorporation,  with  various 
powers,  and  that  there  will  be  some  provision  with  regard  to  taxa- 
tion as  to  these  corporations  in  different  parts  of  the  country,  some 
system  adopted.  I  have  not  attempted  to  work  out  what  will  be  a 
good  system  of  taxation. 

Mr.  Sims.  Now,  I  will  ask  you  a  practical  question.  It  is  often, 
perhaps,  better  to  do  something  that  we  are  not  doing,  or  refrain 
from  doing  something  that  we  are  doing,  but  when  it  has  to  be  done 
by  law,  and  the  law  has  to  be  made  by  a  legislative  body,  and  the 
members  of  that  body  have  to  be  elected  by  the  people,  it  makes  it 
practically  very  difficult  to  carry  out  the  theoretically  best  plan. 
Now,  do  you  think  it  is  reasonable  to  suppose  for  a  moment  that  the 
State  of  New  Jersey  and  these  States,  like  your  own,  where  you  get 
$1,150  per  mile,  and  New  York  $1,311  per  mile,  that  they  will  readily 
consent  to  give  up  this  power  to  tax  the  tangible  property  through 
their  States  to  the  United  States  Government  ? 

Mr.  Knowlton.  I  should  hope  that  the  people  of  the  different 
States — ^the  people  of  the  State  where  I  live — would  want  to  do,  and 
would  consent  to  do,  that  which  was  for  the  public  interest,  if  they 
are  convinced  it  is  for  the  public  interest. 

The  Vice  Chairman.  The  time  for  adjournment  has  arrived;  and- 
without  objection  by  the  committee,  it  will  be  ordered  that  the  com- 
mittee shall  stand  adjourned,  subject  to  the  call  of  the  chairman,  or 
the  acting  chairman  in  the  absence  of  the  chairman,  at  any  time  after 
two  weeks  from  to-day. 

Gentlemen,  the  hearings  that  have  been  printed  have  been  exhausted, 
and  repeated  references  have  been  made  by  Judge  Lovett  and  Mr. 
Kruttschnitt  to  the  testimony  of  Mr.  Thelen,  and  I  shall  take  the 
liberty  to  print  either  the  statement  that  Mr.  Sims  read  from  the 
newspapers  from  Mr.  Thelen  or  to  reprint  his  testimony;  also  a 
speech  which  was  printed  in  Mr.  Thelen's  testimony  by  a  gentleman 
from  Virginia,  whose  name  I  have  forgotten.  I  will  also  print  in 
the  hearings,  touching  the  car  service  that  Mr.  Esch  examined  Mr. 
Kruttschnitt  about,  the  paper  from  Mr.  Prince,  who  has  a  plan  with 
reference  to  car  shortage. 
That  being  understood,  the  committee  will  stand  adjourned. 

(Thereupon,  at  1.30  o'clock  p.  m.,  the  joint  committee  adjourned, 
subject  to  the  call  of  the  chairman.) 
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[Utilities  Magazine,  January,  1917.] 

The  Newlands  Railuoad  Investigation. 

J  Max  Thelen,  President  National  Association  of  Railioay  Commissioners. 

nf ''r!imi^t*J®^'^^  Government  is  now  engaged  in  two  public-utility  investigations 
oi  momentous  importance. 

rnn!^nn!jI^o  "J^fstigation,  in  order  of  time,  is  the  valuation  of  all  the  interstate 
Tn/i,°Jl,L  r°  t*^l'5phone  and  telegraph  companies,  now  being  conducted  by  the 
1^1  \ ft,  Commerce  Commission,  by  its  Division  of  Valuation.  This  proceed- 
ing is  tne  most  gigantic  public-utility  valuation  ever  undertaken. 
^^J"  1?  ?^^°^^  investigation  is  far  broader  than  the  first  in  its  scope,  and  may 
result  m  an  entirely  changed  relationship  between  Government,  State  and  Fed- 
eial,  and  all  public  utilities  engaged  in  commerce  among  the  States  or  with 
loreign  nations.  The  Newlands  railroad  investigation,  so  called,  is  not  confined 
to  railroads.  It  includes  all  public  utilities  engaged  in  commerce  among  the 
btates  and  with  foreign  nations— railroad,  telegraph,  telephone,  wireless,  cable, 
water  carrier,  and  express  companies.  It  covers  not  merely  the  public  regu- 
lation ot  these  various  classes  of  utilities  but  also  the  entire  subject  of  Govern- 
ment ownership  of  these  utilities  and  the  relative  merits  of  Government  own- 
ership as  compared  with  Government  regulation  of  all  these  utilities.  Never 
before  has  the  Federal  Government  undertaken  an  inquiry  so  colossal,  so 
fraught  with  momentous  potentalities,  economic,  financial,  and  governmental. 

president's  message. 

The  Newlands  railroad  investigation  was  initiated  in  response  to  the  Presi- 
dent's message  to  Congress,  presented  on  December  7,  1915.  The  relevant  por- 
tions of  the  message  read  as  follows : 

"  In  the  meantime  may  I  make  this  suggestion?  The  transportation  problem 
is  an  exceedingly  serious  and  pressing  one  in  this  country.  There  has  from 
time  to  time  of  late  been  reason  to  fear  that  our  railroads  would  not  much 
longer  be  able  to  cope  with  it  successfully  as  at  present  equipped  and  coordi- 
nated. I  suggest  that  it  would  be  wise  to  provide  for  a  commission  of  inquiry 
to  ascertain  by  a  thorough  canvass  of  the  whole  question  whether  our  laws, 
as  at  present  framed  and  adrainistei-ed,  are  as  serviceable  as  they  might  be 
in  the  solution  of  the  problem.  It  is  obviously  a  problem  that  lies  at  the  very 
foundation  of  our  efficiency  as  a  people.  Such  an  inquiry  ought  to  draw  out 
every  circumstance  and  opinion  worth  considering,  and  we  need  to  know  all 
sides  of  the  matter  if  we  mean  to  do  anything  in  the  field  of  Federal  legislation. 

"  No  one,  I  am  sure,  would  wish  to  take  any  backward  step.  The  regulation 
of  the  railways  of  the  country  by  Federal  commission  has  had  admirable  re- 
sults and  has  fully  justified  the  hopes  and  expectations  of  those  by  whom  the 
policy  of  regulation  was  originally  proposed.  The  question  is  not  what  should 
we  undo.  It  is  whether  there  is  anything  else  we  can  do  that  would  supply  us 
with  effective  means,  in  the  very  process  of  regulation,  for  bettering  the  con- 
ditions under  which  the  railroads  are  operated,  and  for  making  them  more 
useful  servants  of  the  country  as  a  whole.  It  seems  to  me  that  It  might  be  the 
part  of  wisdom,  therefore,  before  further  legislation  in  this  field  is  attempted, 
to  look  at  the  whole  problem  of  coordination  and  efliciency  in  the  full  light  of  a. 
fresh  assessment  of  circumstances  and  opinion  as  a  guide  to  dealing  with  the 
several  parts  of  it." 

the  .joint  resolution. 

In  response  to  the  President's  suggestion.  Senate  joint  resolution  No.  60  was 
introduced  in  the  Senate.  After  amendment  on  the  floor  of  the  Senate  so  as  to 
include  the  question  of  Government  ownership,  the  resolution  was  adopted  by 
both  Houses  of  Congress  and  approved  by  the  President  on  July  20,  1916. 
The  resolution  reads  as  follows : 

"  Resolved  Viy  the  Senate  and  House  of  Representatives  of  the  United  States 
of  Ameriea  in  Congress  assembled,  That  the  Interstate  Commerce  Committee 
of  the  Senate  and  the  committee  of  the  House  of  Representatives  on  In- 
terstate and  Foreign  Commerce,  through  a  joint  subcommittee  to  con- 
sist of  five  Senators  and  five  Representatives,  who  shall  be  selected  by 
said    committees,    respectively,   be,    and    they    hereby    are,    appointed    to    in- 
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vestigate  the  subject  of  the  Government  control  and  regulation  of  inter- 
state and  foreign  transportation,  the  efficiency  of  the  existing  system  in 
protecting  the  rights  of  shippers  and  carriers  and  in  promoting  the  public  in- 
terest, the  incorporation  or  control  of  the  incorporation  of  carriers,  and  all  pro- 
posed changes  in  the  organization  of  the  Interstate  Commerce  Commission  and 
the  act  to  regulate  commerce,  also  the  suliject  of  Government  ownership  of  all 
public  utilities,  such  as  telegraph,  wireless,  cable,  telephone,  express  companies, 
and  railroads  engaged  in  interstate  and  foreign  commerce  and  report  as  to  the 
wisdom  or  feasibility  of  Government  ownership  of  such  utilities  and  as  to  the 
comparative  worth  and  efficiency  of  Government  regulation  and  control  as 
compared  with  Government  ownership  and  operation,  \^'ith  authority  to  sit 
during  the  recess  of  Congress  and  with  power  to  suumion  witnesses,  to  ad- 
minister oaths,  and  to  require  the  various  departments,  commissions,  and 
other  Government  agencies  of  the  United  States  to  furnish  such  information 
and  render  sucii  assistance  as  may,  in  the  judgment  of  the  joint  subcommittee, 
be  deemed  desirable,  to  appoint  necessary  experts,  clerks,  and  stenographers, 
and  to  do  whatever  is  necessary  for  a  full  and  comprehensive  examination  and 
study  of  the  subject  and  report  to  Congress  on  or  before  the  second  Monday  in 
January,  1917 ;  that  the  sum  of  $24,000,  or  so  much  thereof  as  is  necessary  to 
carry  out  the  purposes  of  this  resolution  and  to  pay  the  necessary  expenses  of 
the  subcommittee  and  its  members,  is  hereby  appropriated  out  of  any  money  in 
the  Treasury  not  otherwise  appropriated.  Said  appropriation  shall  be  imme- 
diately available  and  shall  be  paid  out  on  the  audit  and  order  of  the  chairman 
or  acting  chairman  of  said  subcommittee,  which  audit  and  order  shall  be 
conclusive  and  binding  upon  all  departments  as  to  "the  correctness  of  the  ac- 
counts of  such  subcommittee." 

As  will  be  observed,  the  joint  resolution  provides  for  investigation  of  the 
following  subjects : 

1.  Government,  control  and  regulation  of  interstate  and  foreign  transporta- 
tion. 

2.  The  efficiency  of  the  existing  .system  in  protecting  tlie  rights  of  shippers 
and  carriers  and  in  promoting. the  public  interest. 

3.  The  incorporation  or  control  of  the  incorporation  of  carriers. 

4.  All  proposed  changes  in  the  organization  of  the  Interstate  Commerce 
Commission  and  the  act  to  regulate  commerce. 

5.  Government  ownership  of  all  public  utilities,  such  as  telegraph,  wireless, 
cable,  telephone,  express  companies,  and  railroads,  engaged  in  interstate  or 
foreign  commerce ;  the  wisdom  or  feasibility  of  Government  ownership  of 
such  utilities;  and  the  comparattive  worth  and  efficiency  of  Government  regu- 
lation and  control  as  compared  with  Government  ownership  and  operation. 

THE  JOINT  COMMITTEE. 

The  following  members  of  the  Senate  and  House  were  appointed  members 
of  the  joint  committee : 

Senate:  Francis  G.  Newlands,  Nevada;  .Joseph  T.  Robinson,  Arkansas; 
Oscar  W.  Underwood,  Alabama ;  Albert  B.  Cummins,  Iowa  ;  Prank  B.  Brande- 
gee,  Connecticut. 

House  of  Representatives:  William  C.  Adamson,  Georgia;  Thetus  W  Sims 
Tennessee;  William  A.  CuUop,  Indiana;  .John  J.  Esch,  AVisconsin ;  Edward  U 
Hamilton,  Michigan. 

The  members  of  the  joint  committee  organized  by  selecting  as  chairman 
Francis  G.  Newlands  and  as  vice  chairman  William  C.  Adamson. 

THE  HEARINGS. 

The  first  hearing  was  held  in  Washington  on  November  20,  1916.  Subsequent 
hearings  were  held  on  November  23,  24,  25,  27,  28,  and  29  and  December  1,  2, 
6,  7,  and  9.  On  the  last  day  the  joint  conniiittee  adjourned  until  the  further 
call  of  the  chairman.  It  is  supposed  that  Congress  will  continue  the  joint  com- 
mittee and  will  extend  its  time  to  report,  and  that  sessions  may  be  resumed 
after  March  4,  1917,  if  not  earlier. 

More  than  nine  months  ago  the  railroads  publicly  announced  that  they  had 
a  plan  or  program  of  remedial  legislation  which  they  desired  to  present  tO' 
Congress.  In  fact,  it  is  generally  imderstood  that  the  hereinbefore-quoted  para- 
graphs from  the  President's  message  of  December  7,  1915,  were  inserted 
becau.se  of  the  representations  of  the  railroad  executives  to  the  President  that 
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tlie  railroads  were  sufEering  and  that  they  had  a  program  of  remedies  wliich 
T:ney  desired  to  present  to  Congress. 

Nevertheless,  at  the  first  hearing  of  the  joint  committee  the  railroads  took 
tne  position  that  they  were  not  ready,  that  their  minds  were  in  a  formative 
stage,  and  that  they  wished  thereafter  to  formulate  suggestions  in  the  light 
or  such  testimony  as  might  first  be  presented  by  the  "  represenatlves  of  the 
puDlic,  meaning  thereby  various  chambers  of  commerce,  boards  of  trade  and 
pourses,  economists,  publicists,  bankers,  and  financiers.  It  may  be  pertinent 
in  this  connection  to  observe  that  most  of  the  various  chambers  of  commerce, 
boards  of  trade,  and  bourses  which  have  entered  their  appearance  before  the 
joint  committee  intend  to  present  the  railroad  program,  or  parts  thereof,  and 
that  most  of  the  economists  and  publicists,  bankers,  and  financiers  who  are  to 
appear  were  suggested  by  the  carriers,  who  had  been  In  communication  with 
them  with  reference  to  the  evidence  which  they  are  tc  present  to  the  joint 
committee.  The  representatives  of  the  "  public  "  have,  of  course,  seen  none  of 
these  witnesses,  nor  have  they  vied  with  the  railroads  in  the  tremendous 
publicity  campaign  which  the  railroads  have  been  waging  for  almost  a  year 
preparatory  for  these  hearings. 

The  railroad  plan  before  the  joint  committee  very  obviously  was  to  have  their , 
program  presented  not  by  themselves  but  by  the  supposed  "  representatives  of 
the  public."    We  may  assume  that  after  their  plan  had  been  thus  presented  the 
railroads  would  have  graciously  assented  to  it.  thus  producing  perfect  harmony 
and  accord. 

Even  at  this  late  date  some  railroad  executives  and  their  advisors  still  seem 
to  think  that  the  way  to  play  the  game  with  the  public  is  to  play  one  card  on 
the  table  and  keep  three  under  the  table.  Some  friend  should  tell  them  that 
that  way  of  playir.g  the  game  will  no  longer  win  in  this  country.  The  maneu- 
vers of  the  railroads  at  the  opening  of  the  Newlands  investigation  reminded  me 
of  a  great  ostrich  looming  in  the  foreground,  clearly  seen  by  every  observer, 
yet  with  Its  head  in  the  sand,  imagining  that-  no  one  saw  it. 

The  joint  committee  at  once  saw  the  situation.  The  committee  very  properly 
directed  the  railroads,  who,  as  everyone  knew,  were  there  to  propose  changes 
in  the  existing  order  of  things,  to  stop  their  maneuvering  and  to  present  their 
program. 

The  following  witnesses  have  appeared,  in  order,  before  the  joint  committee: 
Alfred  P.  Thom,  William  .T.  Bryan,  Max  Thelen,  and  Smith  Brookhart. 

Mr.  Thom  is  general  counsel  for  the  Southern  Railway  Co.  and  counsel  for 
the  advisory  committee  of  railway  executives.  He  presented  the  railroad  pro- 
gram. He  testified  on  November  23,  24,  and  25  and  was  cross-examined  by  the 
members  of  the  joint  committee  on  November  27,  28,  and  29,  and  December 
1  and  2. 

Mr.  Bryan  opposed  the  taking  of  power  over  railroads  from  the  States  and 
the  centralization  thereof  in  the  Federal  Government,  as-  urged  by  the  rail- 
roads.    He  testified  on  December  7. 

Mr.  Thelen  presented  the  opening  statement  on  behalf  of  the  National  Asso- 
ciation of  Railway  Commissioners  and  the  various  State  railroad  and  public- 
service  commissions.  He  opposed  those  portions  of  the  railroad  program  which 
contemplate  taking  from  the  people  of  the  States  all  important  powers  over  rail- 
roads and  which  urge  the  Federal  incorporation  of  all  the  railroads  as-  the 
means  to  accomplish  this  purpose.  He  testified  on  December  6  and  9.  He  stated 
that  later  during  the  hearings  the  National  Association  of  Railway  Commis- 
sioners will  give  consideration  to  each  change  suggested  by  the  railroads  and 
will  probably  present  their  own  constructive  suggestions. 

Mr  Brookhart  represented  the  Board  of  Railway  Commissioners  of  Iowa.  He 
advocated  Government  ownership  and  operation  of  the  railroads.    He  testified 

on  December  9.  .     , .        j  ,^     m.,  n  i.i_ 

The  completion  of  the  cross-examination  of  Mr.  Thom  and  the  cross-examina- 
tion of  Mr?  Bryan,  Mr.  Thelen,  and  Blr.  Brookhart  were  deferred  until  a  later 
date. 

CONTENtlONS    OF    EAILROADS. 

The  contentions  of  the  railroads  were  ably  and  eloquently  presented  to  the 
imtit-  committee  bv  Mr.  Alfred  P.  Thom. 

Mr  Thom  first  drew  attention  to  the  financial  needs  of  the  railroads,  present 
and  m-ospective.  He  admitted  that  the  railroads  have  failed  to  supply  the 
T^pcpssarv  cars,  equipment,  and  terminal  facilities,  and  that  the  railroads 
require  and  will  require  large  amounts  of  additional  capital  for  additions,  bet- 
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terments,  and  extensions.  He  refei-red  to  the  necessity  of  large  expenditures 
to  make  tlie  railroads  more  efCective  instrumentalities  of  national  defense. 
He  testified  that  during  the  next  10  years  the  j-ailroads  will  be  compelled  to 
expend  $1,250,000,000  annually  for  additions  to  capital  account  and  $250,000,000 
annually  for  refunding  maturing  indebtedness. 

Mr.  Thorn  urged  that  railroad  credit  has  been  seriously  impaired,  and  that 
unl.ess  the  legislation  now  proposed  and  hereafter  to  be  proposed  by  the  railroads 
is  enacted  they  will  find  great  difficulty  in  securing  the  necessary  additional 
funds.  He  testified  that  in  1915  less  than  1,000  miles  of  new  railroads  were 
constructed  in  the  United  States,  and  that  this  is  the  least  additional  mileage 
of  railroads  constructed  in  this  country  in  any  year  since  1848. 

Referring  further  to  railroad  finances,  Mr.  Thom  testified  that  the  percentage 
of  the  bonded  indebtedness  of  the  railroads  to  the  total  face  value  of  all  their 
securities,  including  both  stock  and  bonds,  had  increased  from  49.78  per  cent 
in  1900  to  61.8  per  cent  in  1914  and  65  per  cent  in  1916.  The  result  of  financ- 
ing railroads  almost  entirely  from  other  people's  money  through  the  sale  of 
bonds  appears  all  the  more  serious  when  attention  is  drawn  to  the  fact  that 
the  100  per  cent  face  value  of  securities  referred  to  by  Mr.  Thom  includes  the 
full  par  value  of  all  outstanding  capital  stock,  including  all  the  water  therein. 

Addressing  himself  then  to  the  cause  of  impaired  railroad  credit,  Mr.  Thom 
urged  that  the  cause  is  public  regulation  of  the  railroads,  both  Federal  and 
State,  but  principally  State.  He  urged  that  from  the  point  of  view  of  the 
railroad  financier  there  are  two  great  objections  to  public  regulation,  first, 
that  the  regulating  authority  can  affect  the  railroad's  gross  revenues,  and, 
second,  that  it  can  afCect  the  railroad's  gross  operating  expenses,  including 
taxes.  Tliese  two  conditions  are,  of  course,  inherent  in  public  regulation  of 
the  railroads,  and  would  exist  as  well  under  exclusive  control  by  the  Federal 
Government.  Mr.  Thom  conceded  that  public  regulation  must  continue,  but 
argued  that  regulation  has  been  undertaken  and  is  being  carried  forward  in  a 
spirit  of  vindictiveness.  He  urged  that  there  be  now  a  change  in  what  he 
alleged  to  be  the  public  attitude  toward  the  railroads. 

REMEDIES   PEOPOSED   BY  EAELEOADS. 

To  alleviate  the  alleged  existing  conditions  the  railroads  proposed  to  the 
joint  committee  the  following  nine  specific  remedies  as  the  first  Installment  of 
their  program : 

1.  The  taking  away  from  the  States  and  the  vesting  in  the  Federal  Gov- 
ernment of  all  power  over  railroads,  as  to  matters  both  State  and  interstate, 
except  only  the  power  of  the  States  over  taxation  and  police  powers  which  are 
not  "  vital,"  which  two  powers  are  to  be  left  to  the  States  "  for  the  present " 
as  a  matter  of  policy. 

2.  The  compulsory  incorporation  under  charter  from  the  Federal  Govern- 
ment of  all  railroads  to  any  extent  engaged  in  interstate  commerce  and  the 
removal  of  all  such  corporations  from  control  by  the  States  under  their  existing 
State  charters,  this  being  the  instrumentality  suggested  by  the  railroads  to 
enable  them  to  accomplish  their  purpose  to  take  away  the  powers  of  the 
States. 

3.  The  taking  away  from  the  Interstate  Commerce  Commission  of  all 
powers  except  those  which  are  judicial;  the  vesting  of  all  powers  of  super- 
vision, detention,  prosecution,  and  correction  over  railroads  in  a  new  Federal 
commission  to  be  known  as  the  Federal  railroad  commission,  with  a  right 
of  review  of  its  orders  to  be  exercised  by  the  Interstate  Commerce  Commission ; 
Increases  in  the  salaries  and  tenure  of  office  of  the  members  of  the  Inter- 
state Commerce  Commission;  and  the  creation  of  an  indefinite  number  ol 
"regional  commissions,"  15  or  more,  subordinate  to  the  Interstate  Commerce 
Commission,  to  sit  in  various  sections  of  the  country  and  to  assist  the  Inter 
tate  Commerce  Commission,  not  merely  to  exercise  its  present  functions  but 
also  to  perform  the  tremendous  mass  of  local  and  detailed  work  in  the  regula 
tion  and  supervision  of  railroad,  telephone,'  and  telegraph  companies,  whlcl 
Is  now  being  done,  promptly  and  generally  wisely  and  efficiently,  by  the  rail 
road  and  public  service  commissions  of  the  various  Statfes  of  the  Union. , 

4.  The  establishment  of  minimum  rates,  in  addition  to  maximum  rates,  as 
at  present,  by  the  Interstate  Commerce  Commission,  with  power  to  determim 
the  relationship  between  rates  and  differentials. 

5.  (a)  The  amendment  of  the  interstate-commerce  act,  so  as  to  provide  tha 
in  passing  on  the  reasonableness  of  railroad  rates  it  shall  be  the  duty  of  th( 
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Interstate  Commerce  Commission  to  give  consideration  to  certain  specified 
tactors,  namely,  the  value  of  the  service  (our  old  friend—"  all  the  tralflc  will 
Oear)  the  rights  of  the  passengers,  shippers,  and  owners  of  the  property  trans- 
ported, the  expenses  incident  to  the  maintenance  and  operation  of  the  car- 
rier s  property,  the  rights  and  interests  of  the  stockholders  and  creditors 
°ifi-  corporation,  the  necessity  for  the  maintenance  in  the  public  service  of 
eflicient  means  of  transportation,  and  for  the  establishment  from  time  to  time 
^^K\*^n^'i°'^^^  facilities  and  increased  service,  and  any  other  pertinent  elements, 
(b)  The  amendment  of  the  Interstate  commerce  act  so  as  to  limit  the  power 
of  t.ie  Interstate  Commerce  Commission  to  suspend  rates  from  10  months  to  60 
days,  with  provision  for  refunds  if  the  increased  rates  should  not  have  been 
allowed  to  become  effective. 

6.  The  grant  to  the  Interstate  Commerce  Commission  of  the  power  to  estab- 
lish railway  mail  pay.     (This  has  already  been  done.) 

7.  The  grant  to  the  Federal  Government  of  the  exclusive  power  "  to  supervise 
the  issue  of  stocks  and  bonds  by  railroad  carriers  engaged  in  interstate  and 
foreign  commerce." 

8.  The  grant  to  the  railroads  of  the  right  to  merge  and  consolidate,  under 
authority  of  the  Interstate  Commerce  Commission. 

9.  The  grant  to  railroad  traffic  and  other  officials  of  the  right  to  meet  and 
agree  with  respect  to  rate  practices,  subject  to  disapproval  of  such  agreements 
by  the  Interstate  Commerce  Commission. 

Mr.  Thom  states  that,  at  least  for  the  present,  the  railroads  would  not  go 
into  the  question  of  wages  before  the  joint  committee. 

EAILEOAD   DBIVE   AT    STATES. 

While  each  plank  in  the  railroad  program  deserves,  and  will  no  doubt  receive, 
careful  consideration,  the  main  effort  of  the  railroads  and  their  allies  is  being 
centered  on  the  drive  against  the  States.  It  is  proposed  to  take  from  the  States 
not  merely  all  the  powers  which  they  are  now  exerecising  over  interstate  com- 
merce (by  reason  of  the  failure  of  the  Federal  Government  heretofore  to  enter 
certain  field  of  activity  in  the  regulation  of  interstate  commerce),  but  also  to 
deprive  the  people  of  the  States  of  the  right  to  regulate  and  supervise  the  purely 
State  rates,  service,  facilities,  equipment,  and  safety  of  operation  of  practically 
every  railroad  in  the  United  States.  The  only  powers  over  railroads  to  be  left 
to  tlie  States  are  to  be  the  taxing  power  and  the  power  over  police  regulations, 
which  are  not  "  vital."  These  powers  are  to  be  left  "  for  the  present  "  only,  as 
a  matter  of  policy. 

Up  to  the  present  time,  the  charges  of  the  railroads  against  the  States  rest 
almost  entirely  in  mere  generalities. 

The  railroads  allege  that  their  financial  difficulties  have  been  caused  largely 
by  the  action  of  States  in  reducing  their  rates  to  "  just  above  the  point  of  con- 
fiscation." When  we  remember  that,  on  the  showing  made  by  the  railroads 
themselves,  only  15  per  cent  of  their  entire  business  is  State  business  it  is  diffi- 
cult to  understand  how  the  difference  between  reasonable  State  rates  and  rates 
"  just  above  the  point  of  confiscation  "  could  have  placed  the  railroads  in  their 
present  financial  condition,  even  if  all  the  States  had  systematically  entered  upon 
a  campaign  to  do  the  things  with  which  the  railroads  charge  them,  which  the 
States  of  course  have  not  done.  It  is  more  difficult  to  disprove  than  to  make 
mere  general  charges.  The  representatives  of  the  States  before  the  joint  com- 
mittee" have  called  upon  the  railroads  to  point  out,  by  page  and  volume  of  the 
record  the  instances  in  which  they  claim  that  railroad  rates  have  been  cut  to 
the  point  of  confiscation.  When  these  cases  are  specified  the  States  will  be  pre- 
pared to  present  further  testimony  with  reference  to  them       .^       ,      ^ 

The  railroads  further  urge  that  some  States  have  reduced  railroad  rates  unduly 
for  the  Durpose  of  discriminating  against  the  business  of  sister  States  or  against 
intpr<5tatP  commerce  If  such  instances  have  existed,  they  are  now  all  taken  care 
S  bv  the  decTskfn  of  the  Supreme  Court  of  the  United  States  in  the  last  Shreve- 
Dort  case  Houston?  East  &  West  Texas  Ry.  Co.  and  Houston  &  Shreveport  R  R 
Co  et  al'  vVnneA  States,  the  Interstate  Commerce  Commission,  et  al.  (234 
T'  q  S421  '  Whatever  the  representatives  of  the  States  may  hereafter  present 
concerning 'this  decision,  the  point  urged  by  the  railroads  has  been  fully  met 

hv  the  Supreme  Court.  ,,  ^  j.,     c^.  j.  4.1. 

It  is  further  contended  that  in  three  instances  the  power  of  the  States  over  the 
security  issues  of  railroads  has  been  used  unwisely  or  Improperly.  The  repre- 
sentat  ves  of  the  States  have  consistently  urged  that  the  Federal  Government 
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should  perform  what  we  believe  to  be  its  clear  duty  in  providing  for  effective  con- 
trol of  the  issue  of  securities  and  kindred  matters  of  all  railroads  engaged  in 
interstate  commerce.  Such  control  might  be  either  concurrent  with  the  States 
affected  or  exclusive.  In  either  event,  any  existing  difficulties  could  easily  be 
adjusted.  Action  in  this  field  of  regulation  can  readily  be  taken  without  inter- 
ference in  any  other  field  of  railroad  regulation. 

If  the  railroads  should  be  successful  in  their  drive  against  the  States,  the 
inevitable  result  would  be  either  the  breakdown  of  all  public  regulation  of  the 
railroads  or  the  establishment  of  an  enormous  Federal  bureaucracy,  not  familiar 
with  local  conditions  and  removed  from  access  by  the  local  citizen  who  now 
finds  adequate  and  speedy  relief  at  the  hands  of  his  State  commission. 

In  advocating  the  taking  from  the  people  of  the  States  of  practically  all 
power  over  railroads,  even  in  purely  State  and  local  matters,  the  railroads 
have  taken  on  themselves  a  burden  of  proof  which,  in  my  judgment,  they 
never  can  sustain. 

BAILEOADS  PROSPEROUS. 

The  railroads  have  chosen  a  particularly  inappropriate  time  to  raise  the  cry 
that  public  regulation  has  driven  them  to  the  wall  financially. 

Every  person  familiar  with  financial  conditions  knoAvs  that  the  fiscal  year 
1915  was  a  good  year  for  the  railroads ;  that  the  fiscal  year  1916  was  the  most 
prosperous  year  in  their  history ;  and  the  fiscal  year  1917  has  been  at  least 
as  good  for  the  railroads  as  the  corresponding  period  in  1916. 

The  following  table,  taken  from  the  financial  columns  of  the  Financial  Age 
of  October  21,  1916,  contains  a  comparison  of  income  available  for  dividends 
on  the  common  stock  of  the  railroads  named  in  the  fiscal  years  1915  and  1916: 

Comparison  of  income  available  for  dividends  earned  hy  the  railroads  named  in 
the  fiscal  years  of  1915  and  1916. 


1915 

1916 

Per  cent. 
11 
7.2 
9.2 
3.28 
7.58 
7.71 
7.50 
7.87 

m 

6.4 
6.27 
6.8 
.03 
10.4 
19.36 
8.5 
5.5 
10.6 
4.25 
8.8 
8 

Per  cent. 

Southern  Pacific 

11 

1 12.3 

St.  Paul 

1  7,33 

Northern  Pacific 

10  47 

9  18 

Alabama  Great  Southern 

I  13  6 

Illinois  Central 

10  8 

Louisville  &  Nashville 

19.4 

Southern 

35153 

Lehigh  Valley 

12  65 

Jersev  Central    .      .      .         ... 

21  8 

Baltimore  &  Ohio 

7.3 

11.5 

Chesapeake  &  Ohio 

6  11 

Norfolk  &  Western 

1  16.7 

New  York  Central  (fiscal  year  ending  Dec.  31) .,,. 

618 

2  Deficit. 


'  Preferred. 


*  About.        6  Nearly.    (10.96.)        «  Probably. 


Referring  to  the  great  prosperity  of  the  railroads  the  Financial  Age,  in  its 
issue  of  October  7,  1916,  said  : 

"That  the  railroad  list  should  have  occupied  so  much  of  Wall  Street's 
attention  during  the  past  week  is  not  surprising  In  view  of  the  remarkable 
statements  of  railroad  earnings  that  are  daily  coming  to  hand.  Recently  pub- 
lished returns  of  several  of  the  companies'  largest  systems  are  not  only  impres- 
sive in  their  aggregate  but  all  the  more  so  on  account  of  the  substantial  in- 
creases over  corresponding  periods  of  last  year,  when  traffic  on  all  the  leading 
systems  was  beginning  to  show  material  improvement  over  previous  years.  A 
notable  instance  of  this  was  furnished  by  the  publication  during  the  week  of 
the  Union  Pacific's  report  for  the  fiscal  year  ending  June  30  last,  which  sh6ws 
the  largest  gross  earnings  in  the  company's  history,  with  surplus  income  after 
deducting  all  charges,  including  the  preferred  stock  dividend,  equivalent  to 
15.65  per  cent  on  the  common  stock,  which  compares  with  slightly  less  than 
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th  '^t'^  '^•^"''  ^^  '^''^  pi'ecedlng  year.  Another  remarkable  showing  was  that  of 
the  Louisville  &  Nashville,  whose  income  balaijce  for  the  last  fiscal  year  was 
eqinvalent  to  about  19.4  per  cent  of  the  company's  capital  stock,  as  against 
t).<0  per  cent  in  191.5.  Su(!h  instances  might  be  mviltiplied  indefinitely,  but 
all  of  them  are  eloquent  of  the  fact  that  the  wonderful  activity  and  prosperity 
in  mercantile  and  industrial  lines  that  have  developed  since  war  began  haVe 
spread  freely  to  the  railroad  world." 

The  railroads  are  in  a  hysteria  of  pessimism.  With  earnings  beyond  all 
previous  records  and  constantly  growing  larger,  the  railroads  seem  to  be  en- 
gaged in  the  absurd  task  of  trying  to  ruin  their  own  credit.  Is  it  not  time 
for  the  railroads  to  get  off  the  mourners'  bench,  to  come  out  into  the  sunshine 
of  their  prosperity,  and  to  devote  themselves  to  the  business  of  running  their 
railroads  and  of  supplying  cars,  equipment,  terminal  facilities,  and  extensions 
which  the  public  urgently  requires? 

That  is  what  the  railroads  of  California  are  doing.  Why  should  not  other 
railroads  pursue  the  same  sensible  course? 

"  THE  FORTY-NINE  UASTEKS." 

The  first  reference  which  our  railroad  friends  and  the  various  chambers  of 
commerce,  boards  of  trade,  bourses,  and  others  who  are  associated  with  them 
in  their  campaign  make  through  their  very  active  publicity  bureau,  in  their 
newspapers  and  magazine  articles,  their  speeches,  lectures,  and  addresses  on 
this  general  subject,  is,  with  every  recurring  unanimity,  to  the  "  49  masters." 
When  I  first  heard  this  phrase  I  took  it  seriously.  I  immediately  looked  into 
the  railroads  of  my  own  State — California — but  found  that  out  of  61  operating 
steam  railroads,  56  are  located  entirely  within  the  States,  and  hence  are  sub- 
ject to  only  two  masters — the  State  of  California  and  the  Federal  Govern- 
ment— instead  of  49  masters.  Of  the  other  five  railroads,  3  run  through  3 
States  each,  and  2  run  through  10  or  12  States  each.  Investigating  further 
I  found  that  tlie  two  railroads  which  operate  in  the  most  States,  and  hence 
are  subject  to  the  most  masters — the  Southern  Pacific  and  the  Sante  Fe — are 
the  most  prosperous  of  all. 

I  went  further.  I  examined  assiduously  all  the  railroad  maps  I  could  secure, 
trying  to  find  the  railroad  which  runs  through  48  States.  Notwithstanding  the 
most  persevering  efforts  I  have  been  unable  to  find  any  railroad  which  runs 
through  more  than  one-third  that  many  States. 

About  that  time,  some  kind  friend  told  me  not  to  take  the  matter  too  seriously, 
that  these  words  were  merely  language  to  tickle  people's  ears — and  that  they 
were  so  understood  by  all  who  use  them. 

REVERSAL   OF   GOVERNMENTAL   PRINCIPLES. 

The  proposals  of  the  railroads  to  take  from  the  people  of  the  States  practically 
all  their  power  over  local  railroad  matters  constitutes  a  complete  reversal  of 
governmental  principles  which  were  established  at  the  beginning  of  our  consti- 
tutional history  and  have  been  recognized  and  in  effect  ever  since. 

Those  powers  which  aifect  the  Nation  as  a  whole  and  which  can  best  be 
exercised  by  the  central  government  were  delegated  by  the  Constitution  to  the 
Federal  Government  The  remaining  powers,  which  it  was  assumed  could  best 
be  exercised  by  the  local  authorities,  were  left  to  the  States  and  to  the  people. 

It'  is  proposed  now  by  the  railroads  to  reverse  this  policy  by  taking  from  the 
neonle  of  the  States  their  local  powers  over  railroads  and  to  throw  these  powers, 
in  their  tremendous  aggregate,  into  the  lap  of  the  Federal  Government.  It  is 
Tironosed  to  tear  up  by  the  roots  the  State  commissions  which  have  grown  up 
n,,t  of  the  life  the  needs,  and  the  aspirations  of  the  people  of  the  States  and  to 
substitute  in  lieu  thereof  an  enormous  Federal  bureaucracy  superimposed  upon 
thP  neonle  of  the  States  bv  the  central  government  at  Washington. 

The  States  are  handlink  promptly  and  generally  fairly  and  effectively  a  multi- 
tude of  local  matters  affecting  the  railroads.  During  the  year  ending  June  30, 
191§  ?heranrrd  commission  of  California  disposed  of  3,212  informal  cOmpla  nts, 
of  which  767  affected  railroads  and  of  over  900  formal  complaints  and  applica- 
tions of  which  over  350  affected  railroads.  The  railroad  proceedings  disposed 
of  bv  the  California  commission  during  this  period  included  questions  of  rates, 
refunds  service,  extensions,  grade  crossings,  separation  of  grades,  issue  of  securi- 
ties transfers,  incumbrances  and  lease  of  property,  rule  and  regulations,  safety 
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of  construction  and  operation,  discontinuance  of  operation,  trackage  agreements, 
and  many  other  matters.  Thesp  proceedings  are  generally  heard  or  investigated 
in  the  locality  affected  by  men  familiar  with  local  conditions  and  are  promptly 
disposed  of.  The  work  of  this  one  State  commission  is  indicative  of  what  is 
being  done  by  the  other  45  State  commissions. 

To  persons  intimately  acquainted  with  the  work  now  being  done  by  the 
various  States  in  regulating  railroads  in  State  matters  it  seems  impossible 
tljat  this  work  could  be  done  as  well  and  as  effectively  by  an  Immense  cen- 
tralized bureaucracy  with  headquarters  at  Washington  as  it  can  be  done  by 
the  States  themselves. 

I  have  always  been  of  the  opinion  that  the  Federal  Government  should  do 
whatever  the  Federal  Government  can  best  do  for  our  people,  and  that  the 
State  governments  should  do  whatever  they  can  best  do.  In  my  opinion  this 
is  the  best  practical  test  of  where  the  line  of  division  between  the  powers 
of  the  Federal  Government  and  the  powers  of  the  State  governments  ought  to 
run.  Judged  by  this  test,  it  would  seem  that,  with  the  exception,  probably,  of 
the  control  over  the  issue  of  railroad  securities  and  of  railroad  mergers,  con- 
solidations, and  similar  matters,  the  States  should  retain  the  powers  which 
they  now  have  over  local  railroad  matters  as  long  as  the  railroads  remain  in 
private  ownership. 

EAILEOAD  DIAGNOSIS  INCOREECT. 

The  railroads  have  made  an  entirely  incorrect  diagnosis  of  their  financial  ills. 

The  cause  of  impaired  railroad  credit  is  not  public  regulations,  either  State 
or  Federal. 

Railroads  went  into  receiverships  before  tJie  days  of  public  regulation,  and 
they  will  continue  to  go  into  receiverships  under  regulation  unless  regulation 
strikes  at  the  root  of  railroad  financial  ills  and  is  made  thoroughly  effective. 

California  disproves  the  claim  that  public  regulation  injures  the  railroads 
and  other  public  utilities.  During  three  years  of  regulation  by  the  State 
railroad  commission  more  than  $200,000,000  of  new  money  has  been  invested 
in  California  public  utilities.  The  steam  railroads  alone  have  added  $55,000,000 
to  their  investments.  During  the  last  five  years  over  1,200  miles  of  new  rail- 
roads have  been  constructed  in  California.  At  present,  under  States  regulation, 
nine  railroads,  with  a  total  mileage  of  221  miles,  are  under  construction  or 
extension  in  California.  The  prosperity  of  California  railroads  and  other  public 
utilities  under  efficient  regulation  by  the  State  railroad  commission  proves 
conclusively  that  the  cause  of  impaired  railroad  credit  is  not  to  be  found  in 
public  regulation. 

The  real  causes  of  impaired  railroad  credit,  to  the  extent  to  which  such 
impairment  exists,  are  not  to  be  found  in  public  regulation,  but  in  unsound 
financial  structures,  unwise  railroad  construction,  and  at  times  criminal  mis- 
management of  railroad  finances.  The  claim  of  the  railroads  that  their-  im- 
paired credit  has  been  caused  by  public  regulation  seems  to  be  merely  a  blind 
.to  divert  attention  from  the  real  causes.  It  is  significant  that  in  their  presen- 
tation before  the  Newlands  committee  the  railroads  not  once  referred  to  the 
acts  of  their  financiers  and  executives,  which  have  been  the  cause  of  most 
of  their  troubles,  but  dwelt  solely  on  public  regulation. 

To  cut  off  the  powers  of  the  States  over  railroads,  on  the  pretext  that  the 
States  have  caused  the  financial  difficulties  in  wliich  some  of  the  railroads 
find  themselves,  would  be  just  as  absurd  as  to  cut  off  a  patient's  good  right 
arm  when  the  real  cause  of  his  trouble  is  a  diseased  liver  or  appendix. 

The  railroads  are  not  suffering  from  the  good  right  arm  of  public  regula- 
tion, but  from  a  case  of  acute  gastritis,  caused  by  an  overdose  of  undigested 
securities. 

KEAL    CAUSES    OE    IMPAIKED   EAILEOAD    CREDIT. 

As  already  indicated,  the  real  causes  of  impaired  railroad  credit,  to  the 
extent  to  which  such  impairment  exists,  are  to  be  found  principally  in  the  acts 
of  railroad  financiers  and  executives  in  building  vmsound  financial  structures, 
in  constructing  railroads  where  not  needed,  and  in  mismanaging  the  finances 
of  the  railroads  whose  trustees  they  were.  As  is  so  often  the  case  the  rail- 
roads which  have  been  honestly  and  wisely  managed  have  suffered  from  the 
acts  of  the  others.  Investors  who  have  lost  their  money  in  one  railroad 
are  not  generally  eager  to  invest  it  in  another. 


INTERSTATE   AND  FOREIGN   TBANSPORTATION.  1077 

One  of  tlie  most  potent  causes  of  impaired  railroad  credit  lias  been  the  un- 
soundness of  railroad  financial  structures.  By  this  I  mean  principally  the  un- 
soundness of  the  relationship  between  share  capital  and  fixed  capital  and 
of  the  relationship  between  the  value  of  the  property  and  the  face  or  par 
value  of  the  securities  outstanding. 

A  man  who  would  expect  to  borrow  $120  on  a  horse  worth  only  .$100  would 
be  considered  erratic,  to  say  the  least.  Tet  many  railroads  have  been  con- 
structed entirely  from  bonds  sold  at  a  discount,  and  in  addition  have  issued 
large  amounts  of  capital  stock  without  consideration.  Railroad  financiers 
have  largely  refused  to  Invest  any  of  their  own  money  by  purchasing  stock, 
but  have  secured  their  funds  from  the  public  by  selling  bonds.  When  such 
railroads  later  needed  funds  for  additions,  betterments,  and  extensions  they 
have  found  it  difficult  or  impossible  to  secure  them.  They  have  been  unable 
to  sell  stock  because  the  outstanding  stock  represents  little  or  no  value,  and 
unable  to  sell  bbnds  because  the  outstanding  bonds  already  exceeded  the  value 
of  the  property.  Such  a  financial  structure  inevitably  crashes.  When  the 
receivership  comes  it  comes  not  by  reason  of  regulation,  but  by  reason  of  the 
absence  of  such  regulation  as  would  have  prevented  such  unsound  financiering. 

Whenever  a  railroad  is  constructed  where  it  is  not  needed  the  result  is  not 
merely  financial  disaster  to  it  but  also  impairment  of  credit  for  its  competitor 
whose  revenues  are  diminished  by  the  competition.  Such  construction  leads 
to  general  impairment  of  railroad  credit. 

The  glaring  cases  of  criminal  mismanagement  of  raili-oads  by  financiers 
and  executives  which  have  come  to  light  within  the  last  few  years  have  been 
far  more  effective  in  impairing  railroad  credit  than  the  combined  effect  of  all 
public  regulation,  State  and  Federal.  What  is  needed  is  more  regulation,  not 
less. 

As  contrasted  with  the  generalizations  of  the  railroads  with  reference  to 
the  causes  of  impaired  railroad  credit,  the  representatives  of  the  public  before 
the  Newlands  committee,  drew  the  attention  of  the  committee,  by  reference 
to  page  and  volume  of  the  official  reports  of  the  Interstate  Commerce  Com- 
mission, to  the  real  causes  of  impaired  railroad  credit,  as  shown  by  the  official 
records  of  the  Federal  Government.  The  attention  of  the  committee  was 
drawn  to  the  following  decisions  of  the  Interstate  Commerce  Commission  and 
to  the  comments  of  the  Commission  on  the  causes  of  impaired  railroad  credit 
therein  set  forth. 

"  Harriman  Investigation,  12  I.  C.  C,  .319 ;  New  England  Investigation,  27 
I.  C.  C,  560;  in  re  Receivership  of  St.  Louis  &  San  Francisco  Railroad  Co., 
29  I.  C.  C,  139;  St.  Paul  &  Puget  Sound  Accounts,  29  I.  C.  C,  508;  in  re 
Financial  Transactions  of  New  York,  New  Haven  &  Hartford  Railroad,  Co., 
31  I.  C.  C,  32;  and  in  re  Financial  Transactions  of  Cliicago,  Rock  Island  & 
Pacific  Railway  Co.,  36  I.  O.  C,  43." 

CONSTEUCTIVE  EEMEDIES. 

A  wise  doctor  first  finds  the  cause  .of  the  patient's  disease  and  then  applies 

the  remedy. 

In  the  present  instance  the  disease,  as  diagnosed  by  the  railroads  themselves, 
is  impaired  railroad  credit.  The  cause  of  the  disease  is  not  public  regulation, 
as  claimed  by  the  railroads,  but  principally  their  own  financial  transactions, 
the  large  amount  of  their  issued  securities  as' contrasted  with,  the  value  of  the 
nronertv  the  unsound  relationship  between  share  capital  and  fixed  capital, 
the  construction  of  railroads  and  their  extensions  at  times  where  not  needed 
and  at  times  through  construction  companies  yielding  ill-gotten  profits  to  the 
railroad  financiers  and  executives,  the  diversion  of  the  proceeds  of  securities 
to  improper  purposes,  the  deception  of  investors  by  the  publication  of  mislead- 
ing financial  statements,  and  unfaithful  stewardship  ot  railroad  finances  by 
rnilroad  financiers  and  executives.  These  acts  by  some  railroads  have  affected 
oil    ovpn  the  increasingly  large  number  which  are  honestly  and  wisely  managed. 

Having  found  the  cause  of'the  disease,  the  sensible  thing  to  do  would  seem  to 
K^  t^  onnlv  the  remedy  to  the  cause.  The  first  constructive  remedy,  in  my 
opinron'^i  to  provUle  V-  adequate  and  effective  regulation  by  the  Federal 
Government  of  the  issues  of  capital  stock  bonds,  and  other  securities  of  all 
,  nilroads  engaged  in  commerce  among  the  States  and  with  foreign  nation.s,  and 
of  their  mei°gers,  consolidations,  sales,  mortgages,  and  leases.     This  regulation 
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couUl  be  either  concurrent  with  the  States  or  exclusively  in  the  Federal  Gov- 
'ormiient.  The  legislation  iniglit  well  be  modeled  on  the  statutes  of  a  number  of 
tlie  States  wliich  are  doing  very  effective  worlf  in  supervising  and  regulating 
public-utility  finances.  This  power,  ho^^■ever,  should  not  be  conferred  upon  the 
Federal  Government  unless  at  the  same  time  adequate  machinery  is  provided 
so  that  applications  of  the  railroads  to  issue  securities  can  be  promptly  heard 
and  disposed  of  by  some  responsible  authority.  No  phase  of  public-utility 
regulation  requii'es  more  prompt  attention  than  financial  matters  such  as  pro- 
posed issues  of  securities. 

Such  a  measure  would  go  far  to  substitute  sound  financing  for  unsound 
financing  in  the  future  and  would  thus  help  to  restore  public  confidence  in  rail- 
road securities.  But  how  about  the  past?  How  about  the  impaired  financial 
structures  whicli  no^v  exist,  not  because  of  regulation,  but  because  of  the 
absence  of  regulation? 

The  railroads,  it  appears,  are  trying  to  lay  the  foundation  to  support  a  claim 
liereafter  for  increased  rates  to  enable  them  to  pay  interest  and  dividends  on 
all  their  present  outstanding  securities,  whether  issued  for  value  or  not,  and  to 
establish  new  borrowing  power  for  the  future.  In  other  words,  the  mistalces, 
the  faults,  and  tlie  crimes  of  railroad  financiers  and  executives  in  the  past  are 
to  be  fastened  on  the  public  in  the  form  of  higher  rates.  In  my  judgment,  the 
people  of  the  United  States  will  never  consent  to  pay  increased  rates  for  any 
such  purpose.  Tlie  remedy  in  sucli  cases  is  not  higher  rates,  but  reorganization 
of  the  railroad — reorganization  on  an  honest  basis  under  public  authority  with 
a  view  to  the  substitution  for  the  existing  unsound  and  impaired  structure  of  a 
sound,  healthy  financial  structure  with  a  cliance  to  succeed. 

Furthermore,  railroad  credit  would  be  much  improved  if  the  railroads, 
instead  of  crying  calamity  in  the  days  of  their  greatest  prosperity,  should  cease 
injuring  their  own  credit  and  should  adopt  an  attitude  of  optimism  in  lieu  of 
their  present  attitude  of  assumed  pessimism.  Never  before  have  I  heard  of 
business  men  needing  funds  for  the  enlargement  of  a  prosperous  business  > 
apparently  trying  to  scare  off  every  investor  who  is  willing  to  assist  in  the 
further  development  of  the  business. 

Finally,  all  public  authorities,  both  State  and  Federal,  must,  of  course,  deal 
with  tlie  railroads  in  a  spirit  of  sympathy  and  of  broad  constructiveness.  Pub- 
lic officials  represent  the  railroads  just  as  much  as  they  represent  the  traveling 
and  the  shipping  public.  The  railroads  are  a  very  vital  part  of  our  industrial 
life  and  may  hereafter  become  of  supreme  importance  in  the  national  defense. 
The  interests  of  the  Nation  require  that  our  railroad  systems  be  at  all  times 
adequate  and  effective. 

The  railroads,  however,  must  do  their  part.  They  must  cease  bearing  false 
witness  against  the  public  authorities,  State  and  Federal.  They  must  play  the 
game  openly  and  honestly,  with  every  card  on  the  table,  face  up.  They  must 
cease  crying  calamity  when  there  is  no  calamity. 

If  the  railroads  fail  to  do  their  part,  or  if,  notwithstanding  good  faith  on 
their  part  hereafter,  it  appears  that  because  of  their  financial  structures  and 
management  in  tlie  past  they  are  unable  to  do  their  full  duty  without  .unjustly 
high  rates,  there  is  only  one  alternative — Government  ownership. 

The  situation  should  b^  most  carefully  watched.  In  view  of  the  possibility 
that  private  ownership  may  break  down,  the  wisdom  and  patriotism  of  our 
statesmen  will  prompt  them  to  taije  steps  at  once'  to  study  Government  owner- 
ship in  its  every  aspect,  and  to  make  provision  so  that  if  Government  owner- 
ship of  the  railroads  comes  it  will  find  the  American  Government  and  the 
American  people  ready  to  handle  the  new  problem  efficiently,  wisely,  and 
patriotically. 

[Utilities  Magazine,  January,  1917.] 
THE   PSOBLEM    OF    TERMINAL    RATES. 

By  Robert  J.  McFall,   Vniversity  of  Minnesota. 

Matters  of  far-reaching  consequence  are  brought  into  the  foreground  by 
a  recent  case  before  the  Interstate  Commerce  Commission.  Tiie  authorities  of 
the  State  of  New  Jersey  have  filed  a  petition  to  require  the  rates  for  traffic 
ending  on  their  side  of  New  York  Harbor  to  be  readjusted,  giving  recognition 
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than  *toll,™fv,i'  •^''^t^,  more  to  carry  goods  to  the  New  York  side  of  the  river 
in  thi  rth?™''  °!^  ^^."^  ■^^'■'®-''  ^'^<^-  THe  problems  involved  were  suggested 
interstate nnmr^l.^'l.^*'""?^*'  Regulations  at  New  York  case  decided  by  the 
morlltL^T  f  ^  Commission  on  July  7,  1915;  they  are  now  introduced  In 
^se  is  concerned   '"  ""''^  "'  ''""^  unsettled,  even  in  so  far  as  this  specific 

■hJi^L^ll°f^}^^}  ^''f-f.  ""^Poi'ts  this  case  as  a  battle  for  commercial  supremacy 
f^ZltLf^  States  of  New  York  and  New  Jersey.  This,  in  so  far  as  true,  is  an 
important  issue.  _  Commissioner  Lane,  in  writing  the  opinion  of  the  Interstate 
■Commerce  Commission  for  the  Western  Advance  Rate  case,  spoke  of  the  traffic 
manager  as  a  statesman  determining  zones  of  production  and  consumption  and 
setting  aside  the  spirit  of  the  laws  of  the  land.  In  the  case  here  considered  the 
•commission  itself  performs  the  functon  of  the  statesman,  and  the  issues  in- 
volved are  of  greater  consequence  than  those  spoken  of  in  the  former  case.  The 
real  problem  involved  is  not  the  comparative  importance  of  two  areas  in  the 
Nation ;  It  is  a  problem  which  goes  so  far  as  to  affect  the  social  and  economic 
■status  and  growth  of  the  whole  Nation.  According  to  Mr.  Brandeis,  the  ter- 
minal problem  is  more  trying  even  than  the  notorious  rising  costs  of  labor." 

The  problem  is  the  proper  adjustment  between  terminal  costs  and  rates. 
Should  rates  to  a  terminal  be  framed  on  the  basis  of  cost?  If  it  costs  more  to 
take  freight  into  New  York  City  than  into  the  near-by  cities  of  New  Jersey, 
should  recognition  of  this  fact  be  made  in  the  .establishment  of  rates?  The 
.;authorities  of  the  State  of  New  Jersey  have  filed  a  petition  seeking  "  to  so  read- 
Just  and  reorganize  the  port  (of  New  York)  as  between  New  York  and  New 
Jersey  territory,  as  to  put  into  intensive  use  all  the  natural  conditions,  and  give 
to  the  New  Jersey  side  advantages  which  nature  has  provided." '  They  claim 
that  the  present  rate  system,  making  the  whole  general  region,  including  both 
New  York  and  New  Jersey  points,  a  blanket  zone  which  takes  exactly  the  same 
rates  irrespective  of  costs  is  a  serious  discrimination  against  New  Jersey.  The 
Engineering  News  says : 

"  The  present  railwiiy  rates  entirely  ignore  the  high  cost  of  terminal  handling 
in  large  cities.  Freight  rates  on  a  carload  of  goods  hauled  between  Chicago  and 
a  factory  located  in  Newark.  Paterson.  Jersey  City,  or  Hoboken  are  the  same  as 
if  the  freight  had  to  be  lightered  across  the  Hudson  Kiver  to  or  from  a  factory 
■on  Manhattan  Island  or  ^n  Brooklyn.  Since  railway  rates  must,  on  the  whole, 
be  sufficient  to  pay  all  the  oi^jeratiag  expenses,  fixed  charges,  and  profits  of  the 
railways,  it  follows  that  the  merchants  and  manufacturers  of  Jersey  City, 
Hoboken,  and  Newark  are  actually  paying  in  their  freight  rates  part  of  the  cost 
■of  carrying  goods  for  their  competitors  located  on  the  eastern  side  of  the 
Hudson  River."  ' 

The  authorities  of  the  State  of  New  York  have  filed  an  intervening  petition, 
saying :  ^ 

"  If  the  prayer  of  the  petitioners  were  granted,  it  would,  in  fact,  result  in 
unreasonable  discrimination  against  the  city  of  New  York.  The  commercial, 
industrial,  marine,  and  manufacturing  facilities  of  Greater  New  York  are  inex- 
tricably bound  up  with  the  prosperity  of  the  country.  To  serve  the  country, 
New  York  City  early  became  a  natural  basic  and  distributing  center,  through 
which  passes  commerce  to  and  from  all  parts  of  the  world.  It  was  inevitable 
that  in  fixing  railroad  rates  Greater  New  York  should  be  a  basing  point,  around 
which  territory  contiguous  would  naturally  form  a  zone  or  district.  Following 
the  American  'method  of  rate  making,  very  early  in  the  history  of  New  York's 
commerce,  the  port  of  New  York,  including  a  large  part  of  Long  Island,  Staten 
Island,  and  New  Jersey,  became  a  zone  or  district,  in  which  were  generally 
established  fixed  schedules  for  freight  carriage,  including  terminal  service.  To 
furnish  the  terminal  service  at  all  points  within  the  district  involves  at  some 
ponts  a  loss,  but  In  general,  because  of  the  volume  of  business  thus  accommo- 
dated results  in  a  profit  and  in  lower  general  rates.  To  adopt  a  new  system 
based'  upon  a  separate  charge  for  line  haul  plus  a  separate  charge  for  terminal 
service  would  demoralize  the  entire  commercial  situation,  to  the  injury  not 
only  of  Greater  New  York  but  also  of  its  neighbors  in  New  Jersey  and  its 
business  connections  tlwoughout  the  country."  * 


1  Tntprstate  Commerce  Commission,  Five  Per  Cent  ease,  S.  Doc.,  v.  14,  63d  Cong.,  p.  5253. 

2  Intervening  petition  of  the  State  of  New  York  before  the  Interstate  Commerce  Commls- 

'"'Rn^'eineerlng  News,  v.  76  (July  20,  1916),  p.  129. 
*  Intervening  petition  of  the  Chamber  of  Commerce  of  the  State  of  New  York,  pp.  8, 14. 
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THE  AMERICAN  SYSTEM  OF  KATE  MAKING. 

The  problem  raised  is  not  only  local ;  it  hns  its  application  in  every  section 
of  the  country.  Should  each  locality  pay  for  its  railway  service  in  accordamie 
with  what  it  costs  to  supply  such  service,  and  so  stand  on  its  own  feet? 
Should  we  perpetuate  the  situations  established  by  former  insane  competition 
between  carriers,  a  competition  now  relegated  to  the  scrap  heap?  Should  we 
leave  it  to  traffic  managers,  even  supervised  by  the  commissions,  to  determine 
arbitrarily  zones  of  production  and  consumption  by  the  rate-making  powers? 
Or  shall  we  leave  the  matter  to  be  decided  by  the  battle  of  the  Titans,  the 
struggle  between  the  powerful  commercial  interests  of  competing  localities,  a 
struggle  in  which  the  lowly  are  trampled  under  foot? 

The  Engineering  News  deals  with  the  problem  over-summarlly  when  it  says 
that  "  every  one  recognizes  that  transportation  rates  should  be  based  on  the  cost 
of  service  plus  a  fair  profit  to  the  transportation  company."  *  We  know  that 
there  are  joint  costs  in  the  railway  business  that  no  one  has  yet  been  able  to 
allocate  between  the  various  parts  of  the  service,  whether  as  between  localities 
or  between  various  services.  These  costs,  it  is  pretty  generally  admitted,  should 
be  borne  in  accordance  with  the  comparative  ability  of  the  services  or  localities 
to  bear  them.  As  a  matter  of  fact,  -as  between  localities,  these  costs  are  gen- 
erally borne  in  accordance  with  the  comparative  ability  of  the  localities  to 
avoid  bearing  the  charges.  Then,  too,  it  is  pretty  generally  admitted  that  a 
zone  system  of  rate  making,  putting  all  places  of  similar  cost  and  in  similar 
situations  on  the  same  rate,  is  not  only  fair  but  the  only  way  to  avoid  endless' 
difficulties  of  accounting  the  rate  adjustment.  The  question  here  is  as  to  how 
inclusive  the  zone  should  be.  New  York  claims  that  the  two  States  should 
form  one  zone.  New  Jersey  considers  that  the  costs  for  service  of  the  two 
regions  are  so  dissimilar  that  they  should  form  two  separate  zones,  not  that  the 
zone  system  should  be  given  up. 

Greater  attention  is  being  paid  recently,  however,  to  the  costs  of  service 
in  rate  making,  one  great  reason  for  this  being  that  costs  have  been  rising 
and  making  themselves  more  prominent.  Not  only  have  the  prices  of  railway 
supplies  and  labor  been  rising  along  with  our  general  rise  in  prices ;  the  mo.'\- 
striking  thing  is  that,  while  the  traffic  density  on  our  railways  has  doubled 
within  these  last  15  years,  the  cost  per  unit  of  handling  this  traffic  has  also 
increased.  A  most  unorthodox  thing  for  railway  dosts  to  do !  Economists 
have  always  said  that  the  railways  implicitly  obeyed  the  law  of  diminishing 
costs ;  that  as  the  traffic  Increased  the  cost  per  unit  of  handling  this  traffic 
always  decreased.  So  long  as  this  was  true,  and  it  really  was  true  in  general 
until  recently,  it  can  easily  be  seen  why  the  rate  makers  should  care  so  little 
about  what  each  item  of  service  cost.  The  main  thing  was  to  get  the  traffic ; 
let  the  cost  be  borne  as  best  it  might.  Recently,  however,  we  have  been, 
awakening  to  the  fact  that,  while  our  traffic  has  been  growing  by  leaps  and 
bounds,  the  cost  per  unit  of  caring  for  it  has  not  decreased,  but  actually 
increased.  Under  such  circumstances  we  must  more  carefully  scrutinize  the 
costs.  If  costs  are  rising  per  unit,  it  is  not  profitable  to  stimulate  greater 
traffic  unless  we  can  also  raise  rates.  Under  rising  costs  per  unit  each  ele- 
ment of  traffic  must  more  nearly  take  care  of  itself.  Hence  railway  Uicn  ."ud 
commissioners  alike  are  paying  attention  to  the  cost  of  each  kind  of  service 
as  they  never  did  before.  For  a  time  they  blamed  the  rising  costs  on  the-- 
wages  of  the  laborers.  They  still  do,  but  see  now  that  this  is  not  the  only 
cause.  The  extraordinarily  heavy  and  rising  terminal  charges  now  come  in 
for  their  share  of  the  blame,  and  justly  so.  The  contention  is  that,  In  so  fur 
as  the  costs  can  be  allocated  to  the  terminal  service,  they  should  be  borne  by 
the  particular  terminal  traffic  in  question.  The  problem  involves  not  only 
finding  out  what  terminal  charges  are  in  general,  but  the  relative  costs  of 
handling  traffic  as  between  different  terminals,  particularly  the  relati^'l,■  costs 
of  the  service  in  small  stations  as  compared  with  large  terminals. 

What  is  this  which  the  New  York  Intervening  petition  calls  the  "Americani 
method  of  rate  making  "  ?    The  Engineering  News  says : 

"  The  present  system  of  railway  rates  is  based  prynarily  upon  distance. 
It  harks  back  to  the  time  when  the  railway  was  the  competitor  of  the  stage- 
coach. The  cost  of  hauling  over  the  road  was  then  the  main  expense  in  trans- 
portation, and  the  cost  of  handling  at  terminals  was  trifling.  The  last  hull" 
century  has  revolutionized  these  conditions.     The  cost  of  hauling  traffic  over 

1  EDgineerlng  News,  v.  79,  p.  129. 
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tlie  road  has  been  reduced  to  a  mere  trifle,  while  the  cost  of  handling  in  the 
terminals  of  great  cities  has  been  multiplied  manyfold." " 

-1-his  is  perhaps  as  fair  a  statement  as  could  be  made  of  the  situation  the 
country  over,  but  no  one  statement  would  cover  the  rate-making  systems  of 
tne  whole  country.  The  Engineering  News's  presentation  of  the  matter  Is 
entirely  too  mild  to  fit  the  situation  in  the  South,  where  not  only  is  no  account 
taken  of  terminal  costs  in  general,  but  the  rates  are  made  much  less  eve)i  to 
the  terminals  than  between  intervening  points;  this  in  spite  of  the  long-and- 
short-haul  clause  in  the  act  to  regulate  commerce.  The  rates  on  traffic  to  a 
point  through  which  the  goods  would  be  hauled  on  going  to  a  terminal— that  is, 
on  the  route— are  made  by  taking  the  rate  to  the  terminal  and  adding  the 
local  rate  for  the  back  haul ;  this  even  though  the  goods  are  not  taken  to  the 
terminal  for  redistribution,  and  in  a  territory  where  the  plea  that  the  practice 
is  due  to  carload  ratings  for  the  jobbing  business  of  the  larger  places  is 
singularly  inapplicable.  In  the  South  one  would  think  it  cost  less  than  nothing 
to  handle  the  traffic  at  the  terminal.  The  South  is  not  the  only  region  where 
this  system  is  used,  but  is  the  outstanding  example  of  it. 

The  transcontinental  rate  system  violates  not  only  the  cost  principle  as 
regards  terminals,  but  violates  the  distance  principle  as  well.  There,  as  in 
the  South,  the  attempt  has  been  made  to  base  the  rates  on  certain  points, 
making  the  rates  for  intermediate  cities  the  rate  to  the  basing  point  plus  the 
back-haul  charge.  Though  this  has  been  modified  by  the  Interstate  Com- 
merce Commission  to  a  certain  extent,  yet  the  mountain  cities  still  pay  higher 
rates  than  those  on  the  coast.  The  distance  principle  has  also  been  violated 
here  by  a  gigantic  application  of  the  zone  system  of  rate  making.  As  Prof. 
Kipley  says,  "  For  some  years  every  city  east  of  the  Mississippi  has  been  able 
to  ship  goods  to '  San  Francisco  at  the  same  rate  which  is  paid  from  Boston 
and  New  York,  which  may  be  more  than  a  thousand  miles  farther  away." '  Of 
course,  to  the  extent  that  the  distance  has  been  ignored,  we  would  naturally 
assume  that  the  terminal  cost  held  a  comparatively  greater  importance.  This 
Is  In  reality  untrue ;  the  rates  are  built  as  commercial  pressure  dictates. 

The  northeastern  section  of  the  country,  known  as  trunk-line  territory,  is  the 
only  section  which  pretends  to  talie  real  account  of  both  the  distance  principle 
and  the  terminal  cost.  Here  the  rates  are  built  on  the  New  York  to  Chicago 
rate  as  a  standard,  using  a  fixed  terminal  cost  that  is  totally  inadequate  at 
present  and  pays  no  attention  to  the  widely. different  amount  of  this  cost  at  the 
various  terminals,  and  a  hauling  charge  varying  In  accordance  with  the  rela- 
tion which  the  distance  between  the  places  in  question  bears  to  the  standard 
New  York  to  Chicago  distance.  The  rates  to  the  great  terminal  cities  of  Boston, 
New  York,  Philadelphia,  and  Baltimore  are  related  to  each  other  on  the  prin- 
ciple of  commercial  competition,  a  certain  standard  differential  being  given  the 
rates  of  each  city  as  compared  with  the  New  York  rates. 

TEKMINAT,  COSTS   NEGLECTED  IN  KATE  MAKING. 

Thus  we  see  that  hitherto  but  little  attention  has  been  paid  to  the  terminal 
costs  in  making  up  rates.  In  fact,  the  Interstate  Commerce  Commission  does 
not  require  any  separate  attention  to  be  paid  to  terminal  costs  in  the  accounts 
which  it  requires  under  the  law,  and  the  railway  men  would  have  It  that  if 
we  want  knowledge  of  the  comparative  importance  of  terminal  costs  we  must 
turn  to  either  Japan  or  Australia.  The  officials  of  one  of  the  important  systems, 
who  really  have  made  important  statistical  investigations,  say  that  they  do  not 
know  the  relative  importance  of  the  costs  of  large  and  small  terminals  though 
they  have  carefully  computed  the  average  terminal  costs  in  the  southwestern 
part  of  the  country. 

The  railway  men  are  exceedingly  diffident  about  telling  what  they  know  on 
the  subject,  or  even  whether  or  not  they  know  anything  at  all.  This  is  not  to 
be  wondered  at;  they  fear  what  the  over-zealous  cost  statistician  might  do  with 
the  figures  if  he  had  them,  and,  doubtless.,  they  feel  that  fheir  figures  are  not 
vet  sufficiently  accurate  to  be  of  much  value  In  rate  making.  It  must  not  be 
inferred  however,  that  no  statistics  for  terminal  costs  are  known,  nor  that  they 
are  not  used  In  rate  making.  Much  is  known  on  the  subject  and  is  being  used 
by  the  various  parties  concerned  in  the  question. 

1  Engineering  News,  v.  79,  p.  129. 

'  Ripley,  Railroads :  Rates  and  Regulations,  p.  397. 


1082  INTEKSTATE   ASTD   FOREIGN   TEANSPOETATION. 

The  widest  application  of  tlie  principle  of  special  attention  to  terminal  costs^ 
in  theory  if  not  in  careful  practice,  is  found  in  the  system  in  vogue  in  trunk-line- 
territory,  the  MacGraham  scale,  as  outlined  briefly  above.  The  Wisconsin  sys- 
tem of  rate  making  takes  account  of  the  terminal  costs  as  carefully  as  possible- 
with  the  data  at  hand.^  The  Interstate  Commerce  Commission  also  has  made 
use  of  the  principle  in  special  cases,  though  it  has  not  committed  itself  to  its 
general  application  nor  has  it  required  such  statistics  to  be  kept. 

In  the  New  Orleans  Vegetable  Growers,  Merchants  &  Shippers'  Association  v.. 
Illinois  Central  Railroad  Co.  et  al."  the  Interstate  Commerce  Association  took 
account  of  the  figures  presented  to  it  on  terminal  costs  in  determining  the- 
reasonableness  of  the  rates  involved.  The  Commission  took  account  of  the  rela- 
tively high  terminal  expense  in  the  Eastern  Live  Stock  case ; "  they  also  took 
account  of  the  terminal  cost  figures  supplied  in  the  Shreveport  case,*  although 
questioning  their  accuracy.  In  the  Boardman  Co.  v.  Southern  Pacific  Co.. 
case'  the  Commission  said:  "The  right  to  impose  a  reasonable  and  nondis- 
criminatory charge  in  addition  to  the  line-haul  rate  for  terminal  services  per- 
formed by  connecting  carriers  was  recognized  in  the  Pacific  Coast  Switching 
cases  and  lias  been  affirmed  by  numerous  decisions  of  the  Commission  and  the- 
courts."  A  separate  charge  for  switching  and  other  terminal  expenses  is  more- 
common  in  the  case  of  connecting  carriers  than  if  the  whole  service  is  per- 
formed by  one  company,  although  under  such  circumstances  it  is  exceedingly 
common  for  the  carrier  to  "  absorb  "  the  extra  charges  and  not  pass  them  om 
to  the  patron. 

Enough  has  been  said  to  show  that  the  terminal  costs  have  played  a  com- 
paratively small  part  in  American  rate  making,  although  they  have  not  been 
totally  neglected  as  a  separate  element,  as  the  intervening  petition  of  the- 
Chamber  of  Commerce  of  the  State  of  New  York  would  intimate.  It  is  safe 
to  say  that  Increasing  interest  is  being  directed  to  this  large  element  of  railway 
costs  these  last  few  years  as  the  traffic  per  unit,  in  spite  of  its  growing  density, 
has  become  more  expensive  to  haul.  It  would  appear  that  this  change  fromi 
diminishing  cost  to  increasing  cost  per  unit  of  traffic  was  due,  in  addition  to 
the  part  played  by  rising  wages  and  taxes,  to  the  increasing  complexity  and 
consequent  costly  handing  in  our  large'  terminals.  Unqviestlonably  both  the- 
actual  cost  of  handling  and  the  overhead  expenses  due  to  expensive  terminal 
facilities  and  real  estate  are  very  high  and  rising  at  a  rapid  rate.  It  would 
appear  that  this  concentration  to  the  point  of  congestion  of  our  business  m 
large  centers  made  the  costs  of  this  phase  of  the  business  mount  up  so  increas- 
ingly high  with  increased  traffic  as  to  offset  the  economies  which  are  constantly 
being  achieved  in  our  line  traffic. 

THE   COSTS   OF  TEEMINALS. 

What  are  the  comparative  costs  of  terminals  and  terminal  handling? 
Droege  said  in  1912,  in  his  Freight  Terminals  and  Trains,  "  For  every  3  miles 
of  railroad  there  is  in  use  to-day  1  mile  of  switching  or  terminal  tracks."  ° 
He  also  shows  how  this  proportion  has  been  growing  rapidly  and  is  much 
greater  in  the  more  densely  populated  regions  of  the  Northeast.  He  says  io 
regard  to  the  money  invested  in  terminals,  "  The  terminals  alone  represent  a 
greater  amount  of  money  than  all  the  remainder  of  the  properties  of  the  roads-. 
This  statement  is  true  even  when  smaller  or  intermediate  stations  are  omittedl 
and  only  ^the  great  water  terminals  and  general  intermediate  distributing 
centers,  known  as  division  terminals  or  yards,  are  included." '  In  the  Minne- 
sota Rate  case  the  terminal  property  of  the  Northern  Pacific  Railway  Co.  was 
put  at  $17,315,000,  the  land  outside  of  terminals  at  $3,708,000.  The  figux-es  foir 
the  Great  Northern  Railway  Co.  were  $19,847,000  for  the  terminals  and 
$5,325,000  for  the  land  outside  of  terminals.'  Droege  says  in  his  recent  book, 
Passenger  Terminals  and  Trains : 

"  The  American  railroads  have  frequently  been  criticized  for  having  lav- 
ished' such  great  amounts  of  money  on  their  passenger  stations,  or,  as  one 
authority  has  aptly  said,  they  have  indulged  too  much  in  '  gilded  stairs  and 

iThe  Amer.  Econ.  Assn.  Publications,  3d  ser.,  v.  9  (1908),  98. 

'  34  I.  C.  C.  Rep.,  38. 

"36  I.  C.  C.  Rep.,  675  (692). 

Ml  I.  C.  C.  Rep.,  91-94. 

6  37  I.  C.  C.  Rep.,  81  (85). 

» Page  1. 

'  Page  8. 

"  Minnesota  Rate  case,  Opinion  of  Supreme  Court  o(  U.  S.,  pp.  40,  53, 
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marble  lialls.'  It  is  certainly  true  that  this  is  one  thing  on  which  the  railways^ 
clo  not  skimp.  The  recently  completed  Union  Station  at  Kansas  City  cost 
.>40,000.000,  of  which  $11,000,000  was  spent  on  the  station  itself.  It  has  been, 
said  that  some  of  the  lines  which  use  the  terminal  pay  more  for  the  privilege- 
than  they  receive  iu  gross  receipts  from  their  entire  Kansas  City  passenger- 
tralhc.  The  New  York  Cenlriil's  passenger  terminal  facilities  in  New  York 
when  completed  will  probably  have  cost  approximately  $200,000,000,  sufficient 
to  build  2,000  miles  of  double-track  railway  line  costing  $100,000  a  mile.  It 
has  been  estimated  that  the  fixed  charges,  taxes,  and  depreciation  will  total 
$20,000,000  yearly  and  the  operating  and  maintenance  expenses  $3,000,000' 
more.  The  total  passenger  receipts  of  the  New  Haven  and  New  York  Central 
from  New  York  City  traffic  certainly  do  not  total  much  more  than  this.  The- 
Pennsylvania's  terminal  on  Manhattan  has  cost  between  $110,000,000  and 
$120,000,000.  One  authority  has  made  the  statement  that  the  terminal  charges; 
are  about  equal  to  the  entire  gross  receipts  of  the  Pennsylvania  and  Long  Island 
from  passenger  traffic  in  the  city.  It  has  been  further  shown  that  the  passenger- 
terminals  in  which  the  Pennsylvania  is  interested  in  Washington,  Baltimore, 
New  York,  and  Philadelphia  have  a  combined  value  of  $178,000,000,  equal  to 
an  average  of  about  $800,000  per  mile  for  the  223 -miles  from  New  York  to 
■Washington." ' 

The  terminal  properties,  while  enormous  in  their  value,  unfortunately  will 
lia!ve  to  be  expanded  still  more,  according  to  foremost  authorities.  The  late 
Mr. 'James  J.  Hill  said  in  an  address  before  the  Railway  Business  Men's  Asso- 
ciation in  New  York  December  19,  1912 : 

"  Every  interest  and  every  community  should  understand  tha-t  the  maim 
need  to-day  of  transportation  and  of  the  many  activities  connected  with  and  de- 
pendent upon  it  is  an  increase  of  terminal  facilities.  It  is  no  exaggeration  tO' 
say  that  the  commerce  of  the  country,  its  manufacturing  and  agricultural  in- 
dustry, its  prosperity  as  a  whole,  and  the  welfare  of  every  man  in  it  who  en- 
gages in  any  gainful  occupation,  can  escape  threatened  disaster  only  by  such 
additions  to  and  enlargements  of  existing  terminals  at  our  great  central 
markets  and  our  principal  points  of  export  as  will  relieve  the  congestion  that 
now  paralyzes  traffic  when  any  unusual  deman.d  is  made  upon  them." ' 

We  need  not,  however,  depend  alone  on  the  word  of  American  railway  men, 
for  opinion  on  tliis  subject.  Mr.  W.  M.  Acworth,  a  prominent  and  impartial 
British  authority,  in  a  recent  statement  to  the  American  public  through  the- 
National  City  Bank  publication,  said :  "  You  will  have  to  spend  vast  sums  of 
ruoney  to  enlarge  and  improve  your  terminal  accommodation,  and  the  land  re- 
(iuire'd  for  the  purpose  you  will  have  to  buy  and  adapt  at  modern  prices."  '" 
The  truth  of  this  wiU'be  the  more  readily  appreciated  in  view  of  the  present  un- 
precedented car  shortage.  The  Iron  Age  said  of  the  congestion  of  1902:  "The 
transportation  facilities  of  the  country  broke  down  under  the  weight  of  pros- 
perity in  1902  and  1903,  not  so  much  because  the  supply  of  locomotives  and  cars 
was  insufficient,  though  that  was  a  factor,  as  from  the  utter  inadequacy  of 
terminal  facilities."  '  -  If  this  was  noteworthy  of  the  1902  situation,  what  or 
the  present  when  we  are  experiencing  such  a  serious  shortage  of  rolling  stock? 

THE   COST   OF   HANDLING  TEAFFIC  AT  TEBMINALS. 

In  regard  to  the  cost  of  handling  the  traffic  at  the  terminals  we  can  not  do- 
better  than  to  draw  our  facts  from  the  statements  of  Mr.  Brandeis  before  the- 
Interstate  Commerce  Commission  in  recent  important  rate'  cases.  Mr.  Bran- 
deis as  is  commonly  known,  has  won  much  fame  from  the  prominent  part 
which  he  has  played  in  fighting  proposed  rate  increases.  The  New  York  Times, 
in  an  editorial  of  November  14,  1916,  in  quoting  Mr.  Brandeis,  says,  "  Terminal 
costs  absorb  80  per  cent  of  the  total  rate  and  leave  nothing  for  the  haul.  In 
one  case  named  by  him,  the  terminal  costs  being  deducted  from  the  rate  of  4 
mills  there  remained  seven-tenths  of  a  mill  for  the  haul  of  428  miles.  If  the- 
cost  'for  foreign  cars  also  were  deducted  there  remained,  according  to  Mr. 
Brandeis,  nothing  for  the  maintenance  of  the  tracks." 

In  the  Five  Per  Cent  case  Mr.  Brandeis  testified  as  follows : 
"As  Mr   Delano  has  pointed  out  so  clearly  in  his  statement,  various  parts  of 
which  are  quoted  in  the  brief,  it  came  to  a  point  where  the  switching  cost  in 

1  Page  7. 

2  Ampr    Rv    Ens:   Assn.,  vol.  15,  pt.  2,  p.  29. 

3Ci?cuiar  of  nIi'I  City  Bank  of  N.  Y.  fot-  July,  1916,  p.  3. 
•  Ii-on  Age,  Sept.  7,  1905. 
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Chicago  equaled  and  sometimes  exceeded  the  total  amount  which  the  railroad 
received  for  carrying  the  freight.     There  you  have  an  extraordinary  situation. 

"  When  you  come  to  the  less-than-carload  lots  you  have  an  even  more  serious 
situation  In  many  respects.  There  you  have  the  situation  which  bred  ferry- 
car  service,  by  which  you  had  the  switching  from  a  place  of  business  pf  less- 
than-carload  lots  from  one  railroad  not  only  to  another  railroad,  but  sometimes 
through  a  third  to  another  railroad,  and  all  at  the  expense  of  the  carrier  who 
made  the  haul.  *  *  *  What  is  certain,  and  what  nobody  for  a  moment 
could  controvert,  is  that  these  practices,  which  have  grown  up  as  an  incident 
to  the  creation  of  these  great  cities  like  Chicago,  have  increased  the  terminal 
cost  so  much  as  to  make  a  large'  part  of  the  traffic  not  only  unremuneratlve 
but  practically  free,  so  far  as  the  haul  from  place  to  place  is  concerned. 

"  There  is  quoted  in  this  brief  a  most  illuminating  .statement  also  of  Mr. 
Pfeifer,  counsel  for  the  Chicago  &  Eastern  Illinois,  in  regard  to  that  situation. 
He  shows  that  not  only  is  this  true  in  respect  to  business  destined  to- Chicago 
or  shipped  from  Chicago,  but  that  it  is  true  of  much  of  the  business  that  passes 
through  Chicago  to  other  points  beyond.  He  says  that  he  can  furnish  proof 
that  on  less-than-carload  business  from  Pittsburgh  to  Milwaukee  the  cost  of 
handling  that  business  in  Chicago — I  mean  incidental  cost — is  more  than  the 
total  amount  paid  for  the  haul  from  Pittsburgh  to  Milwaukee,  and  that  Pitts- 
burgh and  Blilwaukee  are  cities  in  which  the  terminal  costs  are  con.slderable, 
or  certainly  in  one  of  the  cities  the  terminal  costs  are  considerable. 

"  But  Mr.  Maxwell  testified  on  this  subject  in  a  very  clear  and  convincing 
way.  He  showed  that  in  regard  to  an  appreciable  part  of  the  business  on  the 
,  Wabash  the  terminal  cost  at  Chicago  ate  up  everything ;  that  the  terminal  cost 
in  Chicago  on  some  of  the  coal  which  came  from  the  mines  left  nothing,  not 
enough  to  pay  for  the  interest  and  depreciation  charge  on  the  equipment  which 
was  used  in  carrying  the  coal  from  the  mines ;  that  after  paying  the  switching 
charges  there  was  tint  .?3  left,  and  there  had  been  a  haul  of  200  miles.  The 
average  cost  of  a  freight  car,  considering  its  service,  is  over  2  cents  a  mile. 
Here  there  was  only  a  cent  and  a  half  for  the  cost  of  hauling,  for  the  terminal 
cost  at  the  other  end  and  a  retxirn  on  the  capital  Invested.  The  terminal  cost 
at  Chicago  had  absorbed  practically  everything. 

"  Mr.  .Johnstone,  of  the  lake  lines,  showed  exactly  the  same  thing.  He  showed 
how,  in  this  period  from  1903  to  1913  the  cost  of  switching  which  the  lake  lines 
had  to  absorb  had  more  than  doubled,  almost  trebled — from  $4.50  up  to  about 
$12  a  car."' 

•Mr.  Brandeis  then  shows  that  the  lighterage  and  other  special  New  York 
terminal  services  have  risen  in  cost  fi'om  2  cents  of  30  or  40  years  ago  to  6 
cents  a  hundred  pounds  at  present,  which  means  $26.40  a  car,  for  taking  the 
car  from  the  New  Jersey  side  of  the  river  into  New  York.  Just  what  propor- 
tion of  the  revenue  that  is  would  depend  upon  the  rating  and  origin  of  the  car. 
but  he  thinks  that  in  the  average  case  this  would  mean  that  33  per  cent  of 
the  total  revenue  from  the  car  was  taken  up  by  the  extra  cost  of  getting  it  into 
New  York.     He  contiMies : 

"  That  is  one  of  the  changes  which  Mr.  Willard  has  had  to  battle  against 
when  he  has  been  trying,  through  greater  efficiency,  to  meet  these  rising  costs. 
It  is  not  the  increasing  cost  of  labor.  Those  costs  he  can  meet  in  the  larger 
part,  but  it  is  the  increase  in  the  'cost  of  these  other  free  services  which  are 
coming  along  and  which  are  extending  all  the  time,  and  the  cost  of  which  is 
extending.  *  *  *  The  lighterage  district  of  New  York  has  been  extended 
and  the  haul  made  longer.  How  can  the  efficiency  in  train  movement  overcome 
such  things  as  that?  Mr.  Willard  battles  in  vain  with  such  leeches  and  such 
burdens  as  that  upon  his  traffic.  Taking  the  Erie  Railroad,  which  is  one  of 
the  great  sufferers  here,  we  find  that  25  per  cent  of  the  freight  revenues  are 
on  business  destined  to  or  shipped  from  New  York  City.  You  have  in  the  Bast 
just  the  same  situation  as  you  have  in  Chicago  in  the  West. 

"  These  conditions  have  developed  and  grown  up  year  by  year,  the  costs  are 
becoming  greater,  and  no  general  increase  in  freight  rates  can  keep  pace  with 
such  leeches  upon  the  service. 

"  I  took  New  York  and  Chicago  because  they  are  the  most  important  centers 
in  the  country,  and  conditions  are  perhaps  worse  there  than  elsewhere.  But 
what  is  true  of  New  York  and  Chicago  is  true  of  these  other  cities,  and  it 
presents  itself  in  different  forms  in  different  cities.    We  took  Buffalo,  we  took 


1  Interstate  Commerce  Commission,  The  Five  Per  Cent  case,  S.  Doc,  v.  14,  63a  Cong., 
p.  5251, 
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Toledo,  we  took  Philadelphia,  and  in  every  one  of  those  places  you  will  find 
tnese  or  other  similar  leeches  upon  the  revenue,  growing  and  eating  into  the 
vitals  of  these  railroads."  ' 

Others  could  be  quoted  showing  the  immense  and  growing  part  which  termi- 
nal costs  are  playing  in  our  transportation  service.  The  problem  is  growing ; 
It  IS  greater  in  our  large  cities  than  in  the  smaller  ones.  Undoubtedly  the 
terminal  service  is  not  one  that  is  subject  to  decreasing  costs  per  unit  of  serv- 
'f ^  P  «  service  is  Increased ;  it  apparently  follows  exactly  the  opposite  rule. 
AS  traltic  increases  m  the  large  terminals,  it  becomes  increasingly  more  costly 
per  unit  to  handle  it;  complexity  and  congestion  bring  decreasing  economics 
m  their  train. 

BANEFUL  EFFECTS    OF    NEGLECTING   TERMINAL   COSTS    IN    BATEMAKING. 

And  yet  the  present  system  of  neglecting  costs  in  rates  to  terminals  is 
artificially  stimulating  the  growth  of  these  large  centers.  The  burden  of 
transportation  cost  is  on  the  busintss  of  the  country  in  general;  the  large 
center  gains  the  advantage.  The  large  centers  getting  their  service  at  less 
than  cost,  the  general  business  of  the  country  is  taxed  to  build  up  the  large 
cities,  to  perpetuate  and  increase  a  more  expensive  system  of  conducting  our 
business,  to  make  their  burdens  in  turn  still  greater  to  support  these  centers 
in  the  future.  We  may  be  sure  the  railways  themselves  do  not  pay  this  extra 
cost.    They  can  not.    They  are  not  in  the  charity  work. 

The  Chamber  of  Commerce  of  New  York, claims  for  New  York  the  share  of 
46.59  per  cent  of  the  total  foreign  commerce  of  the  United  States;  it  claims 
that  in  1909,  with  5  per  cent  of  the  population  of  the  country,  the  city  of  New 
York  had  nearly  10  per  cent  of  the  industrial  establishments  of  the  country, 
while  the  value  of  its  products  was  almost  10  per  cent  of  the  Nation's.''  And 
so,  forsooth,  it  claims  that  a  system  of  ratemaking  should  be  perpetuated 
which  would  continue  the  present  rapid  stimulation  of  our  large  centers  and 
urban  population  at  the  expense  of  the,  rest  of  the  country. 

The  battle  between  cities  for  commercial  supremacy  is  an  important  thing ; 
it  is  trivial  as  compared  with  some  other  matters.  The  present  system  arti- 
ficially stimulates  the  growth  of  our  cities  and  consequently  our  manufactures 
at  the  expense  of  our  agricultural  life.  Stimulating  the  growth  of  our  large 
industrial  centers  it  stimulates  a  more  expensive  way  of  conducting  our 
transportation,  and  proof  could  be  cited,  did  space  permit,  to  show  that  the 
industrial  life  itself  becomes  more  complicated,  and  hence  more  costly,  in  these 
large  centers  built  upon  a  bonus  from  the  rest  of  the  country. 

Lack  of  extra  remuneration  for  terminal  services  has  made  the  carriers  more 
cautious  in  laying  out  money  in  developing  this  branch  of  the  service,  so  that 
in  spite  of  the  immense  sums  which  they  have  expended  recently  the  United 
States  faces  a  shortage  of  terminal  facilities  and  consequently  is  in  the  pangs 
of  a  car  famine. 

Other  and  perhaps  more  serious  consequences  might  be  spoken  of,  but  enough 
has  been  pointed  out  to  show  the  importance  of  the  problem. 

What,  then,  is  the  solution?  Should  we  reorganize  our  rate  systems,  giving 
full  weight  to  the  different  terminal  costs?  Such  a  thing  would  be  impossible. 
AVe  can  however,  and  it  would  seem  as  though  we  must,  give  full  weight  to 
the  increases  in  costs  as  these  occur  in  the  future.  The  conclusion  may,  and 
probably  will  be  reached  that  part  of  the  extreme  costs  now  involved  In  the 
terminal  services  shall  be  borne  by  the  services  in  question.  The  future  incre- 
ments of  such  costs  certainly  should  not  be  borne  by  the  service  in  general, 
but  by  the  terminal  traffic  itself. 

[Utilities  Magazine,  Mai-cli,  1917.]  / 

Federal  Incokpokation  of  Railroads. 

By  Max  Thelen,   President  National  Association  of  Railway  Commissioners. 

One  of  the  most  important  public-utility  problems  now  before  the  American 
people  is  the  proposal  of  the  railroads  that  the  Federal  Congress  enact  legisla- 

"T^;;i^i:^^^Ltel:ommerce  Commit,  The  Five  Per  Cent  case,  S.  Doc.   f.  14,  64d  Cong., 
^'  intervening  petition  of  Chamber  of  Commerce  of  New  York,  pp.   3,  7. 
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tion  compelling  each  railroad  to  any  extent  engaged  in  interstate  commerce  to 
secure,  in  lieu  of  its  present  State  charter,  a  charter  from  the  Federal  Gov- 
ernment. ^  ,  . 

As  nearly  every  railroad  in  the  United  States  is  to  some  extent  engaged  m 
interstate  commerce,  this  proposal  would  result  in  the  transmutation  of 
practically  every  railroad  corporation  in  this  country  from  a  State  corporation 
to  a  Fedeal  corporation. 

INTERESTING    QUESTIONS. 

The  proposal  for  Federal  incorporation  of  the  railroads  presents  some  very 
interesting  questions.  ., 

Is  the  withdrawal  from  the  States  of  practically  all  their  powers  over  rail- 
roads—the  avowed  purpose  of  the  Federal  incorporation  plan— desirable? 

What  will  be  the  effect  of  Federal  incorporation  of  the  railroads  on  the  powers 
now  exercised  by  the  States  with  respect  to  purely  State  commerce? 

Will   the   Federal   incorporation   of   the   railroads   enable   the   railroads   to 
remove  themselves  from  State  jurisdiction  over  purely  State  commerce,  without  • 
amending  the  commerce  clause  of  the  Federal  Constitution? 

Is  the  particular  plan  of  Federal  incorporation  advocated  by  the  railroads 
In  the  public  interest?  . 

What  would  be  the  effect  on  railroad  rates  and  on  the  compensation  here- 
after to  be  paid  by  the  Federal  Government  for  the  railroad  properties,  if  the 
Federal  Congress  should  now  enact  legislation  in  effect  compelling  all  railroads 
to  take  out  national  charters  under  a  plan  which  perpetuates  all  outstanding 
railroad  securities  including  all  the  water  therein? 

These  and  many  other  interesting  questions  are  involved  In  the  plan  of 
Federal  railroad  incorporation  which  is  being  urged  by  the  railroads  before 
the  Newlands  joint  committee  of  the  Senate  and  of  the  House  of  Representa- 
tives. 

It  is  not  my  purpose  in  this  paper  to  discuss  the  merits  of  the  proposal  of 
the  railroads  to  take  from  the  States  practically  all  their  powers,  even  over 
purely  State  railroad  business.  This  is  a  subject  of  very  great  importance 
which  merits  consideration  in  a  paper  devoted  to  that  subject  alone.^  It  is  my 
purpose  to  consider  in  this  paper,  as  succinctly  as  possible,  the  other  questions 
just  suggested. 

NEWLANDS   PLAN. 

For  several  years  Senator  Newlands,  of  Nevada,  has  been  urging  the  enact- 
ment by  the  Federal  Congress  of  legislation  providing  for  the  Federal  incor- 
poration of  railroads.  Such  incorporation,  however,  is  to  be  only  part  of  a 
comprehensive  plan  for  the  regulation  of  the  relationship  between  the  rail- 
roads and  both  Federal  and  State  Governments,  the  railroads  and  then- 
patrons,  the  railroads  and  their  security  holders,  and  the  railroads  and  their 
employees. 

The  plan  of  Senator  Newlands  provides  that  any  railroad  corporation  may 
secure  a  Federal  charter,  but  only  with  the  consent  of  the  parent  State ;  that 
the  States  shall  retain  their  power  to  regulate  the  rates  of  purely  State  com- 
merce and  their  power  to  enact  police  regulations  with  reference  to  such  com- 
merce ;  that  the  physical  properties  of  the  railroads  shall  continue  to  be 
taxable  by  the  State  wherein  such  properties  are  located  ;  and  that  the  new 
Federal  railroad  corporation  shall  issue.  In  exchange  for  the  property  of  the 
State  railroad  corporation,  securities  not  exceeding  the  fair  value  of  the 
property  to  be  transferred,  as  such  value  may  be  determined  by  the  Interstate 
Commerce  Commission.. 

The  Newlands  plan  also  provides  for  the  establishment  of  an  accident  and 
insurance  fund  for  the  benefit  of  employees ;  for  action  by  the  Interstate  Com- 
merce Commission  as  a  board  of  conciliation  between  the  railroads  and  their 
employees ;  for  the  limitation  of  dividends  to  7  per  cent  on  the  outstanding 
capital  stock ;  and  for  the  application  of  net  earnings  in  excess  of  such  divi- 
dends, betterments,  extra  dividends,  or  future  inadequacy  of  earnings,  as 
directed  by  the  Interstate  Commerce  Commission. 

1  See  article  by  Mr.  Thelen  on  "  The  NewlaDds  railroad  Investigation  "  in  The  Utilities 
Magazine,  January,  1917. — The  Editor. 
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EAILEOAD   PLAN. 

The  plan  of  Federal  railroad  incorporation  now  being  urged  by  the  railroads 
Detore  the  Newlands  joint  committee  omits,  in  my  opinion,  most  of  the  com- 
mendable features  of  the  Newlands  plan,  and  apparently  has  in  view  solely  the 
withdrawal  of  the  railroads  from  the  jurisdiction  of  the  States  and  the  per- 
petuation, by  direct  compulsion  of  the  Federal  Government,  of  all  their 
outstanding  securities,  whether  issued  for  value  or  not. 

While  the  railroads  have  not  as  yet  presented  the  details  of  their  plan,  its 
hroad  outlines  clearly  appear  in  the  testimony  thus  far  presented  by  them 
to  the  Newlands  joint  committee. 

The  railroads  urge  the  enactment  by  the  Federal  Congress  of  legislation  pro- 
viding, in  effect,  that  after  a  certain  day  no  railroad  in  the  United  States  shall 
be  permitted  to  continue  to  engage  in  interstate  commerce,  unless  it  has  secured 
from  the  Federal  Government  a  charter  under  a  statute  to  be  enacted  by  the 
Federal  Congress ;  that  such  incorporation  is  to  be  compulsory,  as  distinguished 
-  from  elective ;  and  that  the  consent  of  the  State  from  which  the  railroad  holds 
its  charter  shall  not  be  necessary. 

The  States  are  to  be  deprived  of  all  their  powers  over  railroads  with  reference 
to  rates,  service,  safety,  equipment,  and  facilities,  the  issue  of  securities  and 
every  other  matter  affecting  purely  State  commerce  as  well  as  interstate  com- 
merce, except  that,  as  a  matter  of  policy,  the  States  are  to  be  permitted  "  for 
the  present "  to  retain  their  power  to  tax  railroad  property  locfited  within  their 
borders  and  to  exercise  police  powers  over  railroads  and  matters  which  are 
■'  not  vital." 

T!:o  new  Federal  railroad  corporation  is  to  acquire  the  property  of  the  existing 
State  corporation  subject  to  all  outstanding  bonds  and  other  indebtedness,  and 
is  to  issue  its  capital  stock:  in  an  amount  equivalent  to  the  entire  outstanding 
capital  stock  of  the  State  corporation.  In  a  word,  all  the  outstanding  securities 
of  the  existing  State  railroad  corporation,  entirely  without  regard  to  their 
relationship  to  the  fair  value  of  the  property  or. to  the  existing  relationship 
between  bond  capital  and  share  capital,  are  to  be  perpetuated  in  the  form 
of  the  existing  indebtedness,  and  new  capital  stock  is  to  be  issued  by  the  Federal 
railroad  corporation  in  an  amount  equivalent  to  the  entire  outstanding  capital 
stock  of  the  State  railroad  corporation  without  any  regard  whatsoever  to  its 
fair  value,  this  to  be  done  under  compulsion  of  the  Federal  Government. 

Each  existing  State  railroad  corporation  is  to  be  converted  into  a  Federal 
railroad  corporation,  so  that,  except  to  the  extent  to  which  mergers  or  con- 
solidations may  later  be  authorized,  there  will  be  just  as  many  Federal  railroad 
Corporations  as  there  are  now  State  railroad  corporations. 

EAELY    FEDEKAL    EAILEOAD    COKPOBATIONS. 

In  four  cases,  ranging  between  1862  and  1871,  the  Federal  Government  hereto- 
fore incorporated  Federal  railroad  corporations.  In  each  of  these  instances 
the  railroad  was  incorporated  by  special  act  of  Congress  for  the  purpose  of 
connecting  the  Middle  West  by  rail  with  our  Pacific  coast  possessions,  and  in 
each  instance  the  Federal  Government,  by  means  of  land  grants  and  other  con- 
siderations, gave  generous  assistance  to  the  new  railroad. 

The  first  Federal  railroad  was  the  Union  Pacific  Railroad  Co.,  which  was 
incorporated  by  act  of  Congress  of  .July  1,  1862,  for  the  purpose  of  construct- 
ing a  railroad  from  the  one  hundredth  meridian  east  of  Greenwich,  west,  to 
connect  with  Central  Pacific  Railway  Co.,  a  California  corporation.     (12  U.  S. 

Stat.  L.,  489.) 

The  second  Federal  railroad  was  the  Northern  Pacific  Railroad  Co.,  which 
was  incorporated  by  act  of  Congress  of '.luly  2,  1864,  for  the  purpose  of  con- 
structing a  line  of  railroad  from  Lake  Superior  to  Puget  Sound,  in  the  State 
of  Washington,  with  a  branch  line  to  Portland,  Oreg.     (13  tj.  S.  Stat.  L.,  365.) 

The  third  Federal  railroad  was  the  Atlantic  &  Pacific  Railroad  Co.,  which 
was  incorporated  by  act  of  Congress  of  July  27,  1866,  for  the  purpose  of  con- 
structing a  line  of  railroad  from  Springfield,  Mo.,  to  Albuquerque,  N.  Mex., 
and  thence  to  the  Colorado  River  and  to  the  Pacific  Ocean.  In  the  same  act, 
the  Southern  Pacific  Railroad  Co.,  a  California  corporation,  was  authorized  to 
connect  with  the  Atlantic  &  Pacific  Railroad  Co.  at  the  California  State  line. 
(14  U.  S.  Stat.  L.,  292.) 

The  fourth  Federal  railroad  incorporated  during  the  period  hereinbefore 
referred  to  was  the  Texas  &  Pacific  Railroad  Co.,  which  was  incorporated  by 
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act  of  Congress  of  March  3,  1871,  for  the  purpose  of  constructing  a  line  of 
railroad  from  Marshall,  Tex.,  to  San  Diego,  Cal.     (16  U.  S.  Stat.  L.,  573.) 

LEGAL   PKORLEMS. 

The  proposed  Federal  incorporation  of  the  railroads  presents  a  number  of 
very  interesting  legal  problems. 

That  the  Federal  Government  has  the  power,  whenever  deemed  necessary  In 
the  exercise  of  a  governmental  function,  to  create  a  corporation  has  been  un- 
questioned ever  since  the  decision  of  the  Supreme  Court  of  the  United  States 
in- the  leading  case  of  McCullough  v.  Maryland.  (4  Wheat..  316.)  The  same 
doctrine  was  announced  in  Osborn  v.  United  States  Bank.     (9  Wheat,  737.) 

The  power  of  the  Federal  Government  to  create  a  railroad  corporation  to 
act  as  its  agent  or  instrumentality  in  the  performance  of  a  function  of  the 
Federal  Government  is  equally  clear.  (California  v.  Central  Pacific  Railroad 
Co.,  127  U.  S.,  1.)  The  power  of  the  Federal  Congress  to  create  a  corporation 
for  the  purpose  of  constructing  a  bridge  across  navigable  water  between  two' 
States  has  liliewise  been  upheld.  (Luxton  v.  North  River  Bridge  Co.,  153  U.  S., 
525.) 

Many  more  legal  problems  in  part  as  yet  unsolved  are  involved  in  the  plan 
of  the  railroads.  Among  the  most  important  of  these  problems  are  these  two : 
(1)  The  means  to  be  used  to  transfer  to  the  new  Federal  corporation  the  title 
to  the  property  of  the  existing  State  corporation,  with  due  regard  to  the  rights 
of  the  stockholders  of  the  State  corporation;  and  (2)  the  effect  of  Federal 
railroad  incorporation  on  the  power  of  the  States  to  regulate  purely  State  com- 
merce. I  shall  consider  herein  only  the  latter  question.  The  effect  of  the 
proposed  Federal  incorporation  of  the  railroads  on  the  powers  of  the  States 
will  be  considered  with  reference  to  various  classes  of  State  powers  in  the 
following  order :  Rates,  taxes,  securities,  service,  safety,  and  police  regulations. 

RATE  POWEB  OF  STATES. 

The  railroads  frankly  declare  that  it  is  their  purpose  to  take  from  the  States 
their  entire  power  over  railroad  rates,  specifically  including  their  power  over 
purely  State  rates.  The  railroads  advocate  the  Federal  incorporation  of  the 
railroads  principally  for  the  pupose  of  accomplishing  this  end  and  contend 
that  the  Federal  incorporation  of  the  railroads  is  a  means  adequate  to  accom- 
plish their  purpose. 

The  reports  of  the  Supreme  Court  of  the  United  States  are  full ,  of  decisions 
holding  that  under  the  commerce  clause  of  the  Federal  Constitution,  the  power 
of  the  Federal  Government  to  regulate  commerce  is  limited  to  commerce  "  with 
foreign  nations,  and  among  the  several  States,  and  with  the  Indian  tribes," 
and  that  the  States  have  the  right  to  regulate  purely  State  commerce  as  long 
as  such  regulation  is  not  confiscatory  and  does  not  discriminate  against  com- 
merce subject  to  the  jurisdiction  of  the  Federal  Government. 

The  claim  now  urged  by  railroad  lawyers  that  by  reason  of  its  control  over 
the  instrumentalities  of  interstate  commerce  the  Federal  Government  has  com- 
plete control  over  each  railroad  to  any  extent  engaged  in  interstate  commerte, 
even  as  to  rates  for  purely  State  transportation,  finds  greater  comfort  in  the 
hopes  of  these  lawyers  than  in  the  decisions  of  the  Supreme  Court  of  the  United 
States.  It  is  unquestionably  the  prevailing  opinion  among  well-informed  con- 
stitutional lawyers  that  the  railroads  can  not  prevail  in  their  campaign  to  take 
from  the  States  their  power  over  purely  State  commerce  unless  they  shall  first 
have  persuaded  the  people  of  the  United  States  to  amend  the  commerce  clause 
of  the  Federal  Constitution  so  as  to.  take  from  the  States  the  powers  which 
apparently  have  been  reserved  to  them. 

However,  a  number  of  decisions  of  tlie  Supreme  Court  of  the  United  States, 
dealing  specifically  witli  railroads  incorporated  by  the  Federal  (Government, 
lend  strong  support,  on  an  entirely  different  theory,  to  the  plan  of  the  railroads. 
Tliese  cases  strongly  intimate  that  if  the  Federal  Government,  in  incorporating 
a  Federal  railroad  corporation,  declares  that  such  railroad  shall  be  used  for 
military  purposes  and  shall  be  a  post  road,  and  clearly  expresses  the  intention 
that  such  railroad  shall  not  be  subject  to  regulation  by  any  State,  such  raiU'oad 
will  be  subject  to  the  exclusive  control  of  the  Federal  Government  iu  all  mat- 
tors,  including  purely  State  transportation.  This  conclusion  is  reached, -ap- 
parently not  under  the  commerce  clause,  but  uiider  the  military  power  of  the 
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Federal  Government  and  under  its  ppwer  "  to  establish  post  offices  and  post 
roads." 

In  Reagan  v.  Mercantile  Trust  Co.  (154  U.  S.,  413),  decided  on  May  26,  1894, 
the  Mercantile  Trust  Co.  brought  an  action  against  the  Railroad  Commission 
of  Texas  and  the  Texas  &  Pacific  Railway  Co.,  to  restrain  the  enforcement  as 
against  the  Texas  &  Pacific  Railway  Co.  of  the  railroad  commission  act  of  the 
State  of  Texas.  The  Mercantile  Trust  Co.  was  trustee  under  an  issue  of  bonds 
of  Texas  &  Pacific  Railway  Co.  The  Mercantile  Trust  Co.  and  the  Texas  & 
Pacific  Railway  Co.  both  earnestly  contended  that  Texas  &  Pacific  Railway  Co., 
being  a  Federal  corporation,  was  not  sub.1ect  to  the  control  of  the  State  of 
Texas,  even  as  to  rates  for  transportation  wholly  within  the  State.  Mr.  Justice 
Brewer,  in  presenting  the  opinion  of  the  Supreme  Court  of  the  United  States. 
held  that  this  contention  was  unsound  for  the  reason  that  there  was  nothing 
in  the  language  of  the  act  incorporating  the  Texas  &  Pacific  Railway  Co.  to 
justify  the  claim  that  the  Federal  Government  had  shown  an  intention  that 
this  railroad  should  be  removed  from  the  jurisdiction  of  the  State  of  Texas 
in  purely  State  affairs.     At  page  416  of  the  Reporter,  Mr.  .Justice  Brewer  says : 

"  Similarly  we  think  it  may  be  said  that,  conceding  to  Congress  the  power 
to  remove  the  corporation  in  all  its  operations  from  the  cmitrol  of  the  State, 
there  is  in  the  act  creating  this  company  nothing  which  indicates  an  intent  on 
the  part  of  Congress  to  so  remove  it,  and  there  is  nothing  in  the  enforcement 
by  the  State  of  reasonable  rates  for  transportation  wholly  within  the  State 
which  win  disable  the  corporation  from  discharging  all  the  duties  and  exercis- 
ing all  the  powers  conferred  by  Congress.  By  the  act  of  incorporation  Congress 
authorized  the  company  to  build  its  road  through  the  State  of  Texas.  It  knew 
that,  when  constructed,  a  part  of  its  business  would  be  the  carrying  of  per- 
sons and  property  from  points  within  the  State  to  other  points  also  within  the 
State,  and  that  in  doing  so  it  would  be  engaged  in  a  husinsss,  control  of  which 
is  nowltere  by  the  Federal  Constitution  given  to  Congress."     (Italics  mine.) 

Continuing,  Mr.  Justice  Brewer  says : 

"  It  must  have  known  that,  in  the  nature  of  things,  the  control  of  that  busi- 
ness would  be  exercised  by  the  State,  and  if  it  deemed  that  the  interests  of  the 
Nation  and  the  discharge  of  the  duties  required  on  behalf  of  the  Nation  from 
this  corporation  demanded  exemption  in  all  things  from  State  control,  it  loould 
unquestionaMy  have  expressed  such  intention  in  language  whose  meaning 
would  lie  clear.  Its  silence  in  this  respect  is  satisfactory  assurance  that,  in 
so  far  as  this  corporation  should  engage  in  business  wholly  within  the  State, 
it  intended  that  it  should  be  subjected  to  the  ordinary  control  exercised  by 
the  State  over  such  business."     (Italics  mine.) 

It  will  be  observed  that  Mr.  Justice  Brewer  was  willing  to  concede,  for  the 
purpose  of  this  decision,  that  Congress  has  the  power  to  remove  a  Federal  rail- 
road corporation  in  all  its  operations  from  the  control  of  the  State  but  that 
he  based  his  decision  on  the  fact  that  the  charter  of  the  Texas  &  Pacific  Rail- 
way Co.  did  not  show  an  intention  on  the  part  of  the  Federal  Government  to 
thus  exempt  the  Texas  &  Pacific  Railway  Co.  from  State  control  in  State 
afCairs.  This  position  of  the  Supreme  Court  is  all  the  more  significant  in  view 
of  the  fact  that  the  briefs  of  counsel  for  Mercantile  Trust  Co.  and  the  Texas  & 
Pacific  Railway  Co.  specifically  drew  the  attention  of  the  Supreme  Court  to 
the  fact  that  the  incorporation  of  the  Texas  &  Pacific  Railway  Co.  could  be 
sustained  not  merely  under  the  commerce  clause,  which  clause  has  always  been 
construed  to  contain  a  limitation  reserving  to  the  States  the  power  to  regulate 
purely  State  commerce,  but  also  under  two  additional  powers  of  the  Federal 
Government,  the  one  power  being  the  military  power  and  the  other  the  power 
to  establish  post  roads.  Under  the  language  of  the  Federal  Constitution, 
neither  of  these  two  powers  is  subject  to  any  limitation  with  reference  to  State 

llGGS 

In  Smyth  v.  Ames  (169  U.  S.,  466),  decided  on  March  7,  1898,  certain  stock- 
holders of  Union  Pacific  Railway  Co.  brought  an  action  against  the  railway 
and  certain  public  officials  of  the  State  of  Nebraska  to  enjoin  the  enforcement 
as  against  the  Union  Pacific  Railway  Co.  of  an  act  of  the  Legislature  of 
Nebraska  regulating  railroads  and  fixing  maximum  freight  rates.  It  was  urged 
bv  the  stockholders  of  the  railway  company  that  Union  Pacific  Railway  Co.. 
was  a  Federal  corporation,  and  that  under  its  charter  the  Federal  Government; 
had  reserved  to  itself  the  exclusive  control  of  rates,  both  Interstate  and  purely 
State  Mr.  Justice  Harlan,  in  delivering  the  opinion  of  the  Supreme  Court  of 
the  United  States,  held  that  the  language  of  the  Federal  charter  could  not  rea- 
sonably be  construed  so  as  to  reserve  to  the  Federal  Government  these  exclu- 
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sive  powers.  Mr.  Justice  Harlan  refers  .with  approval  to  the  language  herein- 
before quoted  from  Reagan  v.  Mercantile  Trust  Co.,  and  concludes,  at  page  522 
of  the  Reporter,  as  follows: 

"Until  Congress,  in  the  exercise  either  of  the  power  specifically  reserved 
by  the  eighteenth  section  of  the  act  of  1862  or  its  power  under  the  general 
reservation  made  of  authority  to  add  to,  alter,  amend,  or  repeal  that  act,  pre- 
scribes rates  to  be  charged  by  the  railroad  company,  it  remains  with  the  States 
through  which  the  road  passes  to  fix  rates  for  transportation  beginning  and 
ending  within  their  respective  limits." 

This  language  contains  a  clear  intimation  that  the  Federal  Government  has 
the  power,  in  incorporating  a  Federal  railroad  corporation,  to  reserve  to  itself 
complete  authority  over  such  corporation,  even  as  to  purely  State  commerce. 
The  intention  to  reserve  such  power,  however,  must  be  clearly  expressed  in  the 
act  of  incorporation. 

In  the  Minnesota  Rate  Case  (230  U.  S.,  352),  decided  on  June  9,  1913,  Mr. 
.  Justice  Hughes,  on  page  425  of  the  Reporter,  refers  as  follows  to  the  conten- 
tion of  the  Texas  &  Pacific  Railway  Co.  jn  the  Reagan  case : 

"  It  was  insisted  that  this  company  was  '  not  subject  to  the  control  of  the 
State,  even  as  to  rates  for  transportation  wholly  within  the  State,'  the  argu- 
ment being  that  is  vs'as  not  witliin  the  State  power  to  limit  the  Federal  fran- 
chise to  collect  tolls.  But  the  court  held  that  the  act  of  Congress  did  not  go  to 
the  extent  asserted  but  left  the  company,  as  to  its  intrasate  business,  subject 
to  State  authority." 

Three  times  the  Supreme  Court  of  the  United  States,  speaking  successively 
through  Justices  Brewer,  Harlan,  and  Hughes,  has  thus  clearly  intimated  that 
if  the  Federal  Government  in  incorporating  a  Federal  railroad  clearly  expresses 
the  intention  that  such  railroad  shall  not  be  subject  to  State  control,  the 
States  will  have  no  power  over  the  railroad,  even  as  to  purely  State  commerce. 
It  may  be  urged  that  in  none  of  these  three  cases  was  the  point  necessary  to 
the  decision  and  that  it  would  be  a  more  sound  doctrine  to  limit  the  exclusive 
control  of  the  Federal  Government  under  the  military  power  and  under  the 
power  to  establish  post  roads  to  matters  of  a  military  and  postal  nature,  and 
to  hold  that  with  reference  to  other  classes  of  commerce  the  limitations  of  the 
commerce  clause  must  govern.  But  it  may  be  suggested  that  this  qualification 
was  not  made  in  the  decision  in  any  of  the  three  cases  hereinbefore  cited. 

In  view  of  these  three  decisions,  I  consider  it  to  be  entirely  unsafe  to  sup- 
port the  proposition  of  Federal  incorporation  of  the  railroads  on  the  assump- 
tion that  the  power  of  the  States  over  purely  State  commerce  can  not  be  taken 
from  the  States,  even  under  Federal  incorporation,  without  an  amendment  to 
the  commerce  clause  of  the  Federal  Constitution.  If  the  plan  of  Federal  incor- 
poration of  the  railroads  should  be  successful,  the  railroad  lawyers  will  un- 
doubtedly argue  before  the  Supreme  Court  of  the  United  States,  in  confident 
reliance  on  the  three  decisions' hereinbefore  cited  and  on  language  showing  the 
intention  of  the  Federal  Government,  to  be  Inserted  in  the  statute,  that  <the 
railroads  have  been  entirely  removed  from  control  by  the  States,  even  as  to  all 
purely  State  matters,  with  the  sole  exception  of  the  taxing  power  and  police 
powers  in  matters  "  not  vital,"  it  being  the  intention  at  present  to  so  word  the 
general  sattute  as  to  reserve  these  two  powers  to  the  States. 

TAXING  POWER  OF  STATES. 

As  already  indicated,  the  railroads  are  willing,  as  a  matter  of  policy,  to 
leave  to  the  States,  "for  the  present,"  their  power  to  tax  railroad  property. 

That  the  railroads  could  thereafter,  by  simply  amending  the  Federal  incor- 
poration statute,  take  this  power  also  from  the  States,  would  seem  to  be  clear 
from  the  decisions  of  the  Supreme  Court  of  the  United  States. 

In  Thompson  v.  Union  Pacific  Railroad  Co.  (9  Wall.,  579),  it  was  urged 
that  the  Union  Pacific  Railway  Co.'s  property  in  Kansas  was  exempt  from 
the  payment  of  taxes  levied  by  the  State  of  Kansas,  not  under  any  specific 
language  in  the  act  of  Congress  incorporating  this  railroad  but  "  from  the 
relations  of  the  road  to  the  General  Government." 

The  Supreme  Court  of  the  United  States,  speaking  through  Chief  Justice 
Chase,  distinguishes  between  the  instrumentalities  employed  by  the  Govern- 
ment and  the  property  of  the  agents  employed  by  the  Government  and  holds 
that  as  long  as  Congress  has  not  interposed  to  protect  from  State  taxation 
the  physical  property  of  a  Federal  railroad  corporation  such  property  may 
continue  to  be  taxed  by  the  State.  However,  at  page  589  of  the  Reporter,  the 
Chief  Justice  holds  that  Congress  mav  "  exemnt.  in  its  discretion    tho  asro-nfioa 
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employed  in  such  services  (referring  to  Federal  railroad  corporations  from 
any  State  taxation  which  will  really  prevent  or  impede  the  performance  of 
them."  And  on  page  590  of  the  Reporter  the  Chief  Justice  holds  that  "  in  the 
absence  of  express  legislation  to  that  effect "  Federal  railroad  corporations 
continue,  with  reference  to  their  physical  property,  to  be  subject  to  State 
taxation. 

In  Railroad  Co.  v.  Peuiston  (18  Wall.,  5),  the  Supreme  Court  of  the  United 
States  held,  by  a  divided  court,  that  the  public  authorities  of  the  State  of 
Nebraska  might  levy  taxes  on  the  physical  property  of  Union  Pacific  Railroad 
Co.,  a  Federal  railroad  corporation,  but  not  on  its  operations  in  the  State. 
Justices  Strong,  Clifeord,  Miller,  and  Davis  held  that  the  State  tax  under  con- 
sideration was  valid  because  it  was  merely  a  tax  on  the  tangible  property  of 
the  railroad  and  not  on  its  operations.  Mr.  Justice  Swayne  concurred  solely 
on  the  ground  that  Congress  had  not  granted  to  Union  Pacific  Railroad  Co. 
exemption  from  State  taxation,  but  added  that  this  railroad  corporation  "  is  a 
national  instrumentality  of  such  character  that  Congress  may  interpose  and 
protect  it  from  State  taxation  whenever  that  body  shall  deem  it  proper  to 
do  so."  Justices  Bradley  and  Field,  dissenting,  held  that  under  its  Federal 
charter  the  Union  Pacific  Railroad  Co.  is  exempt  from  all  State  taxation.  Mr. 
Justice  Hunt  also  dissented.  It  seems  entirely  clear  that  if  the  Federal  act 
incorporating  the  Union  Pacific  Railroad  Co.  had  expressly  exempted  this  rail- 
road from  State  taxation,  the  State  of  Nebraka  would  have  been  deprived  of 
the  right  to  tax  even  the  tangible  property  of  Union  Pacific  Railroad  Co. 
located  within  its  borders. 

In  Central  Pacific  Railroad  Co.  v.  California  (162  U.  S.,  125)  the  Supreme 
Court  of  the  United  States  said  : 

"  It  may  be  regarded  as  firmly  settled  that  although  corporations  may  be 
agents  of  the  United  States  their  property  is  not  the  property  of  the  United 
States  but  the  property  of  the  agents,  and  that  a  State  may  tax  the  property  of 
the  agents,  subject  to  the  limitations  pointed  out  in  Railroad  Company  v. 
Peniston." 

The  Supreme  Court  then  continued  as  follows : 

"  Of  course,  if  Congress  should  think  it  necessary  for  the  protection  of  the 
United  States  to  declare  such  property  exempted,  that  would  present  a  different 
question." 

From  these  authorities  the  conclusion  may  fairly  be  deduced  that  if  the 
Federal  Government,  in  providing  for  the  incorporation  of  a  Federal  railroad, 
should  clearly  express  the  intention  that  such  railroad  shall  not  be  subject 
to  State  taxation,  no  State  would  thereafter  have  the  power  to  tax  such  Fed- 
eral railroad  corporation,  not  even  its  tangible  property  located  within  the  borders 
of  tlie  State. 

POWEE  OF  STATES  OVER   SECURITIES. 

That  the  Federal  Government,  under  a  plan  of  Federal  incorporation  of  the 
railroads,  could  provide  by  appropriate  language  for  exclusive  control  over  the 
issue  by  such  railroads  of  capital-stock  bonds  and  other  evidences  of  indebted- 
ness seems  entirely  clear. 

The  Supreme  Court  of  the  United  States  has  frequently  held  that  whenever 
the  Federal  Government  enacts  legislation  providing  for  regulation  in  a  par- 
ticular field  of  interstate  commerce  the  States  may  not  thereafter  lawfully 
exert  any  authority  in  that  particular  field  of  interstate  commerce.  Northern 
Pacific  Railway  Co.  v.  State  of  Washington  (222  U.  S.,  370)  ;  Southern  Railroad 
Co  V  Railroad  Commission  of  Indiana  (336  U.  S.,  439). 

The  matter  would  seem  to  be  too  apparent  to  necessitate  further  discussion. 

POWER  OF  STATES  OVER  SERVICE. 

At  the  present  time  the  various  States  exercise  important  powers  with  refer- 
ence to  the  service  equipment  and  facilities  of  railroads.  These  powers  include 
matters  such  as  the  quality  and  adequacy  of  the  service ;  the  adequacy  of  equip- 
ment both  passenger  and  freight ;  the  construction,  heating,  lighting,  and  sani- 
tation of  depot  and  station  buildings ;  the  number  and  stopping  of  trains ;  the 
construction  of  spur  tracks  ;  and  the  construction  of  physical  connections  between 

^^Vader  the  decisions  hereinbefore  referred  to  the  Federal  Government  under 
fl  nlnn  of  Federal  incorporation  of  railroads  could  provide  that  these  powers  even 
as  to  purely  State  commerce  could  be  completely  withdrawn  from  the  States. 
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POWER  or  STATKS  OVEB  SAFETY. 

The  states  likewise  exercise  important  powers  over  safety  of  railroad  con-, 
struction  and  operation  from  the  point  of  view  both  -of  the  railroad  employees 
and  of  the  traveling  public.  These  powers  include  such  matters  as  the  investi- 
gation and  prevention  of  railroad  accidents ;  the  establishment  of  proper  operat- 
ing rules ;  the  maintenance  of  proper  clearances,  both  vertical  and  horizontal ; 
the  installation  of  block  or  other  signals  and  of  interlocking  devices ;  the  condi- 
tion and  manning  of  equipment ;  and  the  safety  of  the  constriiction  and  operation 
of  railroad  crossings. 

Under  the  decisions  hereinbefore  referred  to,  the  use  of  appropriate  language 
in  the  Federal  incorporation  act  would  presumably  withdraw  from  the  States 
the  exercise  of  all  these  powers  over  all  railroads  to  any  extent  engaged  in 
interstate  commerce. 

POLICE  POWERS  OF  STATES. 

The  states  at  the  present  time  exercise  important  police  powers,  applicable  to- 
railroads,  with  reference  to  health,  safety,  and  morals.  Although  some  consti- 
tutional lawyers  have  expressed  the  opinion  that  the  Federal  Government  can 
not  interfere  with  the  exercise  by  the  States  of  their  so-called  "  police  powers," 
this  view  is  in  conflict  with  the  decisions  of  the  Supreme  Court  of  the  United 
States.  The  law  of  the  land,  as  expressed  by  these  decisions,  undoubtedly  is 
that  as  to  interstate  commerce  the  Federal  Government  has  the  power  to  enact 
regulations  which  shall  supersede  the  police  powers  of  the  States.  Hipolite 
Egg  Co.  V.  United  States  (220  U.  S.,  4.5)  ;  Hoke  v.  United  States  (227  U.  S.,  308)  r 
Sligh  V.  Kirkwood  (337  U.  S.,  552)  ;  Seven  Cases  of  Eckman's  Alterative  v. 
United  States  (239  U.  S.,  510). 

A  familiar  case  of  the  exercise  of  State  police  powers  over  railroads  is  to  be 
found  in  th,j  laws  of  many  of  the  Southern  States  providing  for  separate  coaches 
for  whites  and  blacks.  Under  the  decisions  hereinbefore  cited,  the  Federal 
incorporation  act,  either  as  originally  adopted  or  thereafter  amended,  could 
undoiibtediy  provide  that  with  reference  to  this  matter  as  well  as  all  other  police 
matters  the  State  should  thereafter  exercise  no  power  whatsoever,  in  so  far  as 
any  railroad  to  any  extent  engaged  in  interstate  commerce  is  concerned. 

EFFECT  OF  KAILP.OAD  PLAX. 

With  reference  to  the  effect  of  the  railroad  plan  on  the  powers  now  exercised 
by  the  States,  it  may  be  said  that  if  the  doctrine  announced  in  the  Eeagao 
case  and  subsequent  cases  should  be  applied  by  the  Supreme  Court  of  theTJnited 
States,  the  Federal  Government,  by  the  use  of  appropriate  language  in  the 
Federal  incorporation  act,  could  deprive  the  States  of  all  powers  of  any  char- 
acter whatsoever  over  any  railroad  to  any  extent  engaged  in  interstate  commerce. 

The  plan  as  actually  proposed  by  the  railroads  is  to  deprive  the  States,  "  at 
present,"  of  all  such  powers,  with  the  exception  only  of  the  power  to  tax  and 
the  power  to  enact  "  nonvital  "  police  regulations. 

The  effect  of  the  railroad  plan  on  the  financial  structures  of  the  railroads 
themselves  is  a  matter  which  requires  the  most  serious  consideration.  The- 
railroad  plan  provides,  in  effect,  that  the  new  Federal  Railroad  Corporation 
shall  take  over  the  property  of  the  existing  State  railroad  corporations,  subject 
to  the  entire  outstanding  indebtedness,  and  that  the  new  Federal  Railroad 
Corporation  shall  issue  its  capital  stock  to  an  amount  equal  to  the  entire  out- 
standing capital  stock  of  the  State  railroad  corporation.  Whatever  water  exists 
in  the  railroad  stock  now  outstanding  is  to  be  perpetuated,  through  the  act  of 
the  Federal  Government,  in  the  new  capital  stock  which  is  to  be  issued  b-v  the- 
new  Federal  corporations. 

As  hereinbefore  pointed  out,  the  Newlands  plan  provided  that  the  property 
of  the  existing  State  railroad  corporations  should  be  transferred  to  the  new 
Federal  railroad  corporations  on  the  basis  of  the  issue  of  the  new  Federal 
corporations  of  securities  not  in  excess  of  the  fair  value  of  the  property 
which  is  to  be  transferred.  This  would  seem  to  be  not  merely  a  fair  propo- 
sition, but  also  a  very  necessary  step  in  order  to  establish  sound  ■  rail- 
road financial  structures  in  lieu  of  many  which  are  now  unsound.  .However 
when  Mr.  Alfred  P.  Thorn,,  who  appears  in  behalf  of  the  railroads  before  the- 
Newlands  joint  committee,  was  asked  by  Senator  Cummins  whether  the  railroads 
would  be  willing  to  limit  the  issue  of  securities  by  the  new  Federal  corporations- 
to  the  fair  value  of  the  property,  Mr.  Thorn  flatly  refused  to  entertain  such  a 


INTEESTATE   AND   FOREIGN   TKANSPOETATION.  1093 

proposition,  statiug  that  the  issue  of  securities  equivalent  only  to  the  fair  value 
of  the  railroad  properties  "  would  result  in  the  financial  ruin  of  the  world." 
(Transcript,  p.  399.)  .   . 

Mr.  Thorn  suggested,  in  reply  to  the^  argument  that  it  would  be  most  inad- 
visable to  have  the  Federal  Government  compel  the  issue  by  the  new  Federal  , 
corporations  of  large  amounts  of  stock  in  excess  of  the  fair  value  of  the  prop- 
erty, that  the  new  stock  might  be  issued  without  par  value  and  that  in  this 
way  the  difficulty  might  be  overcome.  However,  as  Senator  Cunnnins  pointed 
out,  such  a  solution  of  the  problem  would  "  simply  delude  the  country."  One 
of  the  chief  causes  of  the  financial  difficulties  in  which  many  of  the  railroads 
now  find  themselves  is  that  their  outstanding  securities  are  largely  in  excess 
of  the  fair  value  of  their  property.  Additional  funds  for  capital  expenditures 
can  not  be  secured  by  these  railroads  from  the  sale  of  bonds  for  the  reason 
that  the  amount  of  bonds  already  outstanding  is  equivalent  to  or  greater  than 
the  fair  value  of  the  i^roperty  nor  can  such  funds  be  secured  from  the  sale  of 
capital  stock  for  the  reason  that  there  is  little  or  no  equity  at  i^resent  behind 
the  existing  capital  stock  and  no  possibility,  under  ju.st  and  reasonable  rates, 
of  earning  substantial  dividends  to  be  paid  on  new  capital  stock  in  addition  to 
capital  stock  which  was  issued  by  the  railroads  for  little  or  no  consideration. 
The  issue  of  capital  stock  without  par  value  in  lieu  of  the  capital  stock  now 
outstanding  would  not  add  a  single  dollar  to  the  value  of  the  property  or 
increase  by  a  single  dollar  the  amount  of  net  earnings  available  for  dividends. 
on  capital  stock,  or  in  any  way  improve  the  present  financial  structure  of  the 
railroads.  Unless  the  investors  of  our  country  are  "  deluded,"  as  suggested  by 
Senator  Cummins,  they  will  be  very  slow,  as  long  as  the  financial  structures 
of  these  railroads  remain  as  tliey  are,  to  purchase  additional  securities,  either 
bonds  or  capital  stock.  These  comments,  of  course,  do  not  apply  to  railroads 
whose  financial  structures  are  sound. 

Furthermore,  the  plan  suggested  by  the  railroads  may  involve  most  serious 
consequences  with  reference  both  to  future  railroad  rates  and  to  the  price  which 
the  Federal  Government  will  ultimately  pay  for  the  property  of  the  railroads. 
As  already  pointed  out,  the  new  capital  stock  is  to  be  issued,  in  effect,  under 
compulsion  of  the  Federal  Government.  Will  not  the  railroads  heretofore  urge, 
under  these  circumstances,  that  the  Government  is  estopped  from  claiming  that 
the  property  of  the  railroads  is  worth  less  than  the  amount  of  the  securities 
the  issue  of  which  was  thus  compelled?  Is  this  not  one  of  the  real  reasons  for 
the  plan  of  Federal  incorporation  proposed  by  the  railroads?  Is  it  not  their 
desire  to  lay  the  foundation  for  hereafter  urging  increases  in  rates  on  the 
basis  of  the  securities  to  be  issued  under  compulsion  of  the  Federal  Govern- 
ment? And,  furthermore,  are  they  not  attempting  to  lay  the  foundation  for 
hereafter  claiming  a  high  value,  based  on  the  issue  of  such  securities,  when 
the  people  of  the  United  States  finally  purchase  this  property?  In  either  event, 
this  aspect  of  the  railroad  plan  is  worthy  of  the  most  careful  consideration 
from  the  American  people. 

In  my  opinion,  entirely  apart  from  other  features  of  the  plan,  the  railroad 
proposal  should  never  be  adopted  except  on  the  basis  of  the  limitation  of  the 
issue  of  the  new  securities  to  the  fair  value  of  the  property  and  on  the  basis 
of  a  proper  relationship  between  the  various  classes  of  securities. 

FEDEE.^L  INCOBPOKATION  UNNECESSAKY. 

The  representatives  of  the  railroads  before  the  Newlands  committee  re- 
peatedly admitted  that  they  can  accomplish  by  direct  legislation,  such  as  by  the 
amendment  of  the  interstate  commerce  act,  everything  which  they  hope  to 
iccomDlish  by  the  indirect  instrumentality  of  Federal  incorporation.  This 
T.dmission  is  subiect  to  the  qualification  that  it  may  be  possible,  under  a  Fed- 
eral incorporation  act  passed  in  the  exercise  of  the  military  power  and  the 
power  to  establish  post  roads,  to  take  from  the  States  powers  ^^-hich  could  not 
be  taken  from  them  under  the  commerce  clause  of  the  Federal  Constitution  as 

'*' Referrin"  specifically  to  the  control  of  the  issue  of  railroad  securities,  Mr. 
Tliom  has  "repeatedly  admitted  that  exclusive  Federal  control  of  such  issues 
cnn  lust  as  effectively  be  established,  as  a  matter  of  law,  by  the  passage  of  the 
Ravburu  bill  or  some  other  amendment  to  the  interstate  commerce  act,  as  by 
nroviding  a  plan  of  Federal  incorporation  of  the  railroads. 

Then  why  do  the  railroads  advocate  the  enactment  of  the  indirect  means  of 
Federal  incorporation  when  they  can  just  as  readily  accomplish  their  purpose 
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by  dealing  directly  and  openly  by  amending  the  interstate  commerce  act?  Is  it 
because  they  think  that  they  can  more  readily  accomplish  their  purpose  by  indi- 
rect means  which  are  not  clearly  seen  and  understood  than  by  direct  action  in 
the  open?  The  only  answer  given  by  the  railroads  is  that  before  bankers  would 
purchase  railroad  securities  Issued  under  Federal  control  thereof  established  by 
'amendment  to  the  interstate  commerce  act,  they  would  insist  on  having  the 
legality  of  such  amendment  established  by  a  decision  of  the  Supreme  Court  of 
the  United  States.  The  railroads  contend,  on  the  other  hand,  that  If  Federal 
incorporation  were  effected,  these  same  bankers  would  purchase  railroad  securi- 
ties thereafter  issued  without  questioning  the  legality  of  the  machinery  pro- 
vided bv  the  Federal  Govei-nment. 

These  arguments  of  the  railroads  are,  in  my  opinion,  by  no  means  persuasive, 
It  would  be  a  comparatively  simply  matter  to  take  to  the  Supreme  Court  of 
the  United  States  a  test  case  raising  the  question  as  to  whether  the  Federal 
Congress  may,  by  direct  amendment  of  the  interstate  commerce  act,  provide 
for  exclusive  or  any  other  regulation  of  the  Issue  of  railroad  securities. 
Statutes  involving  important  changes  in  matters  affecting  property  interests 
as  well  as  human  rights  are  constantly  passed  by  the  Federal  Congress,  and 
in  due  course  the  Supreme  Court  of  the  United  States  passes  thereon,  adjudi- 
cating all  questions  of  doubt.  The  most  signal  weakness  in  this  position  of 
the  railroads  is  their  assumption  that  no  litigation  would  follow  the  adoption 
by  the  Federal  Government  of  the  railroad  plan  of  compulsory  ineorponition  of 
all  the  railroads.  If  this  plan  is  adopted,  I  predict  that  there  will  follow 
thereon  the  greatest  flood  of  railroad  litigation  which  the  United  States  has 
even  known. 

The  only  reason  urged  by  the  railroads  in  favor  of  accomplishing  their  pur- 
pose indirectly  instead  of  directly  is  the  desire  of  these  ban)\ers  to  have  the 
indirect  metliod  adopted  rather  than  the  direct  method.  This  reason,  in  my 
opinion,  is  entirely  unsatisfactory  from  the  public  point  of  view. 

GENEKAL  COKCLUSIOXS. 

Finally,  I  desire  to  suggest  a  few  general  conclusions  on  the  subject  of 
Federal  incorporation  of  the  railroads. 

1.  It  can  not  be  said,  as  a  general  proposition,  that  Federal  incorporation 
of  the  railroads  is  necessarily  inhertotly  good  or  bad.  For  instance,  a  plan 
of  Federal  incorporation  of  the  railroads  under  which  the  amount  of  out- 
standing securities  would  be  reduced  to  a  reasonable  amount,  the  financial 
structures  of  the  railroads  improved  arid  their  ability  to  secure  the  necessary 
additional  funds  enhanced,  without  at  the  same  time  taking  away  from  the 
States  their  powers  over  essentially  local  matters,  would  be  regarded  as  a 
good  plan  by  many  public-spirited  citizens  who  regard  the  present  railroad  plan 
as  essentially  bad.  Hence  it  is  necessary  in  passing  judgment  on  a  plan  of 
Federal  incorporation  of  the  railroads,  to  consider  the  details  of  the  particular 
plan  presented  and  then  to  determine  whether  that  plan,  with  its  details,  is 
or  is  not  desirable. 

2.  The  plan  of  Federal  incorporation  now  presented  by  the  railroads  is, 
in  my  opinion,  distinctly  against  the  public  interest.  It  is  calculated  to  break 
down  the  entire  machinery  of  public  regulation  without  in  any  degree  improving 
the  unsound  financial  structures  from  which  many  of  the  railroads  are  suffer- 
ing. Furthermore,  it  has  inherent  in  it  grave  dangers  to  future  rates  and  to 
the  future  price  to  be  paid  by  the  Federal  Government  for  the  properties  of 
the  railroads,  as  hereinbefore  pointed  ovit. 

3.  The  entire  purpose  of  the  railroad  plan  would  seem  to  be  to  escape  regu- 
lation by  the  States  and  to  perpetuate  the  existing  railroad  securities.  Unless 
these  purposes  are  commendable,  the  plan  certainly  should  not  be  adopted. 

'4.  When  the  framework  of  a  Federal-incorporation  act  has  once  been  pro- 
vided, even  though  necessary  qualifications  and  limitations  are  at  first  contained 
therein,  it  will  be  a  simple  matter  for  a  subsequent  Congress  to  strike  out  the 
qualifications  and  limitations  so  that  the  railroad  purpose  will  be  completely 
accomplished. 

0.  No  convincing  reason  has  been  shown  why  such  legislation  as  may  now 
be  desirable  should  not  be  enacted  directly  by  amendment  of  the  interstate- 
commerce  act  or  other  direct  legislation  instead  of  by  the  indirect,  devious  method 
proposed  by  the  railroads. 
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Hon    \v    n    ,  Boston,  Fehmary  8,  1917. 

non.  \v.  O.  Adamson, 

Chairman,  Washington,  D.  C. 

<.ff?v,frf  i^^l;  '^^^^^^  '®  ^"  opportunity  for  the  Government  to  improve  tlie  service 
voi,;f  4.  '^  ■?  railroads  of  this  country  and  at  the  same  time  give  a  stability  of 
wnniri  railroad  securities  that  I  am  confident  the  present  administration 
Pioo,.i  ,  '  °"  r.,  *  ®  importance,  of  the  advantages  to  be  gained  could  be 
this  sub'-ecT'"'  accomplish  this  I  take  the  liberty  of  addressing  you  on 

j-^^^^*"^^^"  1?"^'  ?''*  ^^^  Adamson  bill  proves  to  be  unconstitutional  it  is  bound 
to  prove  a  burden  for  all  railroads  of  tliis  country.  There  is  bound  to  be  an 
increase  ot  salaries  and  railroad  employees,  no  matter  which  way  the  question 
is  cieciued.  Certain  of  our  railroads,  such  as  the  New  York  Central  and 
Pennsylvania,  have  been  making  large  profits  handling  export  business  brought 
about  by  the  war.  Railroads  like  those  mentioned  can  afford  for  the  time  being 
wi!°+ T  additional  demand,  but  such  is  not  the  case  with  the  average  roads. 
What  I  am  anxious  to  have  the  Government  do  in  connection  with  the  freight 
cars  IS  that  they  should  take  the  position  practically  the  same  as  the  Pullman 
Co.  now  occupies  in  the  sleeping-car  business;  that  is,  the  Government  will 
control  all  the  freight  cars  of  this  country.  Tlie  amount  of  money  saved  to  the 
railroad,  if  such  an  arrangement  were  made  effective,  would  run  into  hundreds 
of  millions,  and  the  advantages  offered  to  the  public  and  shipper  would  be 
enormous. 

Roughly  speaking,  there  are  about  2,500,000  freight  cars  worth  about 
!?3,000,000,000.  These  cars,  according  to  a  statement  recently  made  by  Presi- 
dent L.  F.  Loree  of  the  Delaware  &  Hudson,  are  employed  for  transportation 
only  a  little  over  2  hours  out  of  every  24.  If  the  management  of  these  cars 
were  in  Government  hands,  say  under  the  control  of  the  interstate  Commerce 
Commission,  with  bureaus  located  in  our  principal  cities,  the  efficiency  of  the 
cars  would  be  doubled.  It  is  plainly  evident  that  if  the  Boston  &  Maine  at 
Bangor,  Me.,  has  a  Pennsylvania  car  on  its  track,  and  at  the  same  time  there 
is  a  Boston  &  Maine  car  on  the  Pennsylvania  system,  there  could  be  an  imme- 
diate offset  If  the  plan  proposed  were  in  force,  instead  of  empty  cars  being 
returned,  as  is  the  present  way  of  handling  business.  As  a  result  of  present 
conditions  43  per  cent  of  the  freight  cars  of  this  country  are  handled  as 
empty  mileage.  Furthermore,  the  Government  control  would  mean  the  stand- 
ardization of  freight  cars.  At  the  present  time  there  are  18,500  different  parts 
in  a  freight  car,  and  if  they  were  of  one  standard  make  the  delay  caused  by 
repairs,  now  a  very  serious  item,  would  be  cut  in  half.  Furthermore,  the 
average  freight  car  has  a  capacity  of  40  tons,  but  the  average  loading  of  same 
is  only  about  12  tons.  If  these  cars  were  held  under  one  ownership,  this  load- 
ing could  be  largely  increased.  Cars  could  be  readily  moved  to  a  point  where 
the  density  of  profit  would  require  them  at  different  times  of  the  year,  just 
as  the  Pullman  cars  are  shifted  south  in  the  winter  and  back  north  for  the 
summer  months. 

If  this  plan  were  put  into  effect  it  would  increase  the  earning  power  of  the 
freight  cars  33J  per  cent,  which  would  equal  the  addition  of  800,000  freight 
cars  to  the  transportation  service  in  the  United  States. 

What  I  propose  is  that  a  corporation  be  formed  and  placed  under  the  control 
of  the  Interstate  Commerce  Commission,  this  corporation  to  control  all  the 
freight  equipment  in  the  United  States,  charge  a  revenue  for  every  car,  and  pay 
rental  to  the  different  roads  for  the  use  of  the  car.  This  concern,  being  under 
the  iurlsdiction  of  the  United  States  Government,  could  borrow  money  for  new 
car  equipment  at  much  lower  rates  than  it  is  possible  for  even  the  New  York 
Central  and  Pennsylvania  to  do  at  the  present  time. 

This  will  naturally  raise  the  question.  Why  is  it  that  the  railroads  do  not 
do  this  themselves  if  It  has  so  many  advantages?  The  answer  is  that  the 
rivalry  among  railroads  is  so  great  that  the  desire  on  the  part  of  the  strong 
roads  to  maintain  the  advantage  over  the  smaller  roads,  by  having  a  larger 
sunnlv  of  cars  to  offer  the  shippers,  is  so  strong  that  they  are  not  favorable 
to  any  changes,  although  the  advantages  to  them  would  be  enormous. 

'  Very  1nily,  yours,  r.   tt  t. 

F.  H.  Pkince. 


1096 


INTERSTATE   AND  FOREIGN   TBANSPOKTATION. 


The  Chairman.  A  friend  of  mine  has  compiled  the  following 
statement  which  I  desire  to  insert  in  the  record : 

The  traffic  of  the  Pere  Marquette  Railroad  during  the  past  three  years  has 
necessitated  the  average  employment  of  21,000  freight  cars  daily  (see  Exhibit  1) 
on  its  lines.  This  means  a  daily  charge  of  45  cents  per  car  (see  Exhibit  11)  of 
$10,500  per  day  or  $3,832,000  per  year,  and  one-third  of  this  equipment  is  re- 
quired to  carry  on  the  L.  C.  L.  business,  averaging  but  5  tons  to  the  car. 

It  is  conservatively  estimated  that  this  traffic  is  actually  carried  at  a  loss  of 
over  $10  per  car  (see  Exhibit  3).  Taking  the  number  of  cars  of  thi$  class  of 
traffic  handled  in  1913  It  will  show  an  actual  loss  to  the  road  of  about  $1,740,000. 

An  increase  in  rates  will  not  affect  materially  the  earnings  on  this  class  of 
freight,  as  It  is  plainly  evident  it  is  impossible  to  carry  witliout  loss  5  tons  of 
freight  in  a  40-ton  car  without  being  compensated  for  the  cost  of  the  car  as  it. 
is  to  carry  five  passengers  in  a  coach  and  ask  for  a  revenue  that  will  compen- 
sate for  the  service  rendered. 

This  less-than-carload  merchandise  business  must  be  carried,  the  shippers' 
demands  make  it  impossible  to  load  more  than  5  tons  to  the  car,  and  this 
service  is  the  expensive  traffic  of  the  road.  It  means  a  loading  cost  of  40  cents 
per  ton  for  manual  labor ;  the  furnishing  of  expensive  terminals  requiring  con- 
tinual improvements  and  expansion ;  it  means  an  unloading  cost  of  40  cents 
per  ton ;  a  switching  charge  of  $3  per  day ;  and  the  continual  delay  to  freight 
trains  for  unloading  and  setting  off  cars. 

The  slow  movement  of  freight  on  the  Pere  Marquette  is  largely  due  to  the- 
merchandise  freight  handled.  This  general  merchandise  traffic  averages  about 
7  miles  per  hour  on  account  of  unloading  delays. 

This  L.  C.  L.  merchandise  of  5  tons  loaded  into  one  car  is  often  divided  up 
among  as  many  as  250  shippers,  and  averages  between  60  and  70  to  the  car^ 
so  that  this  additional  tariff  will  average  from  7  cents  to  10  cents  per  con- 
signee, and  in  many  instances  as  low  as  2  cents  to  4  cents. 

It  is  clearly  evident  it  is  neither  right  nor  just  that  the  owners  of  the  prop- 
erty or  the  shippers  of  carload  freight  should  be  obliged  to  bear  the  burden 
that  is  forced  upon  them  through  the  carrying  of  this  class  of  traffic  at  this- 
enormous  loss.  With  the  revenue  asked  for  there  would  still  be  a  loss  incurred 
amounting  to  over  $4  per  car  on  each  car  of  L.  C.  L.  business  handled.  A 
similar  situation  would  arise  if  the  road  gave  free  passes  to  one-third  of  its 
passengers  and  expected  the  property  and  the  remaining  two-thirds  of  th& 
passengers  to  bear  the  total  cost  of  operation. 

EXHIBIT    1. 

Number  of  freight  cars  on  Pere  Marquette  line  as  reported  to  American  Railway- 
Association. 


1913 ;  Number. 

July  22 23, 198 

August   22 23,889 

September  10 26,039 

September  22 25,818 

October  8 26,455 

October  22 25, 481 

December  8 23,497 

December'  22 22, 910 


1914 :  Number^ 

January  7 23,  543 

January  22 24,326 

February   7 24,826- 

February  21 24,268 

March  9 23.699 


Daily  average,  24,457. 

I  have  called  the  average  number  of  cars  on  the  line  21,000  per  day,  allowing- 
3,457  to  be  considered  bad-order  cars,  which  is  2,000  more  than  should  be  on 
the  road  under  ordinary  conditions. 

No  report  has  been  made  to  the  American  Railway  Association  since  MarclK 
9,  1914. 

October  22,  1914. 
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EXHIBIT    2. 

Basis  for  cost  of  cars  oivned  by  the  Pere  Marquette  Co.  on  line  per  day. 

On  a  new  freight  car  costing  $1,000  the  expense  born  by  the  company  would  be 
•«s  follows: 


Cost  for — 


Per  day. 


fciterest  at  5 J  per  cent 

Depreciation  at  6  per  cent 

Repairs 

Insurance 

Taxes 


OCTOBEK  23,  1914. 

EXHIBIT   3. 

Basis  for  $10  loss — Pere  HarQuette. 

lioading  cost,  35  cents  per  ton,  average  of  5  tons  per  car $1.  75 

Average  cost  to  unload  general  merchandise  in  passing  train  is  75  cents  per 

ton  or  per  car__ 3.  75 

(It  costs  about  $4  per  hour  to  delay  a  local  merchandise  freight  train 
because  of  the  higher  rate  of  wages  paid  to  this  crew  than  to  other  freight 
train  crews,  as  well  as  additional  man  to  train.) 

■Cost  of  switching L 3.  00 

Average  per  diem  of  5  days  at  45  cents 2.  25 

Average   cost 10.  75 

Average  earnings  on  merchandise  freight,  per  car 15.  00 

Balance  to  pay  for  average  haul  of  156  miles 4.  25 

It  costs  over  $16  to  haul  a  car  of  freight  156  miles 16.  00 

Leaving  a  loss  per  car  to  road  of 11.  75 

Without  taking  into  consideration  interest  and  taxes  on  freight  houses 
•or  the  maintenance  of  same  and  not  considering  cost  of  claims,  which  aver- 
ages about  64  cents  per  car. 
October  23,  1914. 


Peee  Maequbttb  Raileoad  Co., 
Detroit,  Mich.,  January  15,  1197. 
Mr.  W.  J.  MuLLiN, 

General  Traffic  Manager,  D.  &  H.  Co.,  Albany,  N.  T. 

Deak  Sik  :  Yours  of  January  9,  your  file  5505,  cost  of  handling  L.  C.  L.  traffic. 

It  seems  extremely  difficult  to  draw  comparisons  between  any  two  railroads 

respecting  their  merchandise  traffic,  because  of  the  difference  in  conditions  and 

character  of  traffic,  and  the  difference  in  the  statistical  data  from  which  the 

deductions  are  drawn. 

On  the  Pere  Marquette  we  keep  all  less-than-carload  traffie  under  the  head  of 
merchandise.  We  also  keep  in  the  office  of  our  superintendent  of  transportation 
a  record  of  all  revenue  cars  loaded  on  the  line  and  received  from  connections, 
showing  the  various  principal  commodities  and  merchandise  cars  separately. 
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Taking  the  flsciil  year  ending  June  30,  1916,  we  show— 


Loaded 
on  line. 

Received 
from  con- 
nections. 

Total. 

404,471 
149,280 

236,162 
23,456 

640,623 

172,736 

Tons  of  merchandise 988,  38T 

Per  cent  of  total  tons 7.  68 

Tons  1  mile    (merchandise) 145,515,452 

Per  cent  of  total  tons  1  mile 6. 23 

Eevenue  on  merchandise $2,  711,  887. 15 

Per  cent  of  total  revenue 17.  9& 

Average  haul  (miles) 147.23 

Eate  per  ton  per  mile  (cents) 1.  8& 

Bate  per  ton  per  mile  all  freight  (cents) .64 

Average  car  earnings ; 

All  revenue  loads  (640,623  cars) per  car__  S23.  5ft 

Carloads    (467,887    cars) do $26.47 

Merchandise    (172,736  cars) do: $15.70 

Merchandise  earned  13.7  cents  per  100  pounds. 
Merchandise  averaged  to  load  5.7  tons  per  car. 

Twenty  principal  stations  loaded  in  one  year  118,751  cars  of  merchandise  with 
average  loading  of  6.3  tons. 

Chicago  loaded  7,012  cars  with  average  load  of  7.93  tons. 

Detroit  loaded  14,080  cars  with  average  load  of  7.48  tons. 

Taking  the  118,751  loaded  at  the  20  principal  stations  and  the  23,456  cars  re- 
ceived from  connections,  we  have  142,207  cars  accounted  for  out  of  a  total  of 
172,736.  This  leaves  only  30,529  loads  to  have  originated  at  all  other  stations. 
There  is  probably  a  slight  duplication  of  cars  where  through  loads  from  con- 
nections pass  through  a  junction  like  Detroit  and  are  partly  unloaded,  but  these 
are  not  numerous. 

What  seems  to  me  a  rather  strange  fact  is  that  of  all  the  merchandise  we 
handle  I  do  not  recall  one  regular  car  that  passes  over  our  rod  without  being 
worked  somewhere. 

You  have  many  such  cars  coming  on  at  MechanicviUe  and  off  at  Binghamton, 
and  probably  separate  your  carloads  of  through  merchandise  from  the  other 
merchandise  traffic.  We  get  a  lot  of  long-haul  merchandise  from  Niagara 
Frontier  to  Ludington,  Grand  Rapids,  etc.,  which  is  good  paying  traffic,  and  our 
Chicago  to  Michigan  merchandise  pays  well  (176  cars  in  first  nine  days  of  No- 
vember averaged  to  pay  us  $35.71  per  car)  but  our  trouble  lies  largely  in  the 
fact  that  our  jobbing  towns  are  so  near  together  in  Michigan  that  the  average 
haul  is  low.  We  have  wholesale  distributing  houses  at  Detroit,  Toledo,  Chicago, 
I^ansing,  Grand  Rapids,  Benton  Harbor,  Muskegon,  Port  Huron,  Bad  Axe, 
Saginaw,  Bay  City,  Manistee,  Traverse  City,  and  Petoskey.  I  once  checked  up 
the  L.  C.  L.  business  from  these  points  for  three  given  days,  separating  the  ton- 
nage into  25,  50,  75,  100,  125,  etc.,  mile  zones,  and  in  some  cases  as  much  as  80 
per  cent  moved  less  than  100  miles. 

We  have  tried  holding  over  cars  for  straight  station  loads  and  then  have 
through  trains  set  them  out.  This  caused  no  great  inconvenience  to  patrons 
but  did  bother  about  setting  of  cars  at  crowded  freight  houses  and,  in  a  way, 
worked  a  hardship  in  the  freight  house.  There  is  also  the  feature  of  moving 
empties  into  the  country  stations  for  produce  out.  For.  about  eight  months  in 
normal  years  we  need  cars  at  interior  points  and,  except  on  paper,  it  does  not 
cost  any  more  to  move  two  light  loads  than  one  heavy  and  an  empty  car.  This, 
like  the  "  tarilf,"  is  a  local  issue. 

I  have  for  a  long  time  felt  that  we  could  not  get  much  united  action  on  this 
until  all  roads  kept  their  accounts  so  as  to  know  how  much  less-carload  traffic 
they  handled.    Until  they  do  they  they  will  simply  be  groping  in  the  dark. 

Unless  these  items  are  separated  in  our  accounts,  we  will  be  in  as  bad  shape 
as  a  country  merchant  who  does  not  know  which  commodities  are  paying  profits 
or  which  departments  in  his  store  are  losing  money,  and  a  study  of  cost  of 
handling  less-carload  traffic  will  be  a  waste  of  time  if  we  do  not  know  the  specific 
gross  income  derived  from  it. 

We  show  that  it  costs  98  cents  a  ton  to  handle  freight  at  our  Detroit  station. 
It  costs  us  $1  a  ton  at  one  Chicago  station,  and  about  this  at  our  main  Chicago 
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station  where  we  do  the  work  and  pay  the  rent,  etc.  Assuming  that  the  expense 
at  interior  points  averages  one  half  of  this,  it  means  about  7J  cents  a  hundred 
out  of  our  13.7  cents  for  terminals  alone,  and  I  venture  the  opinion  that  where 
some  shipments  are  rehandled  several  times  we  get  nothing  out  of  it  after  paying 
for  labor. 

I  shall  be  glad  to  hear  from  you  if  you  can  get  any  additional  ideas  or  sugges- 
tions on  this  subject. 

Yours,  truly,  George  C.  Conn. 

The  Atchison,  Topeka  &  Santa  Fe  Railway  System, 

Fbeight  Tkaffic  Depaktment, 

Chicago,  III.,  January  2,  1917. 

cost  of  handling  less-carload  freight. 

Mr.  Geo.  C.  Conn, 

F.  T.  M.,  Pere  Marquette  R.  R.  Co.,  Detroit,  Mich. 

Dear  Sir  :  Referring  to  your  letter  of  December  16,  file  3340,  inclosing  copy  of 
Mr.  Glenn  Warner's  report  relative  to  the  transportation  of  less-carload  freight.  I 
invite  your  attention  to  comments  of  Mr.  G.  W.  Oliver,  our  statistician,  in  his 
letter  of  December  28,  copy  attached.  I  will  be  glad  if  you  will  ask  Mr.  Warner 
to  send  Mr.  Oliver  under  personal  coyer  a  copy  of  his  study. 

We  have  not  made  an  exhaustive  investigation  of  less-carload  traffic  on  the 
Santa  Fe,  but  since  the  decision  of  the  Interstate  Commerce  Commission  in  thc^ 
Missouri  River-Nebraska  rate  cases  we  are  giving  the  subject  of  terminal  cost 
more  thought  particularly  in  connection  with  State  rate  cases.  I  may  say  that  it 
is  the  consensus  of  opinion  among  our  people  that  we  do  not  earn  much,  if  any- 
thing, above  cost  of  handling  short-haul  less-carload  shipments,  particularly 
where  the  rates  are  divided  with  one  or  more  connecting  carriers.  I  think  the 
situa-tion  is  more  pronounced  east  of  the  Mississippi  River  than  west  thereof; 
note  our  average  haul  Kansas  City,  Mo.,  to  Kansas  points  (practically  intrastate) 
is  178  miles,  average  revenue  per  ton  $8.73  as  compared  with  your  total  average 
haul  of  157  miles  and  revenue  of  $2.64  per  ton.  The  measure  of  rates,  carload 
as  well  as  less-carload  west  of  the  Missouri  River  is,  of  course,  necessarily  higher 
than  east  thereof,  as  illustrated  by  these  figures,  but  that  does  not  indicate  that 
the  rates  in  Michigan  are  compensatory.  Our  average  haul  all  L.  C.  L.  traffic  is 
331  miles,  approximately  two  and  one-quarter  times  that  of  the  Pere  Marquette, 
but  our  revenue  per  ton  is  more  than  three  and  one-half  times  as  great  ($9.68 
and  $2.64  per  ton,  respectively).  Revenue  from  less-carload  freight  Santa  Fe 
System  lines  fiscal  year  ending  June  30,  1916,  was  18.41  per  cent  of  total  freight 
revenue.  It  constitutes  a  much  larger  proportion  on  most  of  the  eastern  roads. 
Much  of  it,  in  my  opinion,  is  a  burden  on  other  traffic,  owing  principally  to  ter- 
minal costs  which  are  increasing  and  in  most  of  our  large  cities  increasing  all  out 
of  proporton  to  increase  in  revenue  from  less-carload  traffic.  As  property  values 
rise  in  Dallas,  Tex.,  for  example,  necessary  enlargement  of  in  and  but  freight 
house  facilities  cost  much  more  than  heretofore.  1  am  firmly  of  the  opinion  that 
less-carload  rates  for  short  hauls  might  be  substantially  increased  even  to  the 
extent  of  25  per  cent  without  being  detrimental  to  any  one. 

If  the  Nebraska  case  referred  to  has  not  come  to  your  attention,  believe  you 
will  find  the  expression  of  the  Interstate  Commerce  Commission  on  this  particu- 
lar point  very  interesting.  .      ^    ,  ,     .„  v,      ,   ^  ^    * 

I  thank  you  for  a  copy  of  Mr.  Warner  s  study  and  will  be  glad  to  furnish  you 
with  any  data  which  we  may  hereafter  compile  in  relation  to  this  interesting 

'"''^'^*' Yours,  truly,  F.  B.  Houghton. 


The  Atchison,  Topeka  &  Santa  Fe  Railway  System, 

Chicago,  December  28,  1916. 

Mr  F.  B.  Houghton, 

Freight  Traffic  Manager,  Chicago,  III. 

Dpae  Sib  •  Replying  to  your  letter  of  December  22,  file  S-644670,  and  returning 

inclosures  in  regard  to  the  analysis  made  of  less-than-carload  freight  traffic  on 

fhP  Pere  Marquette.    The  conclusions  arrived  at  by  Mr.  Warner  in  this  report 

appear  to  be  conservative  and  I  believe  that  they  could  be  substantiated  without 
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difficulty.  Wliile  the  report  only  covers  one  train  for  one  day,  the  revenue  per 
ton  per  mile  secured  on  the  business  handled  by  this  train  was  so  much  greater 
than  the  average  revenue  secured  by  the  Pere  Marquette  that  the  test  would 
seem  to  be  conclusive.  I  am  not  in  accord,  however,  with  all  the  methods  used 
by  Mr.  Warner  in  his  analysis  and  were  we  mailing  an  analysis  of  L.  C.  L.  costs 
for  this  company  we  would  proceed  under  an  entirely  difllerent  formula,  which, 
however,  would  probably  not  yield  a  result  far  different  from  that  arrived  at  by 
Mr.  Warner. 

We  have  made  no  analyses  of  the  cost  of  handling  L.  C.  L.  freight  on  the  lines 
of  this  company,  but  from  partial  data  which  have  been  compiled  in  the  past, 
we  are  satisfied  that  the  terminal  costs  for  handling  L.  0.  L.  freight  at  stations 
would  range  from  $2  to  $3  per  ton,  without  any  allowance  for  taxes  or  return 
upon  investment.  In  order  to  allow  for  these  last  two  items,  this  cost  should 
be  increased  by  50  per  cent,  making  the  full  cost  $3  to  ,$4.50  per  ton,  exclusive 
of  the  haulage  service,  or,  in  other  words,  the  expense  attachable  to  transport- 
ing the  freight  between  stations.  This  indicates  that  our  very  short-haul  rates, 
say  under  100  miles  as  a  group,  are  unremunerative. 

The  revenues  for  the  less-than-carload  service  on  the  Pere  Marquette  appear 
to  be  very  low,  indicating  that  not  only  are  their  local  Michigan  rates  con- 
fiscatory, but  that  they  must  receive  inadequate  divisions  on  joint  traffic,  or  at 
any  rate  participate  in  joint  traffic  on  which  the  rates  are  inadequate.  Below 
is  shown  the  average  haul,  the  average  revenue  per  ton  per  mile,  and  the 
average  revenue  per  ton  for  L.  O.  L.  freight  on  the  Pere  Marquette  train  No. 
72,  featured  in  Mr.  Warner's  report,  and  on  L.  O.  L.  traffic  handled  on  their 
entire  line  in  1914  compared  with  L.  C.  L.  traffic  handled  on  certain  sections  of 
the  Santa  Fe. 


Average 
haul. 


Revenue 
per  ton- 
mile. 


Revenue 
per  ton. 


Pere  Marquette  L.  C,  L.  traffic; 

Train  No.  72 

All  L.  C.  L  traffic  (1914) 

Sante  Fe  L.  C.  L.  traffic  (1915): 

All  L.  C.  L.  traffic  on  system 

Missouri  intrastate 

Kansas  intrastate 

Oklahoma  intrastate 

California  intrastate 

Texas  intrastate 

To  Kansas  points  from  Kansas  City 


Miles. 
29 
157 

331 
38 
74 
39 
106 
101 
178 


Cents. 
12.14 
1.67 

2.92 
8.56 
5.75 
8.11 
4.60 
5.14 
4.90 


$3.49 
2.64 

9.68 
3.26 
4.25 
3.20 
4.86 
6.19 
8.73 


It  is  apparent  from  the  above  that  the  Pere  Marquette  must  be  losing  money 
from  its  L.  C.  L.  traffic,  but  the  same  statement  does  not  necessarily  apply  tc 
the  total  L.  C.  L.  business  of  this  company,  as  it  will  be  observed  that  with  a 
haul  more  than  fwice  as  great  as  on  the  Pere  Marquette  (331  as  compared  with 
157),  we  received  a  revenue  per  ton-mile  almost  twice  as  great  (2.92  as  com- 
pared with  1.67).  If  a  full  analysis  was  made  of  our  L.  C.  L.  traffic  and  it 
was  disclosed  that  this  business  as  a  whole  was  not  contributing  a  fair  propor- 
tion of  the  revenue,  such  condition  would  undoubtedly  be  due  to  the  fact  that 
the  short-haul  rates  are  inadequate,  the  results  under  some  of  which  in  cer- 
tain States  are  given  above.  It  is  difficult  to  .believe  that  L.  C.  L.  business 
which  yields  but  $3.25  per  ton  for  a  haul  of  38  miles  in  Missouri,  or  $4.25  for 
74  miles  in  Kansas,  or  $3.20  for  39  miles  in  Oklahoma,  or  $4,86  for  106  miles  in 
California,  or  $5.19  for  101  miles  in  Texas,  all  of  which  involved  two  terminal 
services  for  each  shipment  and  transportation  between  stations  on  high-cost 
local  trains,  would  yield  a  fair  return  on  the  property  used  in  the  business. 

In  this  connection  it  is  desired  to  call  attention  to  the  opinion  of  the  In- 
terstate Commerce  Commission  in  the  Missouri  River-Nebraska  cases  (40- 
ICC-201)  where,  after  consideration  of  direct  station  terminal  costs,  the  com- 
mission fixed  class  rates  for  the  initial  distances  very  materially  higher  than 
has  been  fixed  by  the  commission  in  any  previous  case.  Similar  action  was  also 
taken  by  the  commission  in  its  last  opinion  in  the  Shreveport  case  (41-ICC-83) 
after  consideration  of  certain  evidence  relating  to  station  terminal  cost. 

Mr.  Warner's  report  is  most  interesting,  and  I  would  be  very  much  obliged 
if  you  could  secure  a  copy  of  same  for  my  personal  information. 
Yours,  truly, 

G.  W.  Oliver,  StaUstioiaiv 
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A.  P.  Thom 98-103, 172 

■  Mergiug  of  State  and  National,  F.  G.  Newlands , 514-515 

National  power  over  confiscation  of  property,  R.  S.  Lovett 769 

Pennsylvania  Railroad,  A.  P.  Thom 166 

State- 
Merging  of,  F.  G.  Newlands 291, 292,  293 

Power  of  Congress  over,  W.  C.  Adamsom 207 

State  and  National — 

R.  S.  Lovett 705,708,709-769 

Richard  Olney 112, 114 

Subsidiary,  buying  and  selling  through 219, 220 

Texas,  State  of,  A.  p.  Thom 166-167 

Texas  &  Pacific  Railway  Co.,  Max  Thelen 443, 444 

Virginia,  State  of,  A.  P.  Thom 168 

Costs,  State  regulation  of,  A.  P.  Thom 176 

Cotton  mills.    See  Arlcwright  Club. 

County,  A.  J.  (vice  president,  Pennsylvania  Railroad  Co.),  address,  quotations 

from 819 

Court  of  Commerce,  views  of  F.  G.  Newlands 156, 159 

Covington  &  Lexington  Turnpike  Co.  v.  Sanford,  reference  to,  J.  J.  Esch 400, 401 
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Cowan,  S.  H.  (Industrial  Traffic  League,  Texas):  Page- 
Brief  submitted 617-654 

Capitalization  of  railroads .'..".."...."..".."...      632 

Congress  in  relation  to  Interstate  Commerce  Commission'. . '. . ". . ". . . . . . . '. . . ".      622 

Freight  rates,  fixing  of 637 

Government  ownership,  opposed  "to. '. . . . . .' . . ; . . .' . .' . . . .' . . . . . . . . . . . . .  19,  618,  620 

Hepburn  bill g30 

Inefficiency  in  operating  railroads . '. . .' .'.'.'.". '. '. '. '. '. '. '. '. '. . . '. '. ". '. '. '. '. '. '. '. '. '. ". '. '. '. '. '  625,  628 
Interstate  Commerce  Commission — 

Powers  and  work  of 22-23,  622 

Regulation  of  local  rates , 648 

Shows  car  shortage 625,  626 

Versus  State  commissions 647 

James  J.  Hill,  enterprise  in  development 633 

National  incorporation  of  raihoads,  opposes 618,  620 

Railroads,  construction  facilities 635,  636 

Rate  making — 

Classification  of 637,  638-639,  640,  641,  642 

Inefficiency  in  regulation 628,  629,  631,  653 

Rates — 

Effect  of  raising 627-628 

Idaho 626 

Increase  in 623-628,  634,  635 

Intrastate,  regulation  of 621 

Reasonable 621,623,629,630,631,654 

Regulation  by  National  Government 627,  631 

State  control 20-21,  629,  630,  631,  649,  650 

Uniformity  impossible 654 

Reference  to  Mr.  Thorn's  statement 648 

Regional  commissioners  proposed 647 

Remarte  relative  to  hearings 24, 27 

St.  Louis  &  San  Francisco  Railroad  Co.,  reorganization  of 632 

St.  Louis,  Brownsville  &  Mexico  Railroad,  references  to...... 632,  634 

Securities  and  bonds 631 

Southwestern  Tariff  Committee,  reference  to 634 

State  commissions,  benefit  of 644,  645-646,  647 

State  regulation  of  railroads 618,  620 

Transportation  facilities 621,  633,  634,  639 

Wyoming,  rates  excessive 626 

Credit,  Government,  views  of  S.  W.  Brookhart. .  .^ 583-584,  585, 588,  589 

Credit,  railroad; 

Comparison  with  Government  credit,  S.  W.  Brookhart 588-589 

Control  of,  A.  P.  Ramstedt 614 

Decline  in — 

Julius  Kruttschnitt 892,  966-968,  972-973 

R.  S.  Lovett 682-684 

A.  P.Thom 213,214,218 

Defense  of,  S.  W.  Brookhart 586 

Federal  incorporation  to  strengthen,  A.  P.  Thom 231 

Impairment  of — 

S.  W.  Brookhart 592 

Max  Thelen  437,  532,  533,  548-549, 553,  560,  562,  580 

A.  P.  Thom 218,219 

Method  of  raising  new  capital,  A.  P.  Thom 308-310 

Not  good,  Julius  Kruttschnitt 891-892 

Present  conditions — 

Julius  Kruttschnitt »o9 

A.  P.  Thom 63-69 

Union  Pacific  Railroad,  R.  S.  Lovett ;■■-■„  ?E? 

Creditors,  rights  of,  A.  P.  Thom 172-173, 174 

Cullop,  Hon.  William  A.  (Representative  from  Indiana): 
Interrogation  of— 

W  J.  Brvan 467, 473 

A.  P.  Thom 352-366,  369 

Member  of  committee... '         4 
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Oummina,  Hon.  Albert  B.  (Senator  from  Iowa): 

Interrogation  of —  p*b^- 

D.  L.  Bristow 14r-15 

W.J.Bryan 483 

K.  S.  Lovett 718,  719,  729,  764,  765,  766-771,  806,  857,  858,  859, 877, 878 

MaxThelen 424,563 

A.  P.  Thorn 30-34, 46, 54,  92, 366-400 

Member  of  committee 4 

Remarks  relative  to  witnesses 39, 470, 483 

D. 

Dartmouth  College  case 1054; 

Dawes,  Chester  M.  (general  counsel,  Chicago,  Burlington  &  Quincy  Railroad), 
member  of  law  committee 412 

Debentures,  R.  S.  Lovett 802 

De  Berard,  Frederick  B.  (Merchants'  Association  of  New  York): 

Favors  Government  control  of  raihoads 16 

Opposes  Government  ownership  and  operation  of  public  utilities 16 

Demurrage,  reciprocal,  letter  from  T.  C.  Tipton  relative  to 1041 

Demurrage  rates,  fixing  of,  Julius  Kruttschnitt 923-924,  930,  931, 932, 1031 

Dering  Coal  Co.,  operation  of ■. 572-573 

Dividends: 

Amendment  relative  to,  F.  G.  Newlands 164, 290 

Bank,  railway,  and  industrial  companies,  chart 898 

Earning  of,  W.  J.  Bryan ■. 488 

English  system  of  distributing  earnings,  R.  S.  Lovett 782 

Improvement  in  property,  use  for,  R.  S.  Lovett 819 

Incomes  available  for.  Max  Thelen. 423 

Increase  in,  R.  S.  Lovett 818 

Limitation  of — 

R.  S.  Lovett : 734 

A.  P.  Thom 180-188 

National  banks,  Julius  Kruttschnitt 891 

Obligation  to  pay,  R.  S.  Lovett 816,  817, 818 

Relation  to  equipment,  A.  P.  Thom 343,  344,  346, 393 

Stockholders,  right  to  earnings  in  excess  of  maintenance,  R.  S.  Lovett 781 

Surplus  available  for,  Julius  Kruttschnitt 918,  920, 921 

Dollar,  purchasing  value  of,  Julius  Kruttschnitt 1013, 1014 

Doremus,  Hon.  Frank  E.  (Representative  from  Michigan): 

Interrogation  of  Julius  Kruttschnitt 909, 1001, 1009, 1010, 1012 

Remarks 1059, 1060, 1061 

Dunn,  Samuel  O.    See  Railway  Age  Gazette. 

E. 

Earling,  A.  J.  (Chicago,  Milwaukee  &  St.  Paul  Railroad),  member  of  railroad 
executives'  committee 28 

Earnings  of  railroads: 

Chart,  Julius  Kruttschnitt 907 

Table,  Interstate  Commerce  Commission 815 

Eight-hour  law.    See  Adamson  eight-hour  law. 

Electric  railroads: 

Business  of,  Julius  Kruttschnitt .' 1009-1011 

California,  Julius  Kruttschnitt 1010 

Development  of,  A.  P.  Thom 417, 418 

Wages,  Julius  Kruttschnitt 1010 

Electrification  of  railroads: 

Cost  of,  Julius  Kruttschnitt 1005-1011 

Progress  in,  Julius  Kruttschnitt 1000-1001 

Eliott,  Howard  (New  York,  New  Haven  &  Hartford  Railroad),  member  of  rail^ 
road  executives'  committee 28 

Elkins  law,  references  to: 

W,  C.  Adamson 487 

W.  J.  Bryan .' : 487 

Elmquist,  Charles  E.  (Railroad  and  Warehouse  Commission  of  Minnesota), 
member  of  National  Association  of  Railway  Commissioners 25, 27 
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Quality  and  adequacy  of  service  necessary  for,  Max  Thelen 454 

State  control  over,  A.  P.  Thorn 176 

Use  for,  A  P.  Thran .'..'.'.'.'..".';;.'!..'.'.';;.';!;;;;.' '343,' 344,' 346, 393 

thactx,  Hon.  John  J.  (Representative  from  Wisconsin): 
Interrogation  of — 

S.  W.  Brookhart 582,  589 

W.  J.  Bryan 465, 467, 469 

M.  P.  Knowlton 1056-1057, 1058 

Julius  Kruttschnitt 904,  910  912 

916,  917,  924,  932, 933,  935, 964,  966,  968, 1011, 1014-1035, 1040-1041 

R.  S.  Lovett 656,  658,  677,  755,  764,  782,  794,  841,  849,  858-878,  883 

Max  Thelen 422-423, 442 

A.  P.  Thorn ; 351,386,400-411 

Member  of  committee 4 

European  war: 

.  American  securities,  effect  on,  A.  P.  Thorn 182 

Causes  unprecedented  conditions,  R.  S.  Lovett 774 

Increase  in  exports,  cripples  car  service,  R.  S.  Lovett 772,  773 

Interest  rates,  effect  on,  Benjamin  Strong 312-314 

Investments,  effect  on,  R.  S.  Lovett 687,  791,  792 

Prosperity,  result  of,  R.  R.  Prentis 422 

Railroads,  effect  on,  R.  S.  Lovett 810-814,  816 

Stimulant  to  commerce,  A.  P.  Thorn 364 

Fatalities,  due  to  trespassing  on  raihoads,  Julius  Kruttschnitt 1016-1020 

Federal  courts,  right  to  carry  cases  to: 

R.  S.  Lovett 756 

F.  G.  Newlands 143-144 

Federal  Government: 

Functions  of,  Clifford  Thome 461 

Power  to  create  necessary  agencies  and  instrumentalities,  Max  Thelen 440 

Power  to  man  trains,  A.  P.  Thom 414  ' 

Railroads  incorporated  by.  Max  Thelen 441, 442 

Right  to  create  a  corporation.  Chief  Justice  Marshall 441 

See  also  Congress;  National  incorporation  of  railroads. 
Federal  incorporation.    See  National  incorporation. 

Federal  Railroad  Commission,  necessity  for  and  duties  of,  A.  P.  Thom 104-105 

Fee,  Frank  F.  (Southern  Hardware  Traffic  Association),  mentioned  as  witness.        24 
Field,  Justice: 

Railroad  Company  v.  Peniston,  opinion 138,  265-266 

Taxation  of  railroads,  opinion 303, 451, 452 

Financial  Age:  , 

Extracts,  Max  Thelen 423, 436,  437 

References  to 813 

Financial  Chronicle  of  New  York,  data  regarding  railroad  bonds 786 

Financial  condition  of  railroads,  not  generally  impaired.  Max  Thelen 422 

Finn,  Hon.  Lawrence  B.  (chairman,  Railroad  Commission  of  Kentucky): 

Member  National  Association  Railway  Commissioners 421 

Mentioned  as  witness 25 

Five  Per  Cent  Rate  case,  reference  to,  A.  B.  Cummins 372 

Floods,  prevention  of,  F.  G.  Newlands 499 

Foodstuffs,  shipment  of,  causes  congestion,  R.  S.  Lovett 774 

Forests,  conservation  of ,  F.  G.  Newlands 499-500 

France,  railroads,  system  of  government,  R.  S.  Lovett 856 

Franchises: 

Right  of  earning,  A.  P.  Thom 401,402 

Source  of,  A.  P.  Thom 174 

Southern  Railway  Co.,  A.  P.  Thom 402 

Subject  to  amendment,  etc.,  by  act  of  Congress,  A.  P.  Thom....  165, 166, 174, 175 

Subject  to  taxation,  A.  P.  Thorn..... 402 

Freight,  congestion  of,  Julius  Kruttschnitt 969 

Freight  cars: 

Average  movement,  Daniel  Willard '  308 

Shortage  in,  R.  S.  Lovett 772,  773,  774 

See  also  Cars. 
Freight  density,  comparison  of  American  and  German,  S.  W.  Brookhart 603-604 
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Freight  rates:  ^age- 
Chart  showing 905 

Comparison  of  American  and  German,  S.  W.  Brookhart 601,  604 

Effect  on  retail  prices,  Julius  Kruttschnitt 901-902 

Fixing  of,  S.  H.  Cowan 637 

See  also  Rates. 

Freight  revenue,  table  of,  R.  S.  Lovett 671 

Freight  trains,  length  limited,  Julius  Kruttschnitt 892 

"Full-crew"  law: 

Effects  of,  JuUus  Kruttschnitt 892-893,  895,  954-955 

Objections  to — 

R.  S.  Lovett 735,736,738 

A.  P.  Thom 203 

Funded  debt  outstanding,  classified  by  rate  of  interest,  chart,  Julius  Krutt- 
schnitt       919 

G. 

Garcelon,  William  F.  (Arkwright  Club,  Boston,  Mass.),  appearance  as  witness.        17 

Germany,  railroad  systems  and  management,  S.  W.  Brookhart 599-605 

Godley,  Philip  (Philadelphia  Board  of  Trade),  remarks  relative  to  appearance . .  17-18 

Government: 

Essential  principles  of,  Thomas  Jefferson 461 

See  also  Federal  Government. 

Government  credit.    See  Credit. 

Government  ownership  of  public  utilities,  merchants'  association  of  New  York 
opposes - -  - .  -        16 

Government  ownership  of  railroads: 

Claims  of  opponents,  S.  W.  Brookhart 585,  597 

Committee  on  real  preparedness,  favors 18 

Economy  under,  S.  W.  Brookhart 583,  597 

Effect  on  transportation,  A.  P.  Thom 239 

Favorable  to — 

S.  W.  Brookhart 583 

F.  G.  Newlands 131-133,147,153,270,307-308 

B.  C.  Marsh 18 

Opposition  to — 

S.  H.  Cowan 618,  620 

A.  P.  Thom 212 

R.  S.  Lovett 881,  882 

Railroads  easily  financed  under,  F.  G.  Newlands 270 

Railroad  view  not  in  favor,  A.  P.  Thom 180 

Relation  of — 

To  Federal  incorporation,  A.  P.  Thom ' 180 

To  Government  ownership  of  telegraph,  R.  S.  Lovett 879 

To  national  defense,  A.  P.  Thom 315,  316,  317 

To  present  conditions,  A.  P.  Thom 314,  315 

To  State's  rights,  A.  P.  Thom 175,  335 

Resolution  relative  to  investigations 3—4, 9 

Solution  of  present  system,  Julius  Kruttschnitt 982 

Versus  private  ownership — 

S.  W,  Brookhart 593,  595,  605,  606,  610 

A.  P.  Thom 330,  331 

See  also  Government  regulation  and  control  of  railroads;  National  incorpora- 
tion of  railroads. 
Government  regulation  and  control  of  railroads : 

Advisability  of,  R.  S.  Lovett 669 

Authoritjr  of  the  Constitution  relative  to,  A.  P.  Thom 96-97 

Deficiencies,  Julius  Kruttschnitt 927-930 

Necessity  of,  R.  S.  Lovett 781 

Objections  to,  W.  J.  Bryan 457, 465-466, 468, 486 

Provisions  for,  Max  Thelen 581 

Views  of  A.  P.  Thom 54-57,  76-91, 170^i7i,  333-336 

See  also  National  incorporation  of  railroads;    Rates,  railroad;    Securities; 
State  regulation;  Stocks  and  bonds;  Water  power. 
Gowan,  Francis  I.  (general  counsel,  Pennsylvania  Railroad),  member  of  law 
committee 412 


INDEX.  1111 

Grade  crossinga:  Page. 

CoBt  of  separating,  R.  S.  Lovett 720,  721 

Ehmiaation  of,  R.  S.  Lovett 720,  721,  787-789 

Police  laws  affecting,  A.  P.  Thorn 175, 176 

See  also  Safety. 
Gray,  Justice: 

Luxton  V.  North  River  Bridge  Co.,  opinion 136,  262 

Van  BrockUn  a).  State  of  Tennessee,  opinion 139,266 

Gross  earnings,  R.  S.  Lovett 815,816 

Gross  receipts,  disposition  of,  chart,  Julius  Knittschnitt 914 

Guns,  cars  for  carrying,  Julius  Kruttschnitt 1023-1024 

H. 

Haines,  —  (Galveston,  Tex.),  remarks  relative  to  appearance 39 

Hamilton,  Hon.  Edward  L.  (Representative  from  Michigan): 

Canada,  railroads  in 416 

Interrogation  of — 

S.  W.  Bookhart 608 

W.  J.  Bryan. 469, 470 

M.  P.  Knowlton. 1056 

Julius  Kruttschnitt 904, 

908,  923, 924, 931,  932, 944,  953,  954,  956, 957, 960- 
962,  964, 967-970,  990, 991,  993,  996,  998,  999-1011 

R.  S.  Lovett 656,  680, 

726,  728,  729,  752,  753,  764,  770,  777,  842, 849,  850, 853,  854,  856-884,  887 

Max  Thelen 424,  550, 555 

A.  P.  Thorn , 31,415^19 

Member  of  committee 4 

Remarks 424, 446 

Hanson,  Burton  (general  counsel,  Chicago,  Milwaukee  &  St.  Paul  Railway), 

member  of  law  committee 412 

Harahan,  W.  G.  (president,  Seaboard  Air  Line),  member  of  railroad  executives' 

committee 28 

Harlan,  Justice,  rates,  interstate  and  local,  control  of 447, 448 

Harriman,  E.  H. ,  railroad  plans 665 

Hairiman  investigation,  reference  to.  Max  Thelen 549 

Harris,  Albert  H.  (general  counsel.  New  York  Central  lines),  member  of  law 

committee 412 

Harrison,  Fairfax(presidentof  Southern Raihoad), reference  to,  J.T.Robinson.      228 

Harrison,  Thomas  B.  (Adams  and  American  Express  Cos.),  testimony 36-38 

Hathaway,  Amos  L.  (Boston  Chamber  of  Commerce),  favors  Federal  regulation 

of  railroads 15 

Hauls  of  railroads: 

Average,  S.  W.  Brookhart 1 602,  604 

In  Texas,  A.  P.  Thorn 340 

Headlight  laws,  results  of,  Julius  Kruttschnitt 893,  895, 1021-1022 

Heinemann,  C.  B.  (National  Live-Stock  Exchange),  remarks  relative  to  ap- 
pearance          24 

Henderson,  J.  H.  (Des  Moines,  Iowa),  mentioned  as  witness 20 

Henderson,  Scott  Z.  (Public  Service  Commission  of  Washington),  remarks  rela- 
tive to  hearings 26 

Hepburn  bUl,  references  to: 

S.  H.  Cowan 630 

F.  G.  Newlands : 170 

Hill,  James  J.,  enterprise  in  development,  S.  H.  Cowan 633 

Hines,  Walter  D.,  member  of  committee  of  executives 759 

Hoke  &  Economides  v.  United  States,  opinion,  Mr.  Justice  McKenna 455, 456 

Holden,  Hale  (president,  Chicago,  Burlmgton  &  Quincy  Railroad),  member  of 

railroad  executives'  committee 28 

Holding  companies,  requirements  under  national  law,  A.  P.  Thom 175 

Houghton,  F.  B . ,  letter  relative  to  terminal  costs,  etc 1099 

House,  Francis  E.  (Commercial  Club,  Kansas  City,  Mo.),  remarks  relative  to 

appearance 17 

Houston-Galveston  differential,  reference  to,  Julius  Kruttschnitt 928, 930 

Hughes,  Justice,  Minnesota  rate  cases,  opinion 464,  613 

Hunt,  Justice,  taxation  of  railroads,  opinion 451, 452 
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Idaho,  rates,  excesaive,  S.  II.  Cowan 626,  628 

Income  of  railroads: 

Increase  in,  F.  G.  Newlands 271 

Net  incomes  reported  from  railway  operations,  A.  P.  Thom. . . .  372, 379, 385, 386 
See  also  Dividends. 

Income  tax,  basis  for,  Julius  Kruttschnitt 912-913 

Incorporation  of  railroads.    See  National  incorporation  of  railroads. 

Industrial  Traffic  League.    See  Texas. 

Inland  Waterway  Commission,  appointment  and  purpose,  F.  G.  Newlands. .  517-518 

Inland  Waterway  Commission  bill,  introduced  by  F.  G.  Newlands.  490^91,  510-511 

Inland  waterway  fund,  provisions  ifor,  F.  G.  Newlands 494-495, 522 

Inland  waterways: 

Constitutional  powers  relative  to,  F.  G.  Newlands 496-498 

Legislative  requirements,  F.  G.  Newlands 521-522 

Power  of  President,  F.  G.  Newlands 508, 510, 522 

Speech  of  F.  G.  Newlands 489,490 

Testimony  of  F.  G.  Newlands  relative  to 491-516 

Use  and  development,  F.  G.  Newlands. 517-526 

See  also  American  waterways. 
Insurance.    See  Accident  and  insurance  fund;  Railroad  employees. 

Intercorporate  ownership,  W.  Z.  Ripley 125-126 

Interstate  and  Foreign  Commerce,  Joint  Committee  on,  purposes  of 225, 

226,  227, 228, 229 
Interstate  commerce: 

Conducted  over  railroads,  M.  P.  Knowlton 1063 

Creation  of  a  machine,  F.  G.  Newlands 250, 251, 252 

Intrastate  traffic  affected  by— 

R.  S.  Lovett 716 

A.  P.  Thom 350-351 

Regulation  of,  powers  of  Congress — 

W.  C.  Adamson 184, 185 

M.  P.  Knowlton 1054, 1059 

A.  P.  Thom : 184, 185 

Taxation  by  the  States,  A.  P.  Thom 93-94,96 

Versus  intrastate  commerce,  M.  P.  Knowlton 1050, 1051 

Views  of  F.  G.  Newlands 156 

Interstate  Commerce  Commission: 

American  Railway  Association,  cooperation  with,  Julius  Kruttschnitt. .   1032, 1033 

Car  shortage  shown  by,  S.  H.  Cowan ; 625,626 

Charter  from,  necessary  for  Federal  incorporation,  A.  P.  Thom 326,  327 

Classification  of  expenses,  R.  S.  Lovett 781 

Extension  of  powers  advisable,  A.  P.  Ramstedt 613, 614 

Gross  and  net  earnings,  table 815 

Louisville  &  Nashville  Railroad,  investigated  by 221 

Membership,  increase  in,  Julius  Kruttschnitt 899, 900 

Net  incomes  reported  to,  from  railway  operations,  A.  P.  Thom. .  372, 379, 385, 386 
Powers  and  duties  of — 

S.  H.  Cowan 22-23, 622 

A.  P.  Thom 104-111,207,355 

R.  S.  Lovett 658, 673, 674,  694, 695 

Property  mvestment  account,  table,  R.  S.  Lovett 659, 660 

Rate  regulation — • 

S.  H.  Cowan ; 648 

F.  G.  Newlands '.  i36,"i3i,"i76,'252,'253,"269,"283, 294 

R.  S.  Lovett 7X6  717 

A.  P.  Thom ; . .  'ioe-iio,' 188," 232-234," 373-377,' 387 

Adjustment  of,  R.  S.  Lovett 748 

Control  of,  R.  S.  Lovett !!!!!!!!!!        717 

Fixing  of,  F.  G.  Newlands '....'. .'..".'..'.....   "i31  170 

Suspension  of,  A.  P.  Thom .'. .'  108-109 

Regional  commissioners  aid  to,  A.  P.  Thom 210, 211  407  408 

Reorganization,  A.  P.  Thom 104-105, 208,  209,' 353,' 354 

Securities — 

Control  of,  Julius  Kruttschnitt 1003 

Issuance  of,  R.  S.  Lovett 810 
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Subject  to  Congress,  A.  P.  Thom 389,390 

Valuation  of  railroad  properties  by,  F.  G.  Newlands 253, 254 

Versus  State  commissions — 

S.  H.  Cowan 647 

R.  S.  Lovett !!!!!.!!!.! 691 

Work  of,  remarks  relative  to,  Julius  Kruttschnitt 899-900, 950 

Investments: 

Reasonable  rates  from,  R.  S.  Lovett 783-786 

Returns  on,  Julius  Kruttschnitt 926 

Iron  and  steel,  fluctuation  in  prices,  chart  from  Iron  Age,  S.  W.  Brookhart 598 

Jackson,  Carl  (member.  Railroad  Commission  of  Wisconsin): 

Member  of  National  Association  Railway  Commissioners 421 

Mentioned  as  witness , . , , .        25 

Jefferson,  Thomas,  essential  principles  of  government -. 461 

"Jim-Crow"  law, classification  of  passengers,  R. S. Lovett 755 

Johns,  C.  B.  (Ebensburg,  Pa.),  remarks  relative  to  appearance 37 

K. 

Kansas,  discrimination  in  passenger  fare,  A.  P.  Thom 85-86 

Keefer,  Edward  F.  (National  Live  Stock  Shippers'  Protective  League),  men- 
tioned as  witness 20 

Kellogg,  R.  S.  (National  Lumber  Manufacturers'  Association),  remarks  relative 

to  testimony 18 

Kenna,  Edward  Dudley,  Railway  Misrule  (extract) 595 

Knowlton,  Marcus  P.  (chairman,  board  of  trustees,  Boston  &  Maine  Railroad): 

Testimony - 1047-1068 

Boston  &  Maine  Railroad — 

Capitalization 1047 

Charters 1048 

Deficit  of 1057 

Reorganization 1057 

Violation  of  statute 1050 

Boston  Railroad  Holding  Co. — 

Acquiring  of  stock  by 1057-1058 

Incorporation 1047 

Charters,  Federal,  compulsory 1062 

Congress,  constitutional  powers 1051, 1052, 1053, 1054, 10Q4 

Interstate  Commerce — 

Conducted  over  railroads 1063 

Regulation  by  Congress 1054, 1059 

Versus  intrastate  commerce 1050, 1051 

National  incorporation  of  railroads,  plan  for 1055, 1059, 1062 

New  York,  New  Haven  &  Hartford  Railroad  Co.— 

Control  of  Boston  &  Maine  Railroad 1057-1058 

Stocks  and  bonds. 1047 

Railroads,  uniform  system  for 1048 

State  railroads —  '  ,„„„,„„„ 

Regulation 1063,1068 

Taxation,  table 1067 

State's  rights,  argument  for 1059 

Stocks  and  bonds,  convertible 1050 

Taxation  by  States 1064,1065,1066,1067 

KnoxvUle  v.  Water  Co.,  reference  to,  A.  P.  Thom. ,-■■-;-•%•  v. ^''^ 

Kruttschnitt,  Julius  (chairman,  executive   committee,  board  of  directors, 
Southern  Pacific  Co.): 

Testimjony     eoa-iu*/ 

Accidents,  railroad,  effect  of  laws  on ^^^"loo 

Advanced  rates,  investigation  of »9» 

Annual  reports  of  railroads :,■■■•,• nil 

Antitrust  laws,  not  applicable  to  railroad  companies 937 

Arbitration—  QaQ_QQ4 

Compulsory sq7  imR 

Opposition  of  labor  to ---i^-wwr: nik  nio 

Board  of  Mediation  and  Conciliation,  United  States 939, 948 

Caliiomia,  railroad  construction  in 945-946 

Canadian  industrial  disputes  investigation  act. . .  939-940,  948, 949, 997, 1014-1016 
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Kruttschnitt,  Julius — Continued.              '  Page- 
Capitalization  of  railroads 921 

Car  capacity 1028, 1029, 1030 

Car-service  rules 1032, 1033, 104O 

Car  shortage 924-925,1042 

Carriers,  burdens  on : 892-896 

Charts 898,  902,  903, 905-907,  911, 914, 919, 922 

Clayton  bill,  remarks  on 897 

Coal,  price  of 1004 

Compulsory  investigation 989, 990, 993, 994 

Credit,  railroad — 

Decline  in 892,966-968,972-973 

Present  conditions 889,  891-892 

Demurrage  rates,  fixing  of 923-924, 930, 931, 932, 1031 

Dividends — 

National  banks 891 

,      Surplus  available  for , 918,920,921 

Dollar,  purchasing  value  of 1013, 1014 

Electric  railroads — 

Business  of 1009-1011 

Wages 1010 

Freight  congestion 969 

Freight  rates,  effect  on  retail  prices 901-902 

Freight  trains,  length  limited 892 

Full-crew  law 892-893,  895,  954-955 

Government  ownership 982 

Government  regulation  of  railroads,  deficiencies 927-930 

Guns,  cars  for  carrying 1023-1024 

Headlight  laws '. . .  893, 895, 1021-1022 

Houston^Galveston  differential 928j  930 

Interstate  Coromerce  Commission — 

Membership,  increase  in 899,  900 

Remarks  on  work  of 899-900, 950 

Investments,  returns  on 926 

Labor — 

Efficiency  of 904, 908,  954-956, 962-963 

Legislation  affecting 938 

Labor,  organized — 

Attitude  of 986-989, 995 

Political  power  of 995 

Labor  organizations,  number  in 995 

Mileage,  increases  in,  chart-. , 922 

MobiUzation — 

Importance  of  railroads 932-936 

Preparations  for 1022-1025, 1035-1036 

Newlands  act 939 

Overloading  of  trains 956-959 

Peak  loads,  provision  for , 1031 

Politics,  effect  on  commission '. 901 

Railroads — 

Electrification  of : . . .  1000-1011 

National  incorporation,  favorable  to 1005 

Present  conditions,  causes  of 1001-1002 

Rates — 

Increase  in 954, 1012 

Suspension  of 953 

Rebates 925 

Remarks 876 

Revenues — 

Control  of 1013 

Inability  to  promptly  increase 899 

Regulation  of 895-896 

Seaports,  free  time  at 931 

Securities — 

Effect  of  railroad  expenses  on 915-918 

New  York,  New  Haven  &  Hartford 894 

Present  market 896-897 

Southern  Pacific  Railroad  Co 965,  966 
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Shreveport  case 927  930 

oixteen-hour  law 9gQ 

Sleeping  cars. \\'.[\^\'.\\\\\\\\^\\[\[\[['/^'.'.^^]'.ym4-Wi6 

bouthem  Pacific  Ral^road  Co  — 

Credit  of        ■ 965,966 

Dividends  of 1003-1004 

btate  comnussions,  expense  to  railroads  of 978-979 

State  regulation 974-975 

Stations,  required  by  State  regulation .".'.'!!!!!.'!"!!!!!!!!!!!!!!!!!!!!  975-978 

btatistics,  collection  of 916-917 

Stocks  and  bonds —  " 

Interest  and  sales 890-891,  970-972 

Speculation  m 950-953,  973-974 

1  axation — 

By  States 980-981 

rm-  }^^^^^^  111 910,  912,  913 

Ihelen,  Max,  statement  of,  remarks  on 943-947 

Trainloads,  limits  of 961 

Transportation  companies,  cooperation  with  the  Government 934^935 

Transportation  f acihties,  inadequency  of 936 

Trespassing  on  railroads,  accidents  and  fatalities  due  to 1016-1020 

s,  laws  relative  to 938 


L. 
Labor: 

Efficiency  of,  Julius  Kruttschnitt 904,  908,  954-956,  962-963 

Legislation  affecting,  Julius  Kruttschnitt 938 

Protection  for,  U.S.  Lovett 676 

Regulation  of,  R.  S.  Lovett 807 

Labor,  organized: 

Attitude  of,  Julius  Kruttschnitt 986-989,  995 

Political  power  of,  Julius  Kruttschnitt 995 

Labor  organizations,  number  in,  Julius  Kruttschnitt 995 

Lamb,  William  E.  (California  Fruit  Growers'  Exchange,  Los  Angeles,  Cal.), 

remarks  relative  to  testimony 25 

Land  values,  increase  in,  S.  W.  Brookhart 594 

Lathrop,  Gardner  (general  solicitor,  Atchison,  Topeka  &  Santa  Fe),  member 

of  law  committee 412 

Lee,  C.  B.  (Missouri  Railroad  Commission),  mentioned  as  witness 20 

Legislation,  railroad,  effects  of,  Julius  Kruttschmitt 892-894 

Lehmann,  F.  W.  (American  Telephone  &  Telegraph  Co.),  remarks  relative  to 

testimony 34 

Litigation : 

■  Danger  of — 

R.  S.  Lovett 758 

MaxThelen 453^54,531 

Federal  and  State  courts,  A.  P.  Thom 352 

Loans,  without  security,  R.  S.  Lovett 666 

Loomis,  N.  H.  (general  solicitor,  Union  Pacific  Railway),  member  of  committee  412 
Loree,  L.  F.  (Delaware  &  Hudson  Railroad),  member  of  railroad  executives' 

committee - ,•:--•■-•'"."""  V," "  '-V ' '. " "        ^^ 

Los  Angeles  &  Salt  Lake  Railroad  Co.,  stock  ownership  of  Umon  Pacific  m, 
R.  S.  Lovett 656 

Louisville  &  Nashville  Railroad: 

Claim  against,  A.  P.  Thom 173 

Interstate  Commerce  Commission  investigates,  J.  T.  Robinson 221 

Love  J  E   (Oklahoma  Corporation  Commission),  remarks  relative  to  testimony        26 

Lovett,  R.  S.  (chairman,  executive  comndttee.  Union  Pacific,  New  York  City) : 

Testimony A' '  'o'  ^oc'^o^ 

Accident  and  insurance  fund 724,  725,  726,  727 

Adamson  eight-hour  law 839,  840,  841,  876-878,  885 

Advisory  committee  of  railroad  executives 760,  761,  764 

Arbitration,  compulsory 677,  678 

Basing  points,  discussion  of 832,  833,  834 

Bonds,  issuance  of,  mortgage  to  secure 884 

California  Railroad  Commission 720 

Capitalization  of  railroads 878,879 
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Cars—  Page. 

Shortage  in 772-774 

Sleeping 848 " 

Federal 804, 805,  806, 808 

State,  power  to  repeal 691,  692,  744-746 

Clark,  W.  A.,  railroad  properties  of '. 656,  657 

Claesiflcation  of  expenses ' 781 

Clayton  act,  protection  by  injunction G76 

Club  houses 851 

Coal,  cost  of,  effect  on  operation  of  railroads 839 

Committee  of  executives 758,  759 

Congestion  of  freight,  causes  of 774 

Competition  desirable 837,  846,  847, 854 

Congress — 

Constitutional  powers 806 

Relatioii  to  Interstate  Commerce  Commission 717,  718 

Constitution  of  United  States,  authority  to  regulate  taxation  of  railroads 

799,  800, 806 

Corporations — 

National  power  over  confiscation  of  property- 769 

State  and  National 708,  709,  795 

Credit,  impaii-ment  of,  causes 682,  683-684 

Dividends,  railroad 728,  734,  781,  816,  817,  818,  819 

Employees,  railroad — 

Adjustment  of  disputes. 727-729 

Insurance  and  pensions 850 

Euro^-ean  war,  effects  of ! 687,  772-774,  791,  792,  810-814,  816 

Federal  courts,  right  to  carry  cases  to 756 

Freight  cars,  shortage  of , 772,  773,  774 

Freight  revenue,  table 671 

"Full-crew "  law,  objections  to 735,  736,  738 

Grade  crossings 720,  721,  787-789 

Gross  and  net  eaming:s 815,  816 

Government  ownership  of  railroads — 

Arguments  against 881,  882 

Relation  to  Government  ownership  of  telegraph 879 

Harriman  administration 661,  807 

Interstate  and  intrastate  traffic. 716 

Interstate  Commerce  Commission — 

Investments,  reasonable  rates  from , 783,  784,  785,  786 

Powers  and  duties  of 658,  673,  674,  694,  695 

Property  investment  account,  table 659,  660 

Rates — 

Control  of 717 

Local,  regulation  of 716,  717 

Subject  to  Congress 748*  749 

Versus  State  commissions '  691 

"Jim-crow  "  law,  classification  of  passengers 755 

Labor — 

Protection  for 677 

Regulation  of j ^ !!!!!.!!!!!!      807 

Litigation,  danger  of [\[.[\[\[[[\      758 

Loans,  without  security 666 

Member  of  railroad  executives'  committee ! .        28 

Minnesota  rate  case,  references  to 718 

National  incorporation  of  raihoads. ...  687-690,  691,  692,693,  695,  696,  739-743,  747 

New  York  Central  Railroad,  bond  issue  of.. 801 

Police  powers.  State 713,  72!  722,  724,  736,  789 

Poohng,  opposed  to 874,  875 

Promissorjr  notes,  unsecured 802 

Public  utilities,  reports .1 ...  kQ6  697 

Railroad  regulation—  ' 

Federal _^ 737 

?tate '. . . .['.  .\'.'.'.\'.  '667,' 668,  739 

Uniform 757,  762,  787-789 
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Arrested  development 793 

Capitalization 659,'660,  667 

Conflicting  State  legislation,  effect  on 664 

Congress  and  consolidation  of 753,  754 

Consolidation  of 751,  752,  753,  758,  767,  768 

i^conomies  of  private  ownership 857 

Financial  conditions ' 819,  820 

Financing  of,  by  State  commissions 662^  663 

French  system  of  control 856 

Government  aided 668 

Government  regulation  and  control  of 669 

Importance  of 698 

Improvements 660 

Individual  views  on'. 760,  76i,  762,  763 

Interstate  business 739 

Low  grade 665 

National  regulation 781 

Problems  of 658,  659 

Prosperity  of 661,  662,  770,  771 

Receiverships 859-867 

Reorganization 862,  863,  864,  865,  866 

'  State  regulation 755 

Taxation  of 659,  680,  681,  709-712,  757,  796-798,  800,  801 

Voting  trust 868,  869 

"Watered "  stock '. 685 

Rate  making,  dictated  by  commercial  necessities 731-738 

Rate  regulation,  powers  of  Congress  over 809 

Rates — 

Adjustment  of 695,  748 

Competition  in 703 

Confiscatory ^ 731 

Control  by  State  Commissions 670 

Fixing  of,  powers  of  Congress 729 

Interstate  and  local 670-672 

Intrastate 670-672,  750 

Reasonable 718,719,802,803,804,843,844 

Regulation  of 713,  658 

Taxation  causes  increase  in 846 

Raybum  bill  inadequate 673 

Rebates,  disadvantages  of 874 

Begional  commissions — 

Distribution  of 722,723,736 

Necessity  of ' 695 

Roosevelt,  Theodore,  reference  to 807 

Santa  F6  Gulf  Line,  issuance  of  stocks  and  bonds 665 

Sanitation  of  trains,  national  regulation 756 

Securities — 

Exchange  in 883 

Federal  control 745 

Issuance  of 658,795,810,844,845 

State  regulation 662,  663 

Tables 871-873 

Sherman  Act,  as  applied  to  wage  disputes 676 

Shreveport  case 718,  750 

State  and  interstate  traffic 715 

State  railroad  commissions — 

Activities  of • 720 

Diflttculties  of  financing  railroads ' 664 

State  regulation  of  local  matters  advisable 756 

State  regulation,  unification  essential. : 687,  688 

States'  rights,  relation  to  the  Constitution 714 

Stockholders — 

Returns  on  investments ■ 686 

Women 681 

90590— PT  11—17 30 
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Stocks  and  bonds—  ^*K*- 

Character  of 702 

Conditions  of  ownership 656 

Increase  in  value,  table 682 

Issuance  of 663, 664,  746 

Maturing  bonds 660 

Bate  making  in  relation  to '51 

Bates  not  affected  by 687 

State  regulations,  disadvantages'of 664 

Taxation ^^■^'?2f 

Texas,  regulation 664 

Union  Pacific  Baikoad,  value 700,  701 ,  702, 704 

Strikes— 

Absence  of  law  to  control - b7o-b77 

Conspiracy  relative  to 676-680 

Effect  of 658 

Terminal  facilities 825,827,828,829,830,831 

Terminals — 

Expenses,  methods  of  handling 827, 830,  835,  836, 839 

New  York  Central 827,828,829,830,836,847 

Pennyslvania  Railroad 828,829,830,836,847 

San  Francisco 828 

Southern  Pacific  Railroad - 828 

Union  Pacific  Bailroad 828 

Texas,  laws  relative  to  railroads 800, 801 

Texas  commission - 809,810 

Transportation  facilities 681, 682, 685,  838, 839, 846, 855 

Union  Pacific  Bailroad — 

Corporations  owning 656 

Credit,  stability  of 658 

Dividends '. 782, 818 

Map 656 

Operation  under  Utah  State  charter 700,  701,  704 

Physical  properties  of 709 

Stock  ownership  in  Los  Angeles  &  Salt  Lake  RaUroad  Co 6t)U 

Taxation  biirdensome 709 

Utah,  no  railroad  commission  in 658 

Wages — 

Adamson  law  affecting 839, 878 

Fixing  of,  powers  of  Congress 729, 730 

Increase  in 823 

Wall  Street,  dividends  of,  distribution ' 782 

Luxton  V.  North  River  Bridge  Co. ,  opinion.  Justice  Gray 136-226 

M. 

McClellan,  George  McK.  (Seattle  Chamber  of  Commerce),  remarks  relative  to 
appearance 17 

McClure,  Dr.  S.  W.  (National  Wool  Growers'  Association),  mentioned  as  witness.        20 
McCuUough  V.  Maryland: 

Opinion,  Chief  Justice  Marshall 136, 137, 140,  263, 441, 1051, 1052 

Reference  to,  P.  G.  Newlands 278-279 

McFall,  Robert  J.,  problem  of  terminal  rates  (from  Utilities  Magazine) 1078-1085 

McKenna,  Justice,  police  regulations,  opinion 455, 456 

MacKinnon,  F.  B.  (United  States  Independent  Telephone  Association,  Wash- 
ington, D.  C),  statement  relative  to  testimony 35 

MaO,  United  States,  rates  for,  A.  P.  Thorn 109 

Markham,  C.  H.  (Illinois  Central  Railroad),  member  of  raih'oad  executives' 

committee.  .  . ." 28 

Marsh,  Benjamin  C.  (committee  on  real  preparedness),  favors  Government 

ownership  and  operation  of  railroads 18 

Marshall,  Chief  Justice: 

Federal  Government,  right  to  create  a  corporation 441 

McOullough  V.  Maryland,  opinion 136, 137, 140,  263, 441, 1051, 1052 

National  Government  cemented  by,  Clifford  Thorne .■ 459, 463 

Massachusetts  Public  Utilities  Commission,  denies  right  of  New  Haven  Road 
to  issue  securities,  J.  J.  Bsch 403 
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Mediation  and  Conciliation  Board.    See  United  States.  Page. 

Mercer,  J.  H.  (secretary,  Kansas  Live  Stock  Association),  mentioned  as  witness.        20 
Merchants'  Association  of  New  York.    See  New  York. 
Mergers: 

Necessity  for,  F.  G.  Newlands 524-525 

btate  corporations,  F.  G.  Newlands 279, 291-293 

Mileage,  raalroad: 

Construction  in  California,  Max  Thelen 539-540, 555 

.  Increase  m,  chart,  Julius  Kruttschnitt 922 

New  York  Central,  A.  P.  Thorn 93-94 

Milton,  Snuth  (Louisville,  Ky.),  mentioned  as  witness 24 

Minnesota  Railroad  and  Warehouse  Commission,  opinion,  Judge  Sanborn 458, 464 

Minnesota  rate  case: 

Opinion,  Justice  Hughes 464,  613 

References  to — 

S.  W.  Brookhart 593,  603 

R.  S.  Lovett 718 

A.  P.  Thom 323 

,    Clifford  Thorne 458,459 

Missouri,  bond  issue,  tax  on,  R.  S.  Lovett 801 

Missouri,  Kansas  &  Texas  Railroad,  financing  of,  Max  Thelen 579-580 

Mobilization: 

Importance  of  railroads,  Julius  Kruttschnitt 932-936 

Preparations  for — 

Julius  Kruttschnitt 1022-1025, 1035-1036 

A.  P.  Thom 1042 

Muir,  John  (chairman,  RaUwaya  Investors'  League): 

Address 777,  778 

Safeguarding  railway  securities 224, 229,  230 

Munn  V.  State  of  Illinois,  references  to: 

J.  J.  Esch 401 

A .  P.  Thom 400, 401 

Myrick,  N.  Sumner  ("Amster  committee"),  remarks  relative  to  appearance. . .        25 

N. 

National  Association  of  Railway  Commissioners: 

Purposes  of.  Max  Thelen 421 

Report  on  national  incorporation  of  railroads 102 

National  banks,  dividends,  Julius  Kruttschnitt 891 

National  City  Bank  and  Guaranty  Trust  Co.  of  New  York,  mentioned.  Max 

Thelen ; . . .      436 

National  corporations.    See  Corporations. 
National  incorporation  of  railroads: 
Arguments  in  favor  of — 

R.  S.  Lovett 687-690,691,692,693,695,696 

A.  P.  Thom : 98-103 

Article  in  Utilities  Magazine,  by  Max  Thelen 1085-1094 

As  affecting  State  regulation — 

R.  S.  Lovett 739,  740,  741,  742,  743 

Max  Thelen 439-440, 441, 442 

Boston  Chamber  of  Commerce  favorable  to,  A.  L.  Hathaway 15 

Charters,  R.  S.  Lovett 747 

Danger  of  litigation.  Max  Thelen 453^54 

Extracts  of  speech,  etc.,  P.  G.  Newlands 117-165, 523 

Favorable  to — 

Julius  Kruttschnitt 1005 

A.  P.  Ramstedt 615 

Importance  to  public  interests,  F.  G.  Newlands 31 

Legal  power.  Max  Thelen 529 

Legitimate  exercise  by  Congress  of  power  to  regulate  commerce,  A.  P. 

Thom •     173 

Necessity  for,  Max  Thelen 532 

Opposed  to,  S.  H.  Cowan 618,620 

Plan  for — 

W.  P.  Knowlton 1065, 1059, 1062 

Max  Thelen 442, 529-532 

A.  P.  Thom 206,207 
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National  incorporation  of  railroads — Continued.  ,  ^*6^- 

Proper  system  of  regulating  commerce,  A.  P.  Thorn 206 

Provision  of  act  for 144-146 

Relation  to  Government  ownership,  A.  P.  Thom 180 

Report  on  necessity  for,  A.  P.  Thom 102 

Requires  charter  from  Interstate  Commerce  Commission,  A.  P.  Thom. . .  326, 327 

Suggestions  for,  F.  G.  Newlands 288-290 

Uniform  system  necessary,  R.  S.  Lovett 747 

Views  of  Max  Thelen 440-449 

Views  of  railroad  men,  A.  P.  Thom - 169-171 

National  Live  Stock  Shippers'  Protective  League,  resolutions  adopted..  618-619,620 

National  ownership.    See  Government  ownership. 

National  power  over  corporations,  relative  to  power  of  States,  F.  G.  New- 
lands 514-515 

National  remedies  added  to  State  remedies,  W.  J.  Bryan..  472,475,479,482,484,485 

Navigation  lines,  views  of  F.  G.  Newlands ,-  -  -      157 

Nebraska  case  of  1897,    See  Smythe  v.  Ames  case. 

Net  earnings,  R.  S.  Lovett 815, 816 

New  Haven  Raihoad.    See  New  York,  New  Haven  &  Hartford  Railroad. 

New  Orleans,  Texas  &  Mexican  Railway,  reference  to,  W.  C.  Adamson 205 

New  York  Central  Railroad : 

Bond  issue,  R.  S.  Lovett 801 

Mileage,  A.  P.  Thom - 93-94 

Taxation,  Julius  Kruttschnitt .  894 

New  York,  Merchants'  Association  of: 

Favors  Government  control  of  operation  of  railroads,  F.  B.  De  Berard ....        16 
Opposes  Government  ownership  and  operation  of  public  utilities,  F.  B. 

De  Berard 16 

New  York,  New  Haven  &  Hartford  Railroad  Co. : 

Control  of  Boston  &  Maine,  M,  P.  Knowlton 1057-1058 

Credit,  causes  of  impairment,  A.  P.  Thom 218, 219 

Investigation  of.  Max  Thelen '. 557-560 

Securities — 

J.  J.  Esch 402-403 

JuUus  Kruttschnitt 894 

A.  P.  Thom 80 

Stocks  and  bonds,  M.  P.  Knowlton 1047 

New  York  Times,  quotation  relative  to  dividends 423 

Newlands,  Hon,  Francis  G.   (chairman  Joint  Committee  on  Interstate  and 
Foreign  Commerce) ; 

Accident  and  insiu-ance  fund 269 

American  waterways,  use  and  development 517-526  ' 

Automatic  adjustment  versus  commission  adjustment 255, 256 

Bill  to  create  commission  to  consider  incorporation  of  common  carriers, 

etc 133 

CapitaUzation  of  raihoads 124, 132, 149-152, 154, 155, 159, 161, 270 

Comity  of  the  States  to  the  Nation ■. 282, 283 

Commerce,  regulation  by  State  and  Nation 516 

Commerce  Court 156, 159 

Complexity  of  existing  conditions 272, 273 

Congress — 

Constitutional  powers 250 

Powers  relative  to  waterways 507, 508, 509, 510 

Corporations,  power  of  Nation  and  State  over 514-615 

Corporations,  national — 

•Absorption  of  State  roads  by 274,  275,  276,  277 

Suggestions  for 288, 290 

Corporations,  State,  merging  of 291,  292, 293, 514-515 

Dividends,  payment  of 164 

Federal  courts,  right  to  carry  cases  to 143-144 

IJlood  prevention 499 

Forest  conservation 499-500 

Government  ownersMp,  arguments  for 131-133, 147, 153,  270, 307-308 

Government  regulation  and  rights  relative  to  water  power 503-510 

Increase  in  income  of  railroads 271 

Inland  Waterway  Commission,  appointment  and  purpose  of 517-518 

Inland  Waterway  Commission  bill. 490-491, 510-511 

Inland  waterway  fund 494-495, 522 
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Newlands,  Hon.  Francis  G.— Continued. 

Inland  waterways —  Page. 

Constitutional  xjowers  relative  to , 496-498 

Speech  on ". 489-490 

Testimony  on 491-516 

Use  and  development  of 517-526 

Intercorporate  holdings 273,  274 

Interrogation  of — 

S.  W.  Brookhart ,593,  607,  608 

W.  J.  Bryan -157, 473, 476, 477, 479-488 

R.  S.  I,ovett 655-657, 669, 671,'677, 679,  700-715,  717-725,  729 

Max  Thelen 423, 424, 436, 446, 456. 526, 527, 539, 540,  543,  549,  554, 555 

A .  P.  Thorn 31, 54,  91,  92, 103, 165-171, 174-175, 177-184, 314. 419, 420 

Interstate  Commerce  Commission,  rate  regulation  by 130, 

131. 170,  252,  253,  269.  283,  294 

Member  of  committee 4 

Mergers,  necessity  for 524-525 

Merging  of  State  corporations 279,  291-293,  515 

National  construction  of  railroads 271, 272 

National  incorporation  of  railroads 31, 117-165, 523 

National  transportation  line 271 

Politics,  influence  on  railroads 127,258,259,260 

President's  power  over  waterways,  etc 508, 510,  522 

Railroad  employees,  insiirance  and  pensions  for 131, 155, 163-164 

Railroads,  economical  development  of 657 

Railway  system,  breaking  down  of 512-513 . 

Rate  regulation,  provisions  for 147 

Rates — 

Fixing  of 269 

Rise  in 126 

"Regulate,"  meaning  of 134 

Remarks  relative  to  witnesses ■.  -  14, 15, 16, 17, 21,  25,  26,  27. 34, 

35, 37-38, 39, 91,  92, 117, 225,  350, 419, 420, 489, 526, 554, 555, 563 

Scope  of  investigation 10-13 

Southern  systems,  incorporation  of 280, 281, 284, 288 

Speculative  element  in  railroad  building 256,  257 

Speech  in  United  States  Senate,  April,  1906 249-307,  308 

State  commerce,  regulation 143 

State  Lines  to  be  disregarded 120 

State  police 283,  284,  299 

State's  rights  relative  to  water  power 503, 504,  505 

Stocks  and  bonds — 

A  pproval  of  issues 128-129 

Taxation , 177 

Swamp  lands,  reclamation  of 500-502 

Taxation — 

Bv  States 130,135,155,293,294 

National  instrumentalities 134-141 

State  relief  for 277,  278,  279 

System  of 257,  258,  260-269 

Uniform,  advantages  of 281,  282 

Valuation —  .    . 

By  Interstate  Commerce  Commission 253,  254 

Interest  on .- : 254,  255 

Water  transportation,  coordination  with  rail  transportatipn 513-514,  525,  657 

Waterway  systems,  map  of -  -  -  -  - -,-  -  ■       657 

Newlands  Act,  provisions  of,  Julius  Kruttsohmtt . .........     .     ...  939 

Newlands  railroad  investigation,  arUcle  in  Utihties  Magazine,  by  Max  Thelen.  1069- 

1078 
Niles   Edward  C.  (chairman  Public  Service  Commission  of  New  Hampshire), 

vice  president  of  National  Association  of  Railway  Commissioners 14, 421 

Norfolk  &  Western  Railroad : 

Incorporated  in  Virginia,  A.  P.  Thorn. . .  172 

Statement  concerning,  in  Financial  Age,  Max  Ihelen 436 

North  Carolina,  electric  railways,  development  of,  A.  P.  Thorn 417 

North  Dakota  coal  case,  reference  to.  A.  P.  Thorn 323- 
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Northern  Pacific  Eailroad  Co. :  P»se. 

Income  available  for  dividends,  Max  Thelen 423 

Incorporation  ol,  Max  Ihelen -      441 

Northern  eecuritiea  case,  oYiinion,  Chief  Justice  White 1052, 1053 

Noyes,  Judge  Walter  C.  (general  counsel  Delaware  &  Hudson  Railroad),  mem- 
ber of  law  committee 412 

O. 

Oliver,  G.  W.,  letter  relative  to  Pere  Marquette  Railroad  freight  traffic 1099-1100 

Olney,  Hon.  Richard: 

Memorandum  on  State  and  National  railroad  corporations 112-114 

Railroad  companies,  transfer  of  properties 1060, 1061 

Reference  to  memorandum,  A.  P.  Thom 245 

Operating  expenses,  chart,  Julius  Kruttschnitt 907 

Operating  reven  lies,  fluctuations,  R.  R.  Prentis 422,423 

Oregon-Washington  Railroad  &  Navigation  Co 656 

Overloading  of  trains,  remarks  relative  to,  Julius  Kruttschnitt 956-959 


Peak  loads,  provision  for,  Juliiis  Kruttschnitt 1031 

Pennsylvania  Railroad: 
Corporations  of — 

T.  W.  Sims 236 

A.  P.  Thom 166 

Service  of,  A.  P.  Thom 327, 328 

Terminals,  R.  S.  Lovett 828,  829,  830, 836, 847 

Pere  Marquette  Railroad  Co.,  number  of  freight  cars  and  cost  of  operation.  1096-1099 

Philadelphia  Bourse,  brief  relative  to  railroad  regulation,  G.  E.  Bartol 16 

Police  powers : 

Control  of  Congress  over,  A.  P.  Thom 184, 185 

State— 

R.  S.  Lovett 713, 721,  722,  724,  736, 789 

P.  G.  Newlands 283, 284, 299 

A.  P.  Thom 175, 176 

Police  regulations,  opinion,  Justice  McKenna 455, 456 

Politics: 

Effect  on  commissions,  Julius  Kruttschnitt 901 

Influence  of  organized  labor  on,  Julius  Kruttschnitt 995 

Influence  on  railroads — 

F.  G.  Newlands 127,258.259,260 

A.  P.  Thom 220, 221, 222 

Pooling,  opposed  to,  R.  S.  Lovett 874,875 

Post,  George  A.  (president.  Railway  Business  Association),  remarks  relative  to 

testimony 19 

Post  Office  Department,  transportation  service,  A.  P.  Thom .330 

Pratt,  Edwin  A . ,  Rise  of  rail  power  in  war  and  conquest  (extract) 934 

Prentis,  Judge  Robert  R.  (president.  National  Association  of  Railway  Commis- 
sioners) : 

Annual  address,  Washington,  D.  C,  November  14,  1916 424-436 

European  war,  prosperity  from 422 

Operating  revenues,  fluctuations  in 422, 423 

President  of  the  United  States: 

Power  relative  to  waterways,  etc.,  F.  G.  Newlands 508, 510, 522 

See  also  Wilson,  Woodrow. 

Charts 902, 903 

Effect  of  freight  rates  on,  Julius  Kruttschnitt 901-902 

For  materials  used  in  operations,  chart 906 

Prince,  F,  H.,  letter  from 1095 

Pryor,  Ike  T.  (president.  National  Live  Stock  Shippers'  Protective  League), 

mentioned  as  witness 20 

Public  utilities: 

Financing  of,  A.  P.  Thom 377, 378 

Merchants'  Association  of  New  York  opposes  Government  ownership  of, 

F.  B.  DeBerard 16 

ReportSj  R.  S.  Lovett..... , ._^ 696,697 
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Railroad  Company  v.  Peniston,  opinions:  F&ge. 

Chief  Justice  Strong 137^  138,  264-265 

Justice  Bradley 138, 265-266 

Justice  Field 138, 265-266 

Justice  Swayne 138, 265 

Railroad  employees: 

Adjustment  of  disputes — 

R.  S.  Lovett 727, 728,  729 

A.  P.  Ramstedt 616 

Insurance  and  pensions — 

R.  S.  Lovett 724,725,726,727,850 

F.  G.  Newlands 131, 155, 163-164 

Salaries,  S .  W  Brookhart 597-598 

Railroad  finance  (extract),  by  Cleveland  and  Powell 52-53 

Railroad  officials,  salaries: 

S.  W.  Brookhart 597-598 

A.  P.  Thom 361,362 

Railroad  rates.     See  Rates. 
Railroad  regulation: 

Brief  formulated  by  Philadelphia  Bourse,  G.  E.  Bartol 16 

Deficiencies  in,  Julius  Kruttschnitt 927-930 

Federal,  R.  S.  Lovett 737 

President  Wilson's  message 3 

State — 

M.  P.  Knowlton 1063, 1068 

R.  S.  Lovett 738 

Uniform  system  of,  M.  P.  Knowlton 1048 

Views  of — 

R.  S.  Lovett 755,757,762,787,788,789 

A.  P.  Thom 54-57,  76-91, 166, 168, 214-216, 333-336 

See  also  Government  regulation  and  control  of  railroads;  National  incorpo- 
ration of  railroads;  State  regulation. 
Railroad  systems: 

Breaking  down  of ,  F.  G.  Newlands 512-513 

Union  of,  A.  P.  Thom 169-170 

Railroads : 

Building  conditions,  A.  P.  Thom 369,370 

Canada,  EL.  Hamilton 416 

Clark,  W.  A.,  ownership  by,  R.  S.  Lovett • 656,657 

Competition — 

S.  W.  Brookhart - 595 

A.  B.  Cummins 393 

R.S.  Lovett 837,846,847,854 

A.  P.  Thom 109-110, 393 

Consolidation  of —  ,„„,„, 

C.  W.  Adamson 193,194 

R   S   Lovett 751,752,753,754,758,767,768 

A.  P.  Thom 193, 194 

Construction,  arrested  development  in,  R.  S.  Lovett 793 

Construction  facilities,  S.  H.  Cowan -----  635,636 

Control  of,  A.  P.  Thom 167 

Debentures,  R.  S.  Lovett .-    ^^/-^-v; c„ 

Democratic  principles  of  operating,  W.  C  Adamson 657 

DereUct  in  supplying  equipment,  etc.,  Max.Thden     .     .     422 

Earnings  and  operating  expenses,  chart  Julius  Kruttschnitt 907 

Economical  development  of,  F.  G.  Newlands - ii  Alai .  «?« 

Effect  of  European  war  on »iu-»i4,  »ib 

Financial  conditions— 

R.  S.  Lovett 819,  820,  821 

MaxThelen VVU tH 

French  system  of  control,  R.  S.  Lovett -       »&b 

Germany,  S.  W.  Brookhart 599-605 

Government  aided,  R.  S.  Lovett.... -       bb» 

Gross  and  net  earnings,  B.  S.  Lovett. . .  - .  - ... ....----.. Sit),  Sib 

Gross  receipts,  disposition  of,  chart,  Julius  Kruttschnitt 914 
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Importance  of,  R.  S.  Lovett 698 

Improved  facilities  of,  A.  P.  Thom 371 

Improvements  necessary,  R.  S.  Lovett 660 

Inefficiency  in  operating,  S.  H.  Cowan 625, 628 

Influence  of  polities — 

F.  G.  Newlands 127, 258,  259, 260 

A.  P.  Thom 220,  221,  222 

Influence  on  Congress,  W.  J.  Bryan 467, 486 

Investments,  reasonable,  rates  from,  R.  S.  Lovett. 783,  784,  785,  786 

Legislation  affecting,  Julius  Kruttschnitt 892-894 

Low  grade,  R.  S.  Lovett 665 

National  construction  of,  F.  G.  Newlands 271,  272 

National  federation  of,  A.  P.  Thom 365 

Organization,  A.  P.  Thom 165-169 

Present  conditions,  causes  of,  Julius  Kruttschnitt 1001-1002 

Private  ownership  of — 

R.  S.  Lovett 857 

A.  P.  Thom 310-311,  312, 319 

Problems  of,  R.  S.  Lovett 658,659 

Prosperity  of — 

R.  S.  Lovett 661, 662 

Max  Thelen 527-528 

Public  distrustful  of  management,  A.  P.  Thom 215,  216, 218 

Receiverships —  _ 

Julius  Kruttschnitt 892 

R.  S.  Lovett 859-867 

Reorganization,  R.  S.  Lovett 862,  863,  864,  865,  866 

Safety  in  investments,  A.  P.  Thom 318 

Sanitation  of  trains,  national  regulation,  R.  S.  Lovett 756 

State  legislation,  effect  on,  A.  P.  Thom 202,  203 

Successful  and  unsuccessful,  R.  S.  Lovett 770,  771 

Terminal  facilities,  R.  S.  Lovett 825,  827,  828,  829,  830,  831 

Texas,  A.  P.  Thom 339,340,341 

Views  on,  individual,  R.  S.  Lovett 760,  761,  762, 763 

Voting  trust,  R.  S.  Lovett 868, 869 

"Watered  stock,"  necessity  for,  R.  S.  Lovett : ....'. 685 

See  also  Capitalization;  Corporations;  Credit;  Dividends;  Government 
ownership;  Government  regulation  and  control;  Hauls;  Income  of  rail- 
roads; National  incorporation  of  railroads;  Revenues;  Securities;  State 
railroads;  State  regulation;  Stocks  and  bonds;  Strikes. 

Railroads,  finance  and  organization  (extract),  by  William  Z.  Ripley 51-52 

Ruilway  Age  Gazette,  reference  to,  S.  W.  Brookhart 585-586,  597, 600,  601,  602 

Railway  executives.     See  Advisory  committee. 

Railway  misrule  (extract),  by  E.  D.  Kenna 595 

Ramstedt,  A.  P.  (Idaho  Public  Utilities  Commission): 

Testimony 612-617 

Charters,  Federal,  necessity  for 616 

Credit,  control  of 614 

Interstate  Commerce  Commission,  extension  of  powers 613,  614 

National  incorporation  of  railroads,  favorable  to 615 

Railroad  employees,  adjustment  of  disputes 616 

Rates — 

Fixing  of 613 

Intrastate,  influence  on  interstate 615, 616 

Reasonable 615 

State  regulation 613 

Securities,  issuance  of -  614 

State  regulation  of  railroads 614 

Rate  making: 

Classification  of,  S.  H.  Cowan 637, 638-639,  640,  641,  642 

Dictated  by  commercial  necessities,  R.  S.  Lovett 731,  732, 733 

Effect  on  stocks  and  bonds,  R.  S.  Lovett 751 

Inefficiency  in  regulation,  S.  H.  Cowan 628,  629,  631,  653 
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Rates,  railroad: 

Adjustment —  Page. 

R.  S.  Lovett 695, 748 

A.  P.  Thorn 107 

Competition  in,  R.  S.  Lovett 703 

Confiscatory,  R.  S.  Lovett 731 

Excessive,  development  retarded  by,  S.  H.  Cowan 626 

Fixing  of—  •^ 

Justice  Brewer 448,  449 

R.  S.  Lovett ]__] 729 

P.  G.  Newlands 269 

A,  P.  Ramstedt 613 

Max  Tholen 443 

A.  P.  Thorn 399 

For  United  States  mail,  A.  P.  Thom 109 

Freight  and  passenger,  Julius  Kruttschnitt 904-905 

Increase  in — 

S.  H.  Cowan 623,624,625,628,634,635 

Julius  Kruttschnitt , 954, 1012 

R.  S .  Lovett 840 

F.  G.  Newlands 126 

Interstate- and  local — 

Justice  Harlan , 447,448 

R.  S.  Lovett 670,671,672 

Difference  in,  A.  P.  Thom 405,406 

Influence  on  interstate — 

R.  S.  Lovett 750 

A.  P.  Ramstedt 615,  616 

Regulation  of — 

S.  H.  Cowan 621 

R.  S.  Lovett 670,671,672 

Max  Thelen. ., 442 

Joint,  agreepient  upon,  A.  P.  Thom 1] 0-111 

Lowering  of — 

Max  Thelen 534-535 

A.  P.  Thom 359-360 

Minimum,  protection  to  water  transportation,  A.  P.  Thom 410 

Power  of  Congress  relative  to — 

Max  Thelen 443, 444, 449 

A.  P.  Thom 230,231 

Raising  of,  effect,  S.  H.  Cowan 627-628 

Reasonable — 

S.  H.  Cowan...-. 621,623,629-631,654 

R.  S.  Lovett 718,719,802,803,804,843,844 

A.  P.  Ramstedt 615 

A.  P.  Thom 321-325, 375-377,  389-392,400 

Regulation  of — 

R.S.  Lovett 658,670,713 

By  the  States— 

S.H.  Cowan 629,630,631 

A.  P.  Ramstedt - 613 

A   P  Thom       176,177,188,199,200,201 

Clifford  Thorne 459, 462, 463 

Provisions  for,  F.  G.  Newlands ..._. 147 

See  also  Interstate  Commerce  Commission. 

State  and  interstate.  Government  regulation,  Max  Thelen 443 

State  control,  importance  of,  S.  H.  Cowan 649,  650 

Suspension  of — 

Julius  Kruttschnitt 953 

4.  P.  Thom 108,109 

Texas,  A.  P.  Thom 201 

Uniformity  impossible,  S.  H.  Cowan 654 

See  also  Advanced  rates;  Demurrage  rates;  Freight  rates. 

Kates,  terminal,  problem  of,  R.  J.  McFall 1078-1085 

Rayb urn  bill: 

'  Inadequate,  R.  S.  Lovett o'd 

Interrogation  relative  to,  C.  W.  Adamson 190 
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Rea,  Samuel  (Pennsylvania  Railroad),  member  of  railroad  executives'  com-    Page. 

mittee 28 

Reagan  v.  Mercantile  Trust  Co.: 

Opinion 140, 267 

Reference  to  case  of.  Max  Thelen 442, 447 

Rebates: 

Disadvantages  of —       " 

W.  J.  Brvan 487 

R.  S.  Lovett 874 

Evils  of,  Julius  Kruttschnitt 925 

Receiverships  for  railroads,  Julius  Kruttsclinitt 892 

Reconstruction  period,  relation  of  State  and  Nation,  A.  P.  Thorn 189 

Regional  commissions: 

Adoption  of,  S.  H.  Cowan 647 

Distribution  of — 

R.  S.  Lovett 722,  723,  736 

A.  P.  Thorn 183 

Functions  of,  A.  P.  Thom 104, 105-106,  231, 232, 353, 354 

Necessity  of,  R.  S.  Lovett 695 

Number  of — 

Max  Thelen 546-547 

A.  P.  Thom 83-84, 199, 200 

Plana  for — 

Max  Thelen 546-548 

A.  P.  Thom 406, 407, 408 

"Regulate,"  meaning  of,  F.  G.  Newlands 134 

Resolutions  relative  to  interstate-commerce  investigations 3—1,  226-228 

Revenues: 

Control  of,  Julius  Kruttschnitt 1013 

Inability  to  promptly  increase,  Julius  Kruttschnitt 899 

Regulation  of,  Julius  Kruttschnitt 895-896 

Ripley,  William  Z.  (professor,  Harvard  University): 

Intercorporate  ownership 125-126 

Railroads,  finance  and  organization  (extract ) 51-52 

Rix,  George  E.  (chamber  of  commerce,  Lawrence,  Mass.),  remarks  relative  to 

testimony .,. 16-17 

Robinson,  Hon.  Joseph  T.  (Senator  from  Arkansas): 

Interrogation  of  A.  P.  Thom 213-235, 351, 352 

Member  of  committee 4 

Remarks  relative  to  witnesses .' 26,  29, 32, 36, 37, 184 

Rock  Island  Improvement  Co. ,  financial  transactions 574 

Roosevelt,  Theodore  (ex-President),  reference  to,  R.  S.  Lovett 807 

S. 

'  Safety, "  provisions  for.  Max  Thelen 454, 455 

3t.  Louis  &  San  Francisco  Railroad  Co. : 

Financial  transactions 570 

Reorganization,  S.  H.  Cowan 632 

St.  Louis,  Brownsville  &  Mexico  Railroad,  references  to,  S.  H.  Cowan 632,  634 

St.  Paul  Railroad.     See  Chicago,  Milwaukee  &  St.  Paul  Railroad. 
Salaries: 

Railroad  officials  and  employees — 

S.  W.  Brookhart 597-598 

A.  P.  Thom 361, 362 

See  also  Wages. 
Sanborn,  Judge,  Minnesota  Railroad  and  Warehouse  Commission,  opinion .  .  458, 464 

5an  Francisco  terminals,  R.  S.  Lovett 828 

3an  Pedro,  Los  Angeles  &  Salt  Lake  Railway,  condition  of,  Max  Thelen 543 

3anta  F6  Gulf  Line,  stocks  and  bonds,  R.  S.  Lovett 665 

5anta  F6  Railroad.     See  Atchison,  Topeka  &  Santa  ¥6  Railroad. 
Seaboard  Air  Line  Railway  Co. : 

Bonds  sold,  reference  in  Financial  Age,  Max  Thelen '436 

Incorporated  in  Virginia,  A.  P.  Thom • '  172 

Seaports,  free  time  at,  Julius  Kruttschnitt 931 
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Securities:  Page. 

American,  effect  of  European  war  on.  A.  P.  Thorn 182 

Control  of — 

By  Congress — 

R.  S.  .Lovett 745 

A.  P.  Thom .'....'. .' '.'.'.'.'.'.'.'.  "190,191, 192 

By  Interstate  Commerce  Commission,  Julius  Kruttschnitt 1003 

Effect  of  railroad  expenses  on,  Julius  Kruttschnitt 915-918 

Exchange  of,  R.  S.  Lovett 883 

Fluctuations,  A.  P.  Thom 357 

Investments  in,  not  popular,  A.  P.  Thom 368, 369 

Issuance  of — 

Interstate  Commerce  Commission 810 

R.  S.  Lovett 658,  795,  844,  845 

A.  P.  Ramstedt 614 

Max  Thelen 452, 453, 454,  535 

Markets  for,  present,  Julius  Kruttschnitt 896-897 

New  York,  New  Haven  &  Hartford  Railroad— 

J.  J.  Esch 402-403 

A.  P.  Thom 80 

Owned  by  affiliated  and  other  companies,  tables,  R.  S.  Lovett 871-873 

Regulation  of — 

By  Congress,  Max  Thelen 452 

By  Government,  A.  P.  Thom 98-99 

By  State,  R.  S.  Lovett ., 662,663 

Safe  guarding  of,  John  Muir .' 224,  229,  230 

r]    See  also  Capitalization;  Credit;  Dividends;  Stocks  and  bonds. 

Seddon,  Hon.  James  A.  (special  master  in  chancery),  decision  in  rate  case...      652 

"Seven  Cases  of  Eckman's  Alternative,  "  reference  to,  Max  Thelen 529 

Sherman  Antitrust  Act: 

I    Not  beneficial,  A.  P.  Thom 217 
Wage  disputes  affected  by,  R.  S.  Lovett 676 

Shiff,  Jacob  H 663 

Shortage  in  cars: 

S.  H.  Cowan 625,  626 

Max  Thelen 422 

A.  P.  Thom 78 

Daniel  Willard 308 

Slireveport  case: 
References  to — 

S.  H.  Cowan 21,  24 

JuUus  Kruttschnitt 927,  930 

R.  S.  Lovett 718,  748,  750 

A.  P.  Thom 83-84, 199,  200 

Sims,  Thetus  W.  (Representative  from  Tennessee): 
Interrogation  of — 

M.  P.  Knowlton 1047-1056, 1062, 1063, 1064, 1065, 1066, 1067, 1068 

Julius  Kruttschnitt 909, 

912,  913,  915,  916,  918,  920,  923-928,  931-933,  935,  938,  941, 
943,  944,  946,  947,  963-999,  1014,  1025,  1042-1044,  1046 

R.  S.  Lovett 655, 

658   669,  671-673,  678,  679,  680,  681,  726,  758,  759,  762,  763, 
771,  775,  776-824,  825-839,  841,  842,  849-858,  859,  883,  885,  886 

Max  Thelen  527,  582 

A.  P.  Thom.'.'.".'.! 32,  235-247, 308-347, 414 

Member  of  committee - -  -  -  - :  ■  •  • ; ^ 

Sisson    Francis  H.  (member  of  railroad  executives'  committee),  reference  to, 

A.  P.  Thom 28 

Sixteen-hour  law,  references  to: 

W.  C.  Adamson - "5" 

Julius  Kruttschnitt 960 

Sleeping  cars: 

Contracts  for,  Julius  Kruttschnitt 1044 

Receipts  from,  Julius  Kruttschmtt 1045-1046 

Smith,  A.  H.  (New  York  Central  Railroad),  member  of  railroad  executives' 
committee 1 28 
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Smyth  V.  Amea  case: 

References  to —  P^ge- 

J,  J.  Each 400, 401 

F.  G.  Newlands 252, 253 

A.  P.  Thorn 401 

Max  Thelen 446 

South  Carolina  electric  railways,  development,  A.  P.  Thorn 417 

Southern  Pacific  Railroad  Co. : 

Comparative  prices  of  materials,  chart 906 

Credit  of,  JuUus  Kruttschnitt 965,  966 

Dividends,  JuUus  Kruttschnitt 1003-1004 

Financial  Age,  quotes  gross  earnings,  Max  Thelen 487 

Income  available  for  dividends,  Max  Thelen 423 

Incorporation  of.  Max  Thelen 441 

Interest  rates,  Julius  Kruttschnitt 890 

Prosperity  of.  Max  Thelen , 542,  545 

Saving  of,  by  California  Railroad  Commission,  Max  Thelen 540-541 

Terminals,  R.  S.  Lovett 828 

Southern  Pacific  Sunset  Route 664 

Southern  Pacific  system 665 

Southern  Railway  Co.: 

Corporations,  A.  P.  Thorn 172 

Franchise,  A.  P.  Thom 402 

Incorporation  of  s)[stems,  F.  G.  Newlands 284-288 

Interrogation  relative  to,  W.  C.  Adamson 192-193 

Operation  of  ayatem,  A,  P.  Thom 168, 169 

Preferred  stock,  A.  P.  Thom 223 

Southern  Statea,  aystem  of  railroada  in,,  P.  G.  Newlands 280, 281 

Southwestern  tariff  committee,  reference  to,  S.  H.  Cowan 634 

Speculation: 

Elimination  of — 

F.  G.  Newlands 256,  257 

A.  P.  Thom 952 

In  financing  of  railroads,  Julius  Kruttschnitt 950-953 

Starke,  James  E.  (Memphis,  Tenn_J,  mentioned  as  witness '       24 

State  commerce,  regulation  of,  F.  Gr.  Newlands. . , 143 

State  corporations.     See  Corporations. 

State  government,  functions  of,  Clifford  Thorne 461, 462, 463 

State  legislation: 

Effect  on  railroads,  A.  P.  Thom 202, 203 

Subject  to  repeal,  A.  P.  Thom 414 

State  railroad  commissions: 

Activities  of,  R.  S.  Lovett ; 720 

Attitude  of  railroads  toward,  Max  Thelen 546 

Benefit  of,  S.  H.  Cowan , 644,  645-646,  647 

Criticism  and  work  of.  Max  Thelen 536-539 

Expense  of,  to  railroads,  Julius  Kruttschnitt 978-979 

Financing  of  railroads — 

Difiiculties,  R.  S.  Lovett 664 

Power  relative  to,  R.  S.  Lovett 662,663 

Rates  controlled  by,  R.  S.  Lovett 670 

State  railroads: 

Acquisition,  of,  P.  G.  Newlands 163 

Taxation,  table,  M.  P.  Knowlton 1067 

3tate  regulation: 

Confliction  of,  R.  S.  Lovett 664 

Of  commerce,  P.  G.  Newlands 516 

Of  corporations,  F.  G.  Newlands 279,  291,  292,293, 514-515 

Of  costs,  A.  P.  Thom 176 

Of  local  matters,  R.  S.  Lovett 756 

Of  railroads — 

W.  J.  Bryan 470, 471 

S.  H.  Cowan 618,620,627 

R.  S.  Lovett 662,663,667,668 

A.  P  Ramstedt 614 
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State  regulation — Continued. 

Of  rates —  Page. 

S.  H.  Cowan 627,629,630,631 

A.  P.  Ramstedt 613 

Max  Thelen 442-445 

nr^-V'rS^ ;....'i76,'i77,"l88,'i99,200,201 

Clifford  Thorne 459, 452, 463 

Of  stocks  and  bonds,  JuUus  Kmttschnitt 974-975 

Stations  required  by,  Julius  Kruttscbnitt 975-978 

Unification  essential,  R.  S.  Lovett 687,  688 

JState  taxation: 
Views  of — 

P.  G.  Newlands 130, 135, 155,  277,  278,  279,  293,  294 

R.  S.  Lovett 709,710,711,712 

Max  Thelen 449-452 

A  P.  Thorn 93-94,  96,  i75-i76, 177,  404, 405 

States'  rights: 

Argument  of — 

M.  P.  Knowlton 1059 

A.  P.  Thorn,  reference  to,  Max  Thelen 533-534 

Attitude  of  Congress  toward,  A.  P.  Thorn 187 

Interstate  and  intrastate  commerce,  A.  P.  Thorn 394-395 

Meaning  of ,  A.  P.  Thom 185, 186 

Merging  of  National  and  State  corporations,  P.  G.  Newlands 514-515 

Regulation  of  rates — 

S.  H.  Cowan 20-21 

A.  P.  Thom 199-200 

Relation  to  the  Constitution — 

W.  C.  Adamson 188,189,190 

A.  P.  Thom 188, 189, 190 

Relation  to  Government  ownership,  A.  P.  Thom 175 

Relative  to  water  power,  F.  G.  Newlands 503,  504,  505 

Taxation  of  railroads,  A.  P.  Thom 175-176 

Taxation  on  interstate  commerce,  A.  P.  Thom 93-94,  96 

Statistics,  collection  of,  Julius  Kruttschnitt 916-917 

Steel  rails,  estimate  on,  S.  W.  Brookhart 597 

Stockholders: 

Investments,  returns  on — 

S.  W.  Brookhart 593 

R.S.  Lovett 686 

Rights  of,  A.  P.  Thom 172-173, 174 

Value  of  stock,  M.  P.  Knowlton 1061 

Stocks  and  bonds: 

Approval  of  issues,  F.  G.  Newlands 128-129 

Character  of,  R.  S.  Lovett 702 

Charts  showing  prices  and  yields  on,  S .  W.  Brookhart 590-591 

Comparison  with  Government  securities,  S.  W.  Brookhart 592 

Conditions  of  ownership,  A.  P.  Thom 204,  205,  206 

Control  of,  A.  P.  Thom 165 

Convertible,  M.  P.  Knowlton , , 1050 

Earnings  of  railroads  on  common  stock,  S.  W.  Brookhart 606-610 

Government  supervision,  A.  P.  Thom 109 

Increase  in  value,  tables,  R.  S.  Lovett 682 

Interest  on,  JuUus  Kruttschnitt 890-891,  970-972 

Issuance  of— 

W.  J.  Bryan 476, 477 

F.  G.  Newlands 161 

R.S.  Lovett 663-667,746 

F.Strauss -        49 

Max  Thelen 553-554 

A.  P.  Thom 63-69,  355,  356, 358, 398,  399 

Maturing  bonds,  R.  S.  Lovett ■      660 

Mortgage  on,  R.  S.  Lovett ' 004 

Mortgage  to  secure  issue  of,  R.  S.  Lovett. 884 

New  York,  New  Haven  &  Hartford  Railroad  Co.,  M.  P.  Knowlton 1047 

Ownership,  conditions  of,  R.  S.  Lovett 656 

Rate  making  in  relation  to,  R.  S.  Lovett 751 
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Stocks  and  bonds — Continued.  Pag^' 

Rates,  not  affected  by,  R.  S.  Lovett 687 

Rights  of  holders,  A.  P.  Thorn ■. . .  -  372-173, 174 

Sales  of,  Julius  Kruttschnitt 890-891 

Seaboard  Air  Line  Railway  Co.,  Max  Thelen 436 

Southern  Pacific  Co.,  Julius  Kruttschnitt 890 

State  regulation,  disadvantages  of,  R.  S.  Lovett 664 

Taxation — 

F.  G.  Newlands 177 

A .  P .  Thorn 175-181, 941-942 

Texas,  regulation  in,  R.  S.  Lovett 664 

Under  Federal  corporation.  Max  Thelen. 530-531 

Union  Pacific  Railroad,  value  of,  R.  S.  Lovett 700,  701,  702,  704 

See  also  Credit;  Dividends;  Securities. 

Strikes,  railroad: 

Absence  of  law  to  control,  R.  S.  Lovett 675-677 

Conspiracy  to  inspire,  R.  S.  Lovett ! 678,  679,680 

Effect  of,  R.  S.  Lovett 658 

See  also  Canadian  industrial  disputes  act. 

Strong,  Benjamin  (governor.  Reserve  Bank  of  New  York),  effect  of  European 
War  on  interest  rates 312-313, 314 

Strong,  Justice: 

Railroad  Company  v.  Peniston,  opinion 137, 138, 264-265 

Taxation  of  railroads,  opinion 304,451,452 

Swamp  lands,  reclamation  of,  F.  G.  Newlands 500-502 

Swayne,  Justice: 

Railroad  Company  v.  Peniston,  opinion 137, 138, 264r-265 

Taxation  of  railroads,  opinion 304, 451, 452 

Sykes,  A.  (Corn  Belt  Meat  Producers'  Association),  mentioned  as  witness 20 

T. 
Tables: 

Daily  sales  and  selling  prices  of  Chicago,  Rock  Island  &  Pacific  Railway  Co.      578 

Expenditures  during  Harriman  administration,  R.  S.  Lovett 661 

Freight  revenue 671 

Gross  and  net  earnings  of  railroads 815 

Operating  revenues,  etc 527 

Percentage  of  changes 528 

Property  investment  account,  R.  S.  Lovett 659,660 

Railroad  bonds,  increase  in  value,  R.  S.  Lovett 682 

Securities  owned  by  affiliated  and  other  companies,  R.  S.  Lovett 871-873 

State  railroads,  taxation  of,  M.  P.  Knowlton 1067 

Taxation: 

Basis  for  income  tax,  Julius  Kruttschnitt 910,  912-913 

Burdens  of,  R.  S.  Lovett 659 

By  States — 

M.  P.  Knowlton 1064, 1065, 1066, 1067 

Julius  Kruttschnitt 980-981 

R.  S.  Lovett 709-712,757,796-798,800,801 

F.G.  Newlands 130,135,155,277,278,279,293,294 

Max  Thelen 449-452 

A.  P.  Thom 93-94,  96, 175-176, 177, 404, 405 

Constitution  of  United  States,  authority  to  regulate,  R.  S.  Lovett...  799,  800, 806 

Franchise  and  physical  property  of  railroads.  Max  Thelen 402, 451 

Increase  in — 

Julius  Kruttschnitt 910,  912,  913 

R.  S.  Lovett 680, 681 

Mortgage  on  bonds,  R.  S.  Lovett 801,  802 

National  instrumentalities,  F.  G.  Newlands 134-141 

Opinions,  United  States  Supreme  Court — 

Justice  Bradley 1 451, 452 

Justice  Field .' 1 .  451,  542 

Justice  Hunt 461, 452 

Justice  Strong 451, 452  * 

Justice  Swayne 45I,  452 

Per  mile  of  railroad  line,  chart,  Julius  Kruttschnitt ......\.[...      911 

Present  system,  A.  P.  Thom 352,  353 

Bates  affected  by,  B.  S.  Lovett 840 

State  railroads,  table,  M.  P.  Knowlton 1067 


INDEX.  1131 

Taxation— Continued. 

Stocks  and  bonds—  ,  Page. 

F.  G.  Newlands I77 

A.  P.  Thom '.'.'.'.'.'.'.'.'.'.'.' 177-181 

System  of,  F.  G.  Newlands 257, 258, 260-269 

unitorm,  advantages  of,  F.  G.  Newlands 281,282 

ielegraph  lines,  Government  ownership,  E.  S.  Lovett 879 

Terminal  expense:  ----      o(» 

^O'^arison  of  American  and  German,  S.  W.  Brookhart 603  611 

Methods  of  handling,  R.  S.  Lovett 827,  830,  835,  836,  839 

iermmals:  '       1       >       , 

New  York  Central,  B.  S.  Lovett 827,  828,  829,  830,  836,  847 

bouthern  Pacific  Bailroad,  R.  S.  Lovett 828 

Texas: 

Franchise  relative  to  tolls,  Max  Thelen 444 

Laws  relative  to  railroads,  B.  S.  Lovett 800  801 

Railroad  hauls,  A .  P.  Thorn '  340 

Railroads  and  corporations — 

T.  W.  Sims 339-341 

A.  P.  Thom 166-167,  339-341 

Rates — 

Max  Thelen 443  444 

A   P.  Thom .'.\...[\\'..[\\\......  201!  340 

Texas,  Industrial  Traffic  League  opposes  Government  ownership  of  railroads, 

S.  H.  Cowan I9 

Texas  &  Pacific  Railway  Co.: 

Incorporation,  Max  Thelen 441-444 

Powers  of.  Justice  Brewer's  opinion.  Max  Thelen 445 

Texas  markets  as  distributing  points,  A.  P.  Thom 201 

Texas  Railroad  Commission : 

Securities,  regulation  of,  R.  S.  Lovett 809,  810 

Stocks  and  bonds,  issuance  of,  R.  S.  Lovett 665,  666,  667 

Thelen,  Max  (president,  California  railroad  commission): 

Testimony 420-456,  527-528 

Argument  of  A.  P.  Thom 422,  437,  438, 439 

Atlantic  Coast  Line,  annual  report  in  Financial  Age 4S6 

Bonds  sold  by  Seaboard  Air  Line  Railway  Co.,  in  Financial  Age 436 

Boston  &  Maine  Railroad,  investigation  of 557,  559-560 

California — 

Investments  under  public  regulations 539,  556 

Mileage  construction 539-540,  555 

Public  utilities  and  the  railroads 556-557 

Railroad  commission 536,  538,  539,  540,  545 

Raih-oad  systems 533,  540,  541,  546 

Chicago  &  Alton  Railway  Co. ,  investigation 549-552 

Congress,  constitutional  power  of,  to  create  railway  corporation 444 

Credit,  impairment  of,  causes 437,  532,  533,  548,  549,  553,  560,  562,  580 

Federal  Government — 

Power  to  create  necessary  agencies  and  instrumentalities 440 

Railroads  incorporated  by 440-449 

Federal  incorporation — 

Affecting  State  regulation 439-442 

Legal  power 529 

Necessity  for 532 

Plan  for. 529-532 

"Federal  incorporation  of  railroads"  (article  in  Utilities  Magazine) 1085-1094 

Federal  railroads,  provisions  for  creation  of ^. 442 

Financial  Age,  quotes  gross  earnings  of  Southern  Pacific 437 

Financial  condition  of  railroads,  impairment  of 422 

Government  regulation,  provision  for 581 

Incomes  of  railroads  available  for  dividends 423 

Litigation,  danger  of 453-454,  531 

Mentioned  as  witness 14 

Missouri,  Kansas  &  Texas  Railroad,  financing  of 579-580 

National  Association  of  Railway  Commissioners,  purposes  of 421 

"The  New  England  Investigation" 557 

New  York,  New  Haven  &  Hartford  Railroad,  investigation  of 557-560 
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Thelen,  Max— Continued.  i'»s«- 

"Newlands  railroad  investigation"  (article  in  Utilities  Magazine) 1069-1078 

Norfolk  &  Western  Railroad,  reference  in  Financial  Age 436 

Police  power  of  the  States 529 

President  National  Association  of  Railway  Oommiesioners 420 

Puget  Sound  Railroad  investigation , 560 

Quality  and  adetjuacy  of  service  necessary  for  equipment 454 

Railroad  prosperity '. 527-528 

Railroads  derelict  in  supplying  sufficient  cars 422 

Rate  cuts  by  the  States 534-535 

Rate  regulation — 

-By  Congress  through  military  power,  and  post  roads 449 

Congress,  no  power  for,  under  commerce  clause 449 

Intrastate,  States  to  regulate 442 

Rates — 

Fixing  of 443 

State  and  interstate,  Government  regulation 443' 

Texas,  National  Government  control  of 443, 444 

Regional  commissions  and  commissioners 546-548 

Remarks  relative  to  testimony 25-26 

"Safety, "  provisions  for  eliminating  danger 454, 455 

St.  Paul  Railroad,  investigation  of  accounts 560-561 

San  Pedro,  Los  Angeles  &  Salt  Lake  Railway,  condition  of 543 

Santa  F6  Railroad,  financial  condition 542-^43 

Securities — 

Issuance  of — 

Right  of  National  Government 452, 453, 454 

State  regulations,  Max  Thelen ' 535 

"Seven  Cases  of  Eckman's  Alternative,"  reference  to 529 

Smyth  V.  Ames  case.  United  States  Supreme  Court  decision 446 

Southern  Pacific  Railroad  Co 540-541,  542,  545 

State  commissions,  criticism  and  work  of 536-539 

State  railroad  commissions,  attitude  of  railroads  toward 546 

State's  rights,  argument  of  A.  P.  Thom 533-534 

Statement  of,  remarks  on,  by  Julius  Kruttschnitt 943-947 

Stocks  and  bonds,  under  Federal  corporation 530-531 

;      Table  showing  reserves,  incomes,  and  dividends 527 

Taxation — 

Of  franchise  and  physical  property  of  railroads 451, 452 

Power  of  the  States 449-452 

Texas  &  Pacific  Railway  Co 441-445 

Texas  franchise  relative  to  tolls 444 

Western  Pacific  Railway  Co. — 

History  of 543-544 

Issuance  of  stocks 556 

"The  New  England  investigation, "  references  to.  Max  Thelen 557 

Thom,  Alfred  P.  (counsel,  railroad  executives'  committee,  Washington,  D.  C): 

Testimony '. 28-35,  40-70 

71-92,  93-115, 117-197, 199-247,  308-347,  349-383,  385-418 

Arbitration,  remarks  on ; 190 

Argument  as  presented  by  Max  Thelen 422, 437, 438, 439 

Average  movement  of  freight  cars 242 

Baltimore  &  Ohio  Railroad,  service  of 327,  328 

Bondholders,  rights  of 173, 174 

Capital  required-- 244,  245 

Car  shortage,  fines  for : 78 

Charters — 

Federal , 194, 195, 196 

Grants  from  adjoining  States 166 

State,  amendment  by  Congress 99-102 

State  limitations 172 

Commerce,  national  regulation 176 

Congress,  powers  to  regulate  property 174-175 

Constitution  and  its  bearing  on  Government  regulation :  96-97 

Consolidation  of  lines .- 192, 193, 195 
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Thorn,  Alfred  P.— Continued. 

Corporations —      '  Page. 

Creation  of 172 

Pennsylvania  Railroad 166 

Texas 166-167 

Virginia _ 168 

Credits — 

Decline  in 213,  214,  218 

Present  conditions 63-69 

Rights  of 172-173,  174 

Dividends,  railroad 180-181,  343,  344,  346,  393 

Electric  railways,  development  of ., 417,  418 

Equipment,  State  control .' 176 

European  war — 

Effect  on  American  securities 182 

Stimulant  to  commerce 364 

Federal  charter  not  to  affect  bonded  indebtedness 398,  399 

Federal  control  of  interstate  carriers,  favors 83 

Federal  Government  powerful  in  respect  to  manning  trains 414 

Federal  incorporation  of  railroads — 

Approval  of; 365> 

In  relation  to  Government  ownership 179' 

Outlines  plan  for 98-103,  206,  207 

Power  of  Congress 173 

Strengthens  credit 231 

Views  of  railroad  management 169-171 

See  also  Government  ownership. 

Federal  railroad  commission,  necessity  for  and  duties  of. 104-105 

Financing  of  railroads 72-74,  355,  356- 

Franchises  of  raikoads 165-166, 174-175,  401,  402 

"Full-crew  law,"  objections  to 203. 

Government  ownership — 

Effect  on  the  States 175 

Effect  on  transportation 239 

Opposition  to 212 

Railroad  view  of 180,  330,  331 

Relation  to  national  defense 315,  316,  317 

Government  regulation — 

Review  of  facts  relative  to 54-57 

System  for -• 170-171 

Hauls  in  Texas 340 

Holding  companies,  requirements  under  national  law 175 

Interrogation  of  Julius  Kruttschnitt..  908, 910,  971,  979, 1020, 1029, 1035, 1042-1044 

Interstate  and  intrastate  traffic 338,  339,  350-351 

Interstate  Commerce  Corhmission — 

Charter  from,  necessary  for  Federal  incorporation  of  railroads 326,  327 

Duties  to  be  lightened  by  regional  commission 407,  408 

Net  incomes  reported  to 372,  379,  385,  386- 

Powers  and  duties -' - 104-111,207,355 

Regulation  of  rates  to  protect  future  of  railroads 387 

Relation  to  rate  regulation 373,  374 

Reorganization 104-105,208,209 

Subject  to  Congress ^^ot^o» 

Kansas,  discrimination  in  passenger  tares ---■----■.- o5-86 
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MONDAY,  MAY  7,   1917. 

United  States  Senate, 
Joint  Committee  on  Interstate  Commerce, 

Washington,  D.  G. 

The  joint  committee  met  at  10  o'clock  a.  m.,  Hon.  William  C. 
Adamson  (vice  chairman)  presiding. 

The  Vice  Chairman.  The  committee  will  come  to  order.  Mr. 
Thom,  will  you  present  the  witness? 

Mr.  Thom.  Mr.  Chairman,  I  have  asked  Mr.  Trumbull,  who  is 
chairman  of  our  committee,  to  present  the  witness. 

The  Vice  Chairman.  The  committee  was  called  in  extraordinary 
session  this  morning  at  the  suggestion  of  some  gentleman  who  sug- 
gested that  there  was  an  English  witness  who  desired  to  leave  the 
country  in  a  short  while,  and  we  might  lose  the  benefit  of  his  testi- 
mony unless  he  was  heard  at  this  time. 

Mr.  Trumbull.  I  thank  you  very  much,  Mr.  Chairman.  We  appre- 
ciate the  special  session  that  you  are  having,  and  it  is  a  great  pleasure 
to  me  to  introduce  Mr.  W.  M.  Acworth,  of  London,  who  is  a  dis- 
tinguished writer  on, railway  economics.  He  commenced  coming 
to  America  in  1890,  and  has  been  here  a  dozen  times,  and  I  think 
there  is  no  man  in  our  acquaintance  who  is  better  informed  about 
governmental  relations  with  railways  of  the  different  countries  of 
the  world  than  he. 

He  has  served  on  different  commissions  in  England;  he  was  on 
the  Eoyal  Commission  on  Eailway  Accidents,  the  Eoyal  Commis- 
sion on  Irish  Railways;  he  served  on  the  Departmental  Committee 
on  Light  Railways,  the  Departmental  Committee  on  Eailway  Ac- 
counts; he  was  a  delegate  of  the  British  Government  to  the  Inter- 
national Eailway  Congress  at  Washington  in  190.5,  a  delegate  of  the 
British  Government  to  the  International  Eailway  Congress  at  Berne 
in  1910,  and  but  for  a  little  unpleasantness  with  Germany  might 
have  been  a  delegate  to  the  International  Congress  in  Prussia  in 
1915.  He  gave  evidence  here  before  the  Elldns  committee  in  1905, 
and  he  was'' before  the  Hadley  Commission  on  Issuance  of  Eailway 
Securities  in  1909.  He  has  recently  been  in  this  country  and  in 
Canada  because  of  his  having  been  appointed  on  the  Eoyal  Com- 
mission of  Canada  to  make  a  report  upon  the  railway  situation  of 
that  country.  The  commission  to  report  on  the  Canadian  railways 
consists  of  three  members,  Mr.  A.  H.  Smith,  president  of  the  New 
York  Central  (chairman) ;  Mr.  Acworth,  of  London;  and  Sir  Henry 
Drayton,  chairman  of  the  Canadian  Eailway  Commission. 
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I  have  here  an  extract  from  "  Certified  copy  of  a  report  of  the 
Committee  of  the  Privy  Council,  approved  by  the  deputy  of  his 
royal  highness,  the  Governor  General,  on  the  13th  of  July,  1916." 

This  was  in  Canada  [reading] : 

The  Committee  of  the  Privy  Council  have  had  before  them  a  report,  dated 
12th  June,  1916,  from  the  right  honorable,  the  prime  minister,  submitting  that 
it  became  necessary  at  the  recent  session  of  Parliament  to  make  provision  for 
assistance  by  loan  to  the  Grand  Trunk  Pacific  Railway  Co.  and  to  the  Cana- 
dian Northern  Railway  Co.  in  order  that  such  companies  might  be  enabled 
to  meet  current  obligations  and  to  provide  for  payment  of  interest  on  outstand- 
ing securities. 

Having  regard  to  the  conditions  and  necessities  of  railway  development  in 
Canada,  the  prime  minister  is  of  opinion  that  the  situation  should  be  considered 
in  a  comprehensive  way  and  that  a  thorough  inquiry  should  be  made  by  a 
board  of  the  highest  ability  and  experience. 

As  I  said  before,  we  are  very  much  obliged  to  you  for  having  this 
special  session  to  hear  Mr.  Acworth,  which  is  now  or  not  at  all, 
probably,  because  he  leaves  in  a  few  days  for  his  home  in  London, 
and  expects  to  go  after  that  to  Ehodesia,  in  South  Africa,  to  make 
a  report  on  the  railways  there. 

Mr.  Sims.  Mr.  Acworth  can  remain  with  us  for  examination  and 
cross-examination  until  this  examination  is  fully  completed,  I 
suppose  ? 

Mr.  Trumbull.  Yes,  sir;  he  will  be  at  the  disposition  of  your 
committee  and  subject  to  your  pleasure.  We  understand  that  Con- 
gress begins  its  session  at  12  o'clock  to-day. 

The  Vice  Chairman.  The  House  meets  at  11  o'clock,  and  it  will 
be  well  to  have  Mr.  Acworth  begin  his  remarks  as  soon  as  possible. 

Mr.  Trumbull.  And  then  we  will  determine  later  what  further 
information  you  want. 

Mr.  Sims.  Of  course  a  witness  of  this  importance  ought  not  to  be 
just  skimmed  over. 

The  Vice  Chairman.  Our  further  meetings  will  be  subject  to  the 
action  of  the  committee.  You  would  not  like  to  have  a  night  meet- 
ing, would  you? 

Mr.  Tkumbull.  Yes,  sir;  we  would  like  that  very  much,  if  that 
would  not  be  oppressive  to  you. 

The  Vice  Chairman.  We  will  let  these  gentlemen  determine 
among  themselves  whether  we  will  meet  to-night  or  not. 

(The  committee,  by  subsequent  action,  determined  to  meet  after 
recess  to-day  at  8  o'clock  to-night.) 

STATEMENT  OP  W.  M.  ACWORTH,  ESQ.,  LONDON,  ENGLAND. 

Mr.  Acworth.  Mr.  Chairman,  may  I  say  in  the  first  place  how 
much  I  appreciate  the  courtesy  of  the  committee  in  this  time  of  great 
stress  in  finding  any  time  to  listen  to  my  testimony.  I  heard  what 
the  gentlemen  of  the  committee  said  to  Mr.  Trumbull,  and  I  will, 
of  course,  put  myself  absolutely  at  your  disposition  in  the  matter. 

I  have  here — and  I  think  Mr.  Thom  handed  it  around  to  the  com- 
mittee— a  paper  which,  as  the  committee  will  see,  is  sixty-odd  pages 
long,  and  I  do  not  propose  to  inflict  on  the  committee  the  reading 
of  it,  but  rather  to  skeletonize  it  as  I  go  along,  and  if  any  member  of 
the  committee  wishes  to  ask  me  a  question  or  have  me  go  more  fully 
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into  It,  of  course  I  will  be  glad  to  do  it,  quite  apart  from  any  ques- 
tion which  may  be  asked  afterwards. 

■11  1  ^^*^^  Chairman.  Suppose  you  hand  it  to  the  reporter,  and  it 
will  be  printed  in  full  in  the  record. 

Mr.  AcwoRTH.  I  shall  be  very  glad  to  do  what  the  committee 
wishes  m  that  respect. 

(The  paper  referred  to  appears  at  the  conclusion  of  Mr.  Acworth's 
statement.) 

Senator  Cummins.  Is  Mr.  Acworth  familiar  with  the  scope  of  the 
resolution  under  which  we  are  now  acting? 

Mr.  AcwoETH.  Yes,  sir. 

Senator  Cummins.  And  vou  propose  to  devote  yourself  to .  one  or 
the  other  phases  of  that  resolution? 

Mr.  AcwoETi-i.  I  naturally  do  not  propose  to  tell  the  citizens  of 
the  United  States  how  they  should  manage  their  own  affairs.  That 
is  clearly  not  my  business. '  All  I  propose  to  do  is  to  put  before  you 
a  sketch  of  the  history,  as  I  see  it,  of  State  ownership  going  back- 
ward and  forward,  the  subject  of  State  ownership  in  other  coun- 
tries. May  I  say,  Mr.  Chairman,  that  I  have  been  studying  this 
subject  for  30  years;  and  if  my  mind  has  naturally  got  a  bias,  the 
committee  must  allow  for  that.  I  have  done  my  best  to  make  this,  as 
far  as  I  know,  an  impartial  statement  of  the  case.  Perhaps  T  may 
say,  without  giving  the  gentlemen's  names,  because  I  do  not  wish  to 
put  any  responsibility  on  anybody  but  myself,  I  did  have  the  paper 
gone  over  by  two  gentlemen  of  distinguished  position  on  this  sub- 
ject, one  in  England  and  one  in  America,  to  see  if  they  could  catch 
me  in  any  errors.  One  of  them  made  no  criticisms,  and  the  other 
said  that  he  thought  I  had  understated  the  case  with  reference  to 
Switzerland  and  pointed  out  some  figures  which  I  subsequently 
embodied. 

Mr.  Sims.  Is  there  any  objection  to  the  witness  giving  the  names 
of  those  gentlemen? 

Mr.  Acworth.  I  will  give  them,  certainly,  if  you  wish  it. 

The  Vice  Chairman.  The  witness,  as  a  witness,  is  supposed  to  be 
talking  for  himself. 

Mr.  Acworth.  My  point  is  that  I  do  not  want  to  put  the  responsi- 
bility onto  anybody  else  for  my  work,  but  I  have  not  the  slightest 
objection  myself. 

Mr.  Sims'.  You  have  no  objection  to  giving  the  names  of  those 
who  concurred  with  you  in  the  matter? 

Mr.  Acworth.  I  would  not  say  concurred  with  me ;  it  was  to  this 
extent,  as  far  as  they  saw  the  evidence  was  accurate. 

Mr.  Hamilton.  As  far  as  I  am  concerned,  I  do  not  see  that  there 
is  any  special  importance  attaching  to  that,  Mr.  Acworth  is  stating 
what  conclusions  they  reached,  connected  with  his  own  testimony. 

Mr.  Acworth.  I  would  not  want  to  say  conclusions.  They  might 
not  make  these  conclusions,  while  they  may  accept  the  facts  as  accu- 
rately stated. 

The  Vice  Chairman.  It  may  become  necessary  for  the  committee 
to  know  their  names,  but  I  do  not  think  it  is  important  now. 

Mr.  Sims.  If  there  is  no  objection,  I  do  not  see  why  he  should  not 
give  the  names. 
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Senator  Eobinson.  I  desire  to  suggest  that  Mr  Acworth  be  per- 
mitted to  make  his  statement,  and  that  we  reserve  that  question 
until  he  has  concluded  such  statement  as  he  desires  to  make. 

The  Vice  Chairman.  The  point  of  order  is  sustained.  That  is  the 
order  of  the  committee.  ,     ,       ^         ,  ,    , 

Mr.  Sims.  The  gentleman  mentioned  the  fact  that  one  of-  the 
parties  was  English  and  one  American,  and  that  they  have  gone  over 
this  paper,  and  I  see  no  objection  to  his  giving  their  names.  _ 

The  Vice  Chairman.  He  only  did  that  for  the  purpose  of  inviting 
criticism.    They  did  not  contribute  to  it  at  all. 

Mr.  Sims.  I  suppose  it  is  not  confidential;  if  it  was,  he  would 
not  have  mentioned  the  fact. 

The  Vice  Chairman.  He  is  entitled  to  the  credit. 

Mr.  Acworth.  And  the  discredit,  sir. 

Mr.  Trumbull  has  mentioned  the  fact  that  only  in  the  last  two  or 
three  days,  this,  which  is  our  official  report  to  the  Government  of 
Canada,  has  been  published,  and  clearly  I  was  not  in  a  position  to 
discuss  Canada  anywhere  else.  Consequently  you  will  not  find  Canada 
mentioned  in  this  paper,  except,  I  think,  there  is  one  mention  in  a 
footnote,  but  I  have  not  gone  into  any  history  in  Canada  for  that 
reason.  My  mouth  is  now  open,  if  any  member  of  the  committee 
wishes  to  ask  me  a  question.    If  so,  I  am  perfectly  willing  to  answer. 

Now,  may  I  turn  to  the  paper  itself  ?  I  began  by  pointing  out  that 
railway  enterprise  began  simultaneously  in  England  and  in  America. 
The  natural  instinct  of  the  Anglo-Saxton  people  was  to  leave  things 
to  be  done  by  private  enterprise,  if  they  could  be  done  by  private 
enterprise,  and  accordingly  the  railways  began  as  a  private  enter- 
prise. 

1  think  at  the  outset  there  is  this  point :  The  railways  were  a  new 
kind  of  thing  because  they  combined  two  things ;  they  combined  the 
building  and  maintaining  of  a  railroad  which  had  always,  in  every 
country,  been  regarded  as  a  State  function,  with  the  operation  of 
traffic  on  that  road.  In  no  country  that  I  know  of  had  it  ever  been 
the  custom  for  the  Government  to  carry  traffic  on  the  road.  The 
public  authority  owned  the  road,  the  private  people  carried  the 
traffic,  whether  freight  or  passengers.  In  railway  matters  you  could 
not  have  independent  carriers  running  around  on  the  railways  for 
obvious  practical  reasons. 

Therefore,  this  point  was  put  up  at  the  beginning,  "  Shall  the  idea 
of  the  State  owning  the  railroad  or  the  idea  of  the  private  person 
operating  the  railroad  prevail?"  Well,  it  is  quite  clear  all  through 
railway  history  that  the  question  of  whether  the  State  shall  operate 
the  railways  or  not  has  never  been  decided  on  the  abstract  question. 
It  has  always  been  a  question  put  to  the  individual  government. 
Under  the  circumstances  as  they  exist  to-day,  what  are  we  to  do 
about  it?  This  report  of  ours  in  Canada  came  up  not  on  the  ques- 
tion abstractly,  should  the  State  or  private  persons  run  the  railroads, 
but  the  railroads  having  got  into  such  and  such  position,  and  it  being 
perfectly  obvious  that  things  could  not  go  on  as  they  are  now,  what 
IS  the  way  out  of  it?  I  think  that  has  always  been  the  way  the 
question  has  come  up  to  the  people  who  have  practically  to  settle 
the  policy,  and  at  the  very  beginning  of  railway  history  that  question 
came  up  in  Belgium.    The  committee  will  remember  that  Belgium 
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^as  separated  from  Holland  in  1830,  which  was  exactly  the  date 

T  K^-^^-^  enterprise  began. 

1  believe  your  first  train  on  the  Baltimore  &  Ohio  ran  in  1830. 
<-^ertamly  our  first  well-known  railway,  the  Liverpool  &  Manchester, 
opened  in  that  same  year.  Belgium  broke  loose  from  Holland,  and 
the  route  which  crossed  Belgium  from  Cologne  to  Osten  and  Antwerp 
was  a  very  important  highway  of  traffic.  It  became  obvious  that 
they  had  to  have  a  railroad  there.  It  was  also  obvious  that  if 
F"fl^^^  enterprise  was  to  build  the  railroad,  if  private  capital  was 
to  fand  the  money,  there  was  not  the  available  capital  in  Belgium; 
there  was  available  capital  in  Holland,  and  the  Holland  capitalists 
would  own  the  main  thoroughfare  through  Belgium.  The  Belgian 
Government,  newly  independent,  said  that  was  impossible,  and  the 
Belgian  Parliament  agreed  at  the  outset.  In  this  earliest  instance 
of  State  ownership  it  was  decided  that  the  Belgian  Government 
itself  should  build  and  own  and  operate  this  highroad  across 
Belgium.  I  think  the  lesson  of  that  is  that  it  is  really  always  a  ques- 
tion of  practical  politics  at  the  moment,  dealing  with  circumstances 
as  they  are  at  the  moment,  and  not  a  theoretical  question. 

Then  I  go  on  to  speak  of  the  statistics — of  what  railroads  are 
owned  publicly  and  what  railroads  are  owned  privately.  It  is  a 
common  statement  that  most  countries  own  their  own  railroads,  and 
if  you  count  countries  by  the  heads,  it  is  perfectly  true.  Bulgaria 
owns  all  its  railroads,  and  so  does  the  United  Staets,  and  they  are 
each  one  country,  and  the  railroads  of  Bulgaria  are  about  1,200 
miles  long  and  are  about  as  important  as  the  Maine  Central.  If  you 
were  to  set  up  the  Maine  Central  as  a  balance  to  the  rest  of  the  rail- 
roads of  the  United  States,  it  would  be  rather  absurd.  But  it  is 
by  that  process  that  the  people  arrive  at  that  statement  that  most 
countries  of  the  world  own  their  own  railroads.  The  fact  is  that 
almost  exactly  half  the  mileage  of  Europe  is  State  owned.  The 
figures  are  as  follows:  Two  hundred  and  sixteen  thousand  is  the 
total,  of  which  116.000  is  owned  by  the  different  governments  and 
the  rest  owned  privately.  If  you  take  the  whole  world  together  it  is 
700,000  miles  of  railroad,  and  less  than  one-third  are  in  the  hands  of 
the  States.  It  really  comes  broadly  to  this,  that  leaving  out  the 
United  States,  which  is  a  good  deal  more  than  one-third  of  the  total 
mileage  of  the  world — leaving  out  the  United  States  the  world  goes 
half-and-half. 

If  you  take  it,  not  on  mileage  but  on  capital,  on  equipment,  and 
on  work  done,  it  is  broadly  true  to  say  that  two-thirds  of  the  mileage 
of  the  world  has  been  built  by  'private  enterprise ;  two-thirds  of  the 
work  is  done  by  private  enterprise ;  and  two-thirds  of  the  capital  has 
been  provided  by  private  enterprise.  But  as  I  say,  in  Europe  at  least, 
most  countries  do  own  either  the  whole  or  some  part  of  their  railways. 

Then  I  go  on  to  speak  of  the  changes  in  ownership.  Nearly  every 
country  has  swung  backward  and  forward.  As  I  said,  Belgium 
began  with  State  ownership.  At  one  time  it  allowed  the  State  rail- 
roads to  remain  unextended  and  the  new  mileage  was  all  built  by 
private  enterprise.  Then,  after  the  war  of  1870,  when  Prussian  ideas 
began  to  spread  over  the  continent,  Belgium  came  to  the  conclusion 
that  competition  between  private  and  State  owned  railways  was  not 
desirable,  largely,  I  think,  because  the  private  railways,  being  more 
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agile,  got  the  better  of  the  State  railways.  Belgium  went  in  for 
the  policy  of  absolute  State  ownership.  Austria,  to  take  an  instance, 
or  Ital)',  have  swung  backward  and  forward.  Sometimes  they  have 
sold  railways  to  private  companies,  or  leased  them,  and  sometimes 
they  have  taken  them  back  again,  etc. 

Prussia  of  course  is  the  most  interesting  case.  People  often  speak 
of  German  railways.  In  fact,  except  in  Alsace-Lorraine,  where  the 
railways  do  belong  to  the  German  Empire,  there  are  no  German 
railways,  properly  so-called.  There  are  Prussian  railways  and 
Bavarian  railways  and  Saxon  railways,  etc.,  but  they  belong  to  the 
individual  State  and  not  to  the  Empire.  When  Bismarck  was  in  the 
full  swing  of  his  power  after  1870,  he  was  very  anxious  to  make  all 
the  railways  German,  largely — the  Prussians  always  have  a  military 
reason — largely  for  military  reasons  and  partly  because  he  saw  in 
this  one  important  method  of  bringing  together  and  unifjang  the 
Empire.  But  Germany  was  not  prepared  for  it,  and  almost  as  soon 
as  Bismarck  proposed  in  the  Parliament  of  the  Empire  to  put  to- 
gether all  the  railways  of  the  different  States,  Bavaria  and  Saxony, 
which  were  the  two  biggest  States  after  Prussia,  replied  by  purchas- 
ing themselves  all  the  private  railways  in  their  own  borders  and 
then  they  could  oppose  the  solid  block  of  Bavarian  railways  and 
Saxony  railways  and  say,  "  We  won't  hand  our  railways  over  to  the 
Empire."  So  Bismarck  had  to  give  up  that  and  had  to  content  him- 
self with  nationalizing  all  the  railways  of  Prussia. 

Up  to  that  time  the  exposition  had  been,  broadly,  that  the  rail- 
roads in  the  wealthy  manufacturing  parts  had  belonged  to  private 
companies  which  were  ready  at  the  start  to  find  capital  where  there 
was  a  good  chance  of  return;  but  the  poorer  agricultural  districts 
had  been  left;  private  capitalists  had  not  cared  to  touch  them;  and 
their  railways  had  been  built  by  the  State.  But  Bismarck  found 
this  double  system,  and  when  he  left  he  had  bought  out  the  private 
railways;  and  there  was,  as  there  is  now,  a  complete  block  of  State 
railwajj^s  in  Prussia  with  no  private  railways  of  any  importance. 
There  are  one  or  two  lines  of  small  importance  still  left,  and  there 
are  a  large  number  of  what  they  call  light  railways,  merely  agri- 
cultural feeders  to  the  main  line,  that  are  built  and  operated  by  com- 
panies generally  with  the  assistance  of  the  provincial  government, 
that  are  not  in  the  State  system;  but,  broadly  speaking,  the  whole 
Prussian  railways  are  absolutely  one  undivided  State  system  with 
about  26,000  miles  to-day. 

Now,  perhaps,  I  may  deal  with  the  question  why  governments  go 
into  the  railroad  business.  I  do  not  know  whether  any  members 
of  the  committee  know  the  book  on  railroad  transportation  by 
President  Hadley  of  Yale,  which  came  out  about  30  years  ago.  That 
has  always  been  a  textbook  for  people  who  have  studied  this  subject 
ever  since.     President  Hadley  wrote  in  1886  as  follows : 

The  motives  which  have  led  governments  to  extend  the  sphere  of  their  busi- 
ness activity  have  been  three: 

1.  To  increase  their  own  political  influence. 

2.  To  make  up  for  the  lack  of  private  enterprise. 

3.  To  avoid  the  abuses  incident  to  private  management. 

Well,  there  has  been  a  good  deal  of  railway  history  made  in  the 
last  30  years,  and  I  suggest  that  a  fair  historical  account  of  the 
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are  three  reasons.  The  first  is  the  political  reason.  The  political 
reason  may  be  either  external  or  internal.  The  external  reasons  are 
to  obtain  control  of  an  instrument  of  war  to  be  used  either  for  ajj- 
gression  or  for  defense,  or  to  prevent  the  control  of  this  instrument 
^y  *^^P|talists  subjects  of  another  possibly  hostile  power;  or,  again, 
to  be  able  to  use  the  railway  tariffs  as  an  'auxiliary  in  support  of  the 
policy  embodied  in  the  customs  tariffs  of  the  country. 

Ihose  are  all  reasons  external  to  the  State.  The  main  internal 
reasons  are  either  to  unify  the  nation — as  I  have  just  explained  in 
±)ismarck's  case — or  to  centralize  authority  or  to  obtain  new  sources 
oi  revenue  independent  of  the  taxes  voted  by  Parliament. 

The  second  reason  why  governments  go  into  the  business  is  to 
make  up  for  the  lack  of  private  enterprise. 

The  third  reason  is  with  the  idea  of  procuring  for  their  citizens 
better  conditions  (lower  rates,  greater  facilities,  more  impartial 
treatment,  etc.)  than  private  enterprise  has  given  or  is  expected  to 
give  or  is  accustomed  to  give  in  the  future. 

AVell,  of  course,  that,  sir,  is  a  long  story.  One  might  write  that 
in  several  volumes.  If  I  may,  I  shall  just  try  to  give  the  committee 
very  shortly  the  story  of  how  the  different  important  nations  ap- 
proached the  problem,  what  was  their  reason,  and  what  was  their 
solution. 

Prussia  is,  in  this  matter,  the  most  important.  It  is  the  biggest 
railway  administration  in  public  hands  in  the  world,  and  it  is  usually 
accepted  as  the  most  efficient.  Now,  I  have  given  reasons  later  on  in 
this  paper  for  saying  that  there  is  a  good  deal  of  evidence  that,  com- 
pared with  fairly  comparable  railroads  elsewhere,  the  Prussian  rail- 
roads are  no  very  startling  example  of  efficiency.  I  think  there  is 
good  evidence  that  private  railroads  in  France,  which  can  be  com- 
pared, do  their  work  better  for  the  public. 

Then  I  make  another  point,  and  I  think  that  'is  a  point  that  the^ 
whole  history  of  countries  with  a  democratic  government  proves  to 
be  of  very  great  importance.  Let  us  assume  that  the  Prussian  rail- 
ways are  entirely  efficient.  As  I  have  said,  I  think  there  is  evidence 
that  they  are  not  very  efficient,  but  assume  that  they  are  entirely 
efficient.  The  Prussian  railways  are  run  by  an  absolute  deispotic 
authority.  Parliament  has  no  more  control  over  the  Prussian  rail- 
ways than  it  has  over  the  Prussian  Army.  The  railways  are  run  by 
an  officer  who  is  responsible  directly  to  the  King,  and,  in  fact,  to  no- 

nonv  gIsg. 

Now  assuming  the  efficiency  of  the  Prussian  railways  under  that 
management,  does  it  afford  any  reasonable  evidence  that  the  effi- 
ciency of  State  railways  will  be  equally  great  when  they  are  man- 
ao-ed  under  a  Democratic  system  such  as  exists  m,  for  example,  the 
colonies  of  the  British  Empire— as  they  would  be  in  England  or  m 
the  United  States,  if  one  imagines  the  United  States  nationalizing  its 
railways,  or,  which  is  the  most  startling  mstance,  perhaps,  of  recent 
vears  m  France  The  French  have  in  the  last  eight  years  national- 
ized one  of  their  important  railroads,  one  out  of  the  six  great  systems, 
and  according  to  their  own  confession,  they  have  made  a  most  ap- 
palling mess  of  it.  and  admittedly  the  reason  has  been  that  it  is 
managed  under  a  democratic  orgamzation  that  is  not  smted  for  the 
work. 
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Let  me  deal  with  the  history  of  annexation  in  Prussia.  I  must 
not  attempt  to  read  it  at  any  great  length.  It  is  clear  that  in  Prussia 
there  was  a  very  strong  case  for  nationalization.  The  circumstances 
were  exceptional.  Germany  was  a  very  loose-ended  country.  There 
was  no  central  point  of  focus  of  the  traffic  of  the  whole  country,  like 
you  have  in  Paris  or  in  London  or  in  similar  places.  The  railways 
were  short  and  were  in  the  hands  of  small  independent  companies, 
quarreling  and  squabbling  to  a  very  considerable  extent,  and  the 
result  was — the  description  that  they  gave — I  think  I  had  better  give 
the  words  of  the  Prussian  State  paper  dealing  with  the  question  of 
State  ownership.  They  described  the  abuses  of  private  management 
in  this  way: 

The  existence  of  numerous  concerns  of  doubtful  solvency  and  restricted 
capacity  of  service,  abuse  by  the  concessionaires  of  their  privileged  position, 
opposition  to  desirable  reforms,  complicated  and  arbitrary  variations  of  their 
methods  of  organization,  chaos  of  tariffs,  quarrels,  and  v?aste  resulting  from 
the  fierce  competition  of  numerous  separate  administrations. 

Now,  there  is  the  case  as  made  by  the  official  Prussian  representa- 
tives for  nationalization,  and  I  have  applied  to  it  experience  to  see 
how  far  those  charges  made — it  does  not  matter  now  whether  they 
were  then  true  or  not  for  Prussia — how  far  those  charges  are  things 
that  belong  to  private  ownership  as  such. 

Now,  the  first  charge  is  that  there  were  "  numerous  concerns  of 
doubtful  solvency  and  restricted  capacity  of  service."  There  never 
has  been  in  France  any  concern — no  railway  has  ever  been  in  doubtful 
solvency  and  restricted  capacity  of  service.  I  would  not  say  there 
had  never  been  anything  of  the  kind  in  England,  but  practically  there 
are  no  railroads  to-day  to  Avhich  you  could  apply  this,  except  rail- 
ways of  quite  trifling  importance. 

The  second  charge  is  "  abuse  by  the  concessionaires  of  their  privi- 
leged position." 

Well,  I  suppose  that  means  that  they  tried  to  get  the  best  net 
return  out  of  their  undertaking,  and  the  curious  answer  to  that  is 
that  there  is  no  country  in  the  world  where  tariffs  have  been  main- 
tained with  the  same  rigidity  as  Prussia.  Prussia,  after  paying  the 
interest  on  its  railroad  debt,  makes  a  profit  of  an  average,  I  think, 
about  $50,000,000  or  $60,000,000  a  year,  which  it  pays  over  for  the 
general  purposes  of  the  Government  of  the  country ;  and  the  Prussian 
Government  has  held  onto  that  revenue  with  the  utmost  tenacity,  but 
they  have  obtained  the  revenue  by  maintaining  the  rates  unreduced 
over  a  long  period  of  years,  during  which  practically  every  other 
country  in  the  world  has  reduced  its  rates. 

So  that  the  charge  that  the  concessionaires  abused  their  privileged 
positions  is,  in  other  words,  exactly  the  charge  that  one  might  make 
against  the  Prussian  Government  itself. 

Mr.  Escir.  You  are  referring  now  to  freight  rates  ? 

Mr.  Acwoimi.  Yes,  sir;  it  is  certainly  true  that  in  Prussia  passen- 
ger rates  ha^'e  been  reduced  somewhat,  but  not  more,  I  think,  than 
m  all  other  countries— more  than  in  France,  but  not,  I  should  say, 
than  the  United  States  or  the  United  Kingdom.  They  have  reduced 
their  passenger  rates,  but  they  have  kept  up  their  freight  rates, 
which  bring  in  that  three-fourths  of  their  total  revenue. 

The  third  charge  is  "opposition  to  desirable  reforms."    Well,  I 
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ractically  every  important  improvement  in  railway  service  that 
anyoody  can  think  of  has  come  from  private  railways  and  not  from 
public  railways. 

i  asked  a  friend  to  tell  me  of  any  remarkable  improvement — any- 
tnmg  m  the  nature  of  new  methods  or  invention— the  introduction 
ot  vacuum  brakes,  the  introduction  of  dining  cars  and  sleeping  cars, 
tne  development  of  fast  express  trains,  etc.  I  asked,  "Can  you 
suggest  anything  that  has  come  from  Germany?"  After  a  good 
deal  ot  tnne  my  friend  said  to  me :  "  They  are  really  responsible  for 
the  introduction  of  the  superheater." 

ihe  Vice  Chairman.  I  did  not  quite  understand  your  statement 
%^  ^^  *°  where  all  these  reforms  came  from ;  I  did  not  hear  you. 
Mr.  AcwoKTu.  I  am  sorry,  sir.  I  say  that  practically  all  improve- 
ments have  come  from  the  United  States  or  the  United  Kingdom; 
but  without  claiming  them  for  ourselves,  my  point  was  that  they 
have  not  come  from  State  railways ;  thev '  have  not  come  from 
Prussia. 

The  Chairman.  I  heard  all  that  belonged  to  that,  but  I  did  not 
quite  understand  your  language. 

Mr.  AcwoRTH.  Then  the  fourth  point :  It  was  charged  that  private 
railways  naturally  had  complicated  and  arbitrary  variations  in  their 
methods  of  organization. 

I  think,  as  I  have  said,  that  there  was  a  good  deal  of  truth  in  that 
in  Prussia.  There  is  no  necessary  connection  between  that  and  pri- 
vate ownership.  If  you  take  France,  if  you  take  England,  if  you 
take  the  United  States,  the  regnilations  for  working  of  trains  are  uni- 
form. Tariffs  in  France  are  as  simple  as  in  any  other  country. 
They  are  certainly  very  much  more  simple  than  tariffs  in  Germany. 
There  is  no  more  difficulty  in  sending  a  consignment  of  freight  from 
one  end  of  France  to  the  other  than  in  sending  freight  from  one  end  of 
Germany  to  another.  You  know  the  condition  of  affairs  in  the  United 
States.  We  had  a  startling  instance  in  England  in  the  beginning  of 
the  war — the  day  the  war  was  declared — with  the  signing  of  an 
order  by  the  Privy  Council,  all  the  railways  were  put  together  as  a 
single  unity,  and  there  has  not  been  a  suggestion  but  what  they  have 
worked  together  in  perfect  harmony  just  as  much  as  though  they 
had  been  one  unified  State  body. 

The  mobilization  in  France,  with  its  separate  railways,  was  car- 
ried out  with  exactly  the  same  efficiency  as  in  Germany;  and  there 
has  never  been  any  difficulty,  that  I  know  of,  in  any  country,  where 
railroads  are  well  organized,  in  producing  all  the  uniformity  of 
organization,  etc.,  that  is  necessary  for  the  public  service.  The  same 
thinf  is  true  in  what  the  Germans  call  "  chaos  of  tariffs."  There  is 
no  chaos  of  tariffs.  The  French  tariffs  are  probably  as  simple  as 
those  of  any  country  in  the  world.  There  are  tariffs  for  traffic  pass- 
ino-  from  one  railroad  to  the  other,  without  any  difficulty. 

Then,  the  last  question  is  quarrels  and  waste  resulting  from  the 
fierce  competition  of  numerous  separate  administrations.  That,  of 
course  raises  the  very  large  question:  Is  competition  desirable  or 
not«  The  French  have  safd,  from  the  outset,  "We  think  competi- 
tion is  undesirable,"  and  the  French  have  districted  their  railways. 
-^.s  I  dare  say  the  committee  know,  the  French  system  is  that  every- 
thing radiates  from  Paris,  there  are,  so  to  speak,  five  spokes  of  a 
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wheel;  each  section  of  the  wheel  is  assigned  to  one  company,  and 
within  that  territorj-  there  is  no  competition,  and  never  has  been. 
We  have  in  England  eliminated  competition  in  the  last  few  years 
ftlmost  entirely.  Of  course,  the  United  States  has  deliberately, 
through  Congress,  adopted  a  different  policy.  Congress  has  said 
that  the  railroads  shall  not  combine ;  that  competitive  railroads  shall 
not  be  put  together.  That  has  been  the  deliberate  judgment  of  the 
American  people  as  to  the  right  thing  to  do ;  but  if  the  American 
people  think  proper  to  change  their  attitude,  and  to  say  that  "  com- 
petition is  wasteful ;  we  will  abolish  it,"  there  is  no  difficulty  in  doing 
in  the  United  States  what  has  been  done  in  France,  and  dividing  the 
country  into  systems,  each  occupying  its  own  area,  excluding  com- 
petition within  that  area. 

That  was  the  case  made  in  Germany.  Now,  sirs,  I  go  on  to  give, 
very  shortly,  the  story  in  Switzerland.  I  will  make  it  as  short  as  I 
can.  Once  more,  it  is  not  a  question  of  abstract  belief  in  which  is 
the  right  or  wrong  policy.  The  Swiss  Government  found  that,  in 
fact,  their  railroads  were  very  largely  owned  by  German  capitalists, 
and  they  disliked  the  idea  of  the  Germans  controlling  the  arteries  of 
the  traffic  of  the  country;  and  they,  accordingly,  came  to  the  con- 
clusion that  they  would  nationalize  their  railway's. 
Mr.  Sims.  When  did  they  nationalize? 

Mr.  AcwoRTH.  The  three  principal  roads  were  transferred  to  the 
State  in  1901,  a  fourth  in  1903,  and  the  last,  the  Gotthard  Railway, 
in  1909;  so  that  they  have  had  something  like  14  or  15  years  experi- 
ence with  State  ownership. 

As  3'ou  know,  sirs,  in  Switzerland,  there  is  a  referendum  on  every 
important  measure.  The  first  time  it  was  proposed,  the  proposal 
was  defeated  by  a  two  to  one  majoritj'.  It  was  taken  up  again  after 
a  few  years,  and  the  second  time  it  was  passed  by  a  two  to  one 
majority. 

I  think  this  is  one  striking  thing,  and  it  is  almost  always  found 
when  the  State  takes  o^er  the  railways.  For  the  four  years  follow- 
ing 1903  the  cost  of  staff  increased  year  by  year,  as  compared  with 
the  previous  year,  by  the  following  percentages :  10.16,  7.08,  9.99, 
and  9.27.  In  the  11  years  from  1900  to  1911,  the  number  of  staff 
increased  46  per  cent;  the  wages  increased  92  pei'  cent.  In  1912 
there  was  a  further  increase  of  less  than  1  per  cent  in  the  staff,  and 
an  increase  of  more  than  10  per  cent  in  wages ;  so  that  you  have  a  25 
per  cent  increase  in  road  mileage,  an  increase  of  100  per  cent  in 
passenger  traffic,  and  an  increase  of  67  per  cent  in  freight  traffic. 
That  fairly  justified  the  increase  in  the  number  of  the  staff,  but 
the  increase  in  wages,  which  was  100  per  cent  in  the  11  years,  was 
very  large  and  it  upset  altogether  all  the  calculations  that  the  Gov- 
ernment had  put  forward  when  they  took  over  the  railways. 

The  operating  ratio  in  1903  was  65.53  per  cent,  and  five  years 
later  it  had  gone  up  to  71  or  just  over  71  per  cent;  and  the  result 
-was  that  whereas  they  had  calculated  that  they  would  meet  all  the 
expenses  and  have  a  considerable  sum  over  for  a  sinking  fund  they 
found  that,  so  far  from  having  got  any  contributions  toward  the 
sinking  fund,  they  were  two  and  a  half  millions — not  a  large  sum, 
but  it  is  not  a  large  railway — they  were  two  and  a  half  millions  short 
of  meeting  the  actual  charges  for  operation  and  the  interest  on  the 
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Switzerland,  I  think  it  ought  to  be  said,  is  really  quite  a  successful 
instance  of  State  management.  They  have  not  been  extravagant; 
they  have,  broadly  speaking,  made  both  ends  meet.  When  they 
found  themselves  going  down  hill  in  1910  they  took  fright,  and  they 
^Jid  they  could  not  aiiord  to  go  on  in  the  way  they  had  been  going, 
ihey  reduced  the  service;  they  to  some  extent  increased  rates  and 
tares,  and  they  ceased  to  fill  up  vacancies  of  the  statl  when  they 
retired,  and  in  that  way  gradually  reduced  somewhat  the  deficit  in 
their  accounts.  They  have  not  produced  any  very  satisfactory  re- 
sult from  the  public  point  of  view.  The  passenger  fare,  in  the  course 
of  the  11  years  from  1900  to  1911,  went  down  13.5  per  cent,  but  the 
freight  rates  were  a  little  worse  than  they  were  at  the  beginning. 
They  charge  rates  of  which  nobody  here  has  any  conception.  The 
average  rate  is  about  3  cents  per  toii  per  mile,  which  is  four  times  the 
American  rate ;  but  it  was  a  little  below  3  cents  in  1900  and  in  1911 
it  was  a  little  above  3  cents. 

The  financial  result  is  this:  The  estimate  put  forward,  and  on 
which  the  people  voted,  was  that  within  60  years  the  profits  would 
be  sufficient  to  extinguish  the  debt.  The  debt,  at  the  time  of  the 
acquisition,  was  $205,000,000.  After  a  quarter  of  the  period  had 
expired,  so  far  from  reducing  the  debt,  it  had  risen  to  $270,000,000. 

Mr.  Adamson.  Since  we  met,  I  have  learned  that  the  Senate  does 
not  meet  until  12  o'clock.  While  I  have  to  go  to  the  House,  Senator 
Eobinson  has  consented  to  occupy  the  chair,  and  we  will  go  on 
a  while  longer — possibly  an  hour. 

(Senator  Robinson  at  this  point  took  the  chair.) 

Senator  Robinson.  You  may  proceed,  Mr.  Acworth. 

Mr.  Acworth.  Then,  sir,  I  dealt  with  the  case  of  Italy.  Italy  is 
so  complicated  a  story  that  I  hesitate  to  take  the  time  of  the  com- 
mittee in  describing  it,  because  the  Italian  history  goes  back  to  the 
time  when  Italy  was  composed  of  six  or  eight  different  States. 
There  were  the  Austrians  occupying  the  Provinces  of  Lombardy 
and  Venetia;  there  was  the  King  or  Sardinia,  who  has  now  become 
the  King  of  all  Italy  in  the  north;  there  was  the  Grand  Duchy  of 
Tuscany,  with  the  Papal  States  in  the  middle ;  and  the  Kingdom  of 
Naples  in  the  south,  not  to  mention  several  smaller  ones;  so  that 
the  story  is  very  complicated,  if  you  go  back  to  the  earlier  history, 
and  I  think  I  must  not  trouble  the  committee  with  it. 

However,  in  some  places  there  was  State  ownership,  and  in  some 
places  there  was  private  ownership,  and  it  changed  back  and  forth. 
I  think  I  will  take  it  up  at  this  point:  In  1881,  when  the  States  were 
all  consolidated  into  the  Kingdom  of  Italy,  they  appointed  a  com- 
mission, which  sat  for  several  years,  and  produced  evidence  in  seven 
large  quarto  volumes,  that  went  into  the  whole  story,  the  whole 
history  of  railroads  in  the  different  countries  of  the  world,  and 
finally  recommended  that  State  ownership  was  not  desirable,  and 
that  it  was  desirable  to  lease  the  railroads,  most  of  which  were  in  the 
Government's  hands  at  the  time,  to  private  companies.  And  they 
I  accordingly  constituted  two  companies — there  was  a  third  company 
for  Sicily,  but  I  need  not  trouble  you  about  that — they  constituted 
two  companies,  one  of  which  was  to  operate  on  the  west  coast,  and 
the  other  on  the  east  coast.  They  met  at  Milan,  in  the  center  of  the 
north,   and  they  had   arrangements  by   which  they  met  again   at 
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Florence,  and  again  at  Eome,  and  again  at  Naples;  and,  therefore, 
they  counted  on  getting  competition  at  all  of  the  important  points; 
and,  under  those  conditions,  the  railroads  were  leased  by  the  Gov- 
ernment to  these  two  companies  for  a  period  of  63  years  with  a  break 
at  the  end  of  21  years.  Unfortunately,  both  the  Government  and  the 
companies  calculated  on  events  that  did  not  happen;  they  assumed 
that  there  would  be  a  steady  growth  of  traffic;  that  there  would  be 
a  steady  increase  of  net  income,  and  that  this  would  be  available 
for  improvements  ad  betterments;  but  the  traffic  did  not  grow,  and 
there  were  not  much  net  profits,  and  the  question  was :  Who  was  to 
do  the  renewals?  I  am,  of  course,  cutting  the  story  very  shoft,  but 
it  was  largely  this  question  of  who  was  to  do  the  renewals  and  im- 
provements that  were  necessary? 

The  railroads  said,  ^'  We  have  got  a  21-year  lease ;  you  can  not 
expect  us  to  find  the  cash,  when  we  are  liable  to  be  expropriated  at 
the  end  of  the  term."  The  Government  said,  "  You  have  got  a 
lease ;  you  can  not  expect  us  to  find  the  money  " — especially,  as  the 
Government  had  great  difficulty  in  finding  money  for  any  purpose — 
"  You  can  not  expect  us  to  find  money  for  the  railroads  which  you 
are  running  and  from  which  you  will  get  the  profits."  And  there 
were  constant  disputes  between  the  Government  and  the  railroads 
on  this  subject  and  others.  The  railroad  employees  were  restive; 
they  said  they  were  overworked  and  badly  paid;  and,  at  compara- 
tively short  intervals,  they  either  struck  or  threatened  to  strike;  and 
they  caused  all  kinds  of  difficulties.  They  were  constantly  putting 
pressure  on  Parliament  to  interfere  in  their  behalf;  and  the  result 
was  that  at  the  termination  of  the  21-year  lease  the  Government 
had  to  consider  what  they  would  do ;  and  they  were  considering  it 
for  some  time,  and,  finally,  almost  at  a  day's  notice,  they  resolved 
to  take  over  the  railroads.  Yes,  here  is  the  date — ^they  resolved  on 
April  22,  1905,  to  take  over  the  railroads  as  from  the  1st  of  the 
following  July;  so  that  they  took  them  over  Avith  two  months, 
practically,  to  prepare  for  the  great  change.  Undoubtedly,  the 
Government  has  improved  the  railroads  very  considerably. 

Mr.  Sims.  That  was  1905,  or  1906? 

Mr.  AcwoETH.  1905;  the  1st  of  July,  1905,  sir,  was  the  official 
date  at  which  they  took  them  over.  But  the  cost  to  the  country  has 
been  very  large.  The  number  of  men  employed  per  kilometer  of 
road  increased  from  9.3  to  10.9 — that  is,  an  increase  of  23  per  cent^ 
but  the  wages  increased  57  per  cent.  The  total  wages  cost  increased 
57  per  cent  as  the  combined  result  of  more  men  employed  and  a 
rate  of  wages  very  largely  increased.  They  have  got  a  very  large 
increase  of  traffic,  but  in  spite  of  it  the  cost  of  operation  has  increased 
very  largely.  The  year  they  took  over  from  the  companies  the 
operating  ratio  was  73.4  per  cent.  For  the  last  three  years  for  which 
figures  are  available— that  is,  1911  to  1913— it  had  risen  to  an  average 
of  84.4  per  cent;  that  is,  from  73.4  to  84.4  per  cent.  The  operating 
costs  haA-e  steadily  gone  up.  and  the  result  to  the  Treasury  has  been 
this :  They  have  never  gotten  much  out  of  their  railways,  but  when 
the  Government  took  it  over  the  capital  was,  in  round  figures, 
$1,000,000,000,  on  which  the  Govei'nment  got  a  return  of  1  per' cent. 
The  capital  has  now  risen  to  $1,375,000,000.  The  capital,  you  will 
observe,  increased  37  per  cent.     The  interest,  at  the  early  date,  was 
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at  the  rate  of  1  per  cent;  the  interest  in  the  later  years  has  come 
cloAvn  to  two-fifths  of  1  per  cent,  which  is  a  very  serious  burden  on 

M^°*  overrich  Italian  treasury. 

Mr.  SiJis.  You  mean  that  the  interest  on  the  capital  is  only  1  per 

^f  ■  ;^*2^^'0KTH.  The  interest  on  the  capital  was  1  per  cent. 

Mr.  Thom.  The  return,  you  mean  ? 

^T  ■  ^^'^^'o^TH.  The  return  on  the  capital ;  yes. 

Mr.  Sims.  You  said  "  interest."    Therefore  I  was  confused. 

Mr.  AcwoRTH.  Yes,  sir ;  I  meant  "  return."  I  presume  they  pay  5 
per  cent  for  their  money,  or  thereabouts  •  but  the  return  on  the  capi- 
tal earned  by  the  railroads  when  the  Government  took  them  over 
was  1  per  cent,  and  for  the  last  three  years  it  has  averaged  two- 
fifths  of  1  per  cent. 

Mr.  Sims.  The  net  income  from  operation  has  increased  from  1 
per  cent  to  2  and  a  fraction  ? 

Mr.  AcAVOETH.  No,  sir.  What  you  call  the  "operating  income" 
was  sufficient,  when  the  Government  took  it  over,  to  pay  1  per  cent 
on  the  capital.  It  is  now  only  sufficient  to  pay  two-fifths  of  1  per 
cent. 

Mr.  Sims.  I  thought  you  said  2^  ? 

Mr.  AcwoETH.  No;  two-fifths  of  1  per  cent.  Now,  this  is  a. very 
striking  thing.  I  happened,  quite  accidentally,  to  hear  it  in  the  city 
of  London,  that  just  before  the  war  the  .Italian  Government  was 
negotiating  with  private  concessionaires,  not  to  construct  further 
railways  itself,  but  in  two  places  in  Italy  to  employ  a  private  con- 
tractor, to  give  him  a  very  handsome  bonus  to  construct  a  railroad, 
operate  it  himself,  or  form  a  company  to  operate  it,  and  hand  over 
to  him  some  portion  of  what  had  been  the  State  railway.  I  can  not 
say  how  far  that  went,  but  it  was  new  to  me.  As  I  understood  the 
situation  from  my  friend  who  told  me,  who  was  personally  con- 
cerned in  the  transaction,  the  moral  was  that  the  Government  had 
come  to  the  conclusion  that  they  could  not  afford  the  luxury  of 
operating  themselves,  and  thought  they  could  make  better  terms 
by  employing  a  private  company  to  do  it. 

Mr.  Sims.  For  that  particular  line  ? 

Mr.  AcwoRTH.  Oh,  yes;  no  important  part  of  the  whole  State 
system;  I  do  not  suppose  that  would  be  possible,  for  a  moment. 

Now  following  out  what  I  have  tried  to  say,  that  there  is  always 
some  main  reason  for  the  Government  taking  over  the  railways,  apart 
from  theoretical  considerations,  it  is  quite  clear  that  the  real  reason 
for  the  State  resuming  possession  in  Italy  was  that  things  had  got 
into  a  knot.  Efforts  to  disentangle  the  knot  failed;  the  companies 
would  not  accept  the  Government's  terms  and  the  Government  would 
not  improve  the  railways  for  the  benefit  of  the  lessee  companies,  and 
they  found  it  impossible  to  disentangle  the  Imot,  and  consequently 
they  came  to  the  conclusion  that  the  best  thing  to  do  was  to  cut  the 

knot.  . 

Mr.  Sims.  You  mean  that  private  ownership,  under  the  conditions 
that  existed  in  Italy,  had  proved  a  failure  and  something  had  to  be 

done  ? 

Mr.  AcwoETH.  I  do  not  know  that  I  should  have  put  it  that  way, 
sir.     I  should  have  rather  put  it  this  way :  That  it  had  been  found 
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impossible  to  make  satisfactory  terms  between  the  private  owners 
and  the  Government  for  continued  operation. 

You  will  observe  that  there  was  a  63-year  lease,  with  power  to 
break  it  at  the  end  of  21  years.  It  was  quite  evident  that  they  had 
got  to  rearrange  their  terms,  and  the  lessor  and  lessee  could  not  agree 
on  terms  for  the  next  21  years,  and  accordingly  the  lessor  said,  "All 
right ;  you  get  out  of  the  house  and  I  will  occupy  it  myself." 

Mr.  Sims.  As  I  understood  your  description  of  the  conditions  in 
Italy,  they  had  become  such  that  it  was  necessary  for  something  to 
be  done  that  had  not  been  done  theretofore  with  reference  to  the 
transportation  system  of  that  country  ? 

Mr.  AcwoRTH.  Yes,  sir.  Unquestionably  improvements  were 
urgently  needed.  The  question  was  whether  terms  could  be  arranged 
with  the  private  owners,  under  which  the  private  owners  would  be 
willing  to  make  them. 

Mr.  Sims.  1  said,  under  the  conditions  then  prevailing  in  Italy. 

Mr.  AcwoETH.  Yes.  I  only  wanted  to  be  sure  that  we  were  both 
looking  at  it  from  the  same  point  of  view. 

Then,  we  come  next  to  Australia.  Now,  all  the  Australian  colonies 
are  in  the  same  situation ;  they  all  own  their  own  railways.  As  you 
know,  there  are  five  separate  States  in  Australia,  and  New  Zealand 
in  addition.  All  those  six  colonies  own  their  own  railways.  ,  There 
has  been  talk,  of  late  years,  of  putting  them  all  together  under  the 
Commonwealth  Government,  but  nothing  has  been  done  along  that 
line.  They  all  own  their  own  railways,  and  they  all  began  to  own 
them  from  the  same  point  of  view — ^that  railways  had  to  be  made,  and 
that  private  capital  could  not  be  found  to  make  them.  The  real  de- 
velopment of  Australia  began  with  the  discovery  of  gold,  in  the  early 
fifties,  when  railways  became  imperative;  and  it  was  hardly  likely 
that  the  small  amount  of  capital  that  was  available  in  Australia 
would  be  put  into  possibly  a  5  per  cent  investment,  in  the  height 
of  the  gold  fever;  and  accordingly  the  money  was  borrowed  in 
England  by  the  State  governments,  and  they  built  their  own  rail- 
ways. 

I  have  attempted,  later  on,  to  make  a  somewhat  careful  comparison 
between  conditions  in  Australia  and  conditions  in  Texas,  which  seems 
to  me  to  be  the  most  fairly  comparable  part  of  the  United  States; 
but,  perhaps,  I  might  tell  you  here  a  little  piece  of  personal  ex- 
perience. 

Some  years  ago  a  friend  of  mine  went  from  America  to  the 
chief  commissioner  (that  is  manager)  of  one  of  the  Australian 
State  systems.  He  sent  back*  to  me  a  return,  shoAving  that  he  had  im- 
proved the  conditions  very  much  since  he  M'ent  there.  There  was 
no  question  about  the  improvement;  but  the  return  was  not  in  a 
form  that  I  wanted,  and  I  wrote  to  him,  and  I  said,  "  Surely  you, 
with  your  American  experience,  must  be  accustomed  to  putting  those 
things  in  terms  of  ton-miles.  There  are  no  ton-mileage  figures  in 
this.  Do  you  not  keep  them  ?  "  And  some  time  afterwards  my  friend 
replied,  "  Yes,  I  keep  them ;  I  do  not  pu^blish  them."  I  said,  "  Why 
do  you  not  publish  them?"  He  said,  "Well,  if  I  did,  they  would 
show  a  charge  per  mile  so  high  that  people  in  my  State  would 
naturally  compare  them  with  corresponding  figures  in  America  and 
other  countries,  and  there  would  be  such  a  demand  for  decreased 
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I'ates  that  it  would  be  quite  impossible  to  withstand  it,  and  it  would 
clnre  the  railroads  into  bankruptcy."     That  was  his  own  account 

Mr.  Sims.  It  would  drive  them,  into  bankruptcy,  provided  the 
decreased  rates  were  adopted  which  he  thought  would  be  demanded  % 

Mr.  AcwoHTH.  Yes.  There  are  two  colonies  that  do  publish  their 
rates;  those  are  New  South  Wales  and  South  Australia.  As  you 
"^/loubt  know,  sir,  the  average  rate  in  the  United  States  is  just 
under  three-quarters  of  a  cent 

Mr.  Sims.  Per  ton-mile  ? 

Mr.  AcwoETH.  Yes;  per  ton-mile.  In  Canada  it  is— or  was  the 
last  year — exactly  three-quarters  of  a  cent.  The  two  Australian 
colonies  that  give  figures  show  charges  of  2.20  and  2.12  cents  per 
ton-mile,  roughly,  three  times. 

Now,  I  am  not  going  to  say  to  you  that  I  think  conditions  are  en- 
tirely comparable,  but  I  think  any  railway  man  would  say  that  a 
three-to-one  difference  can  not  be  accounted  for,  can  not  be  justi- 
fied. The  rates  in  Australia  were  such  that  the  public,  if  my  friend 
had  drawn  their  attention  to  it,  would  have  got  up  and  said,  "  Look 
here;  this  is  not  justifiable,  and  you  have  got  to  reduce  them."  As 
I  say,  if  I  have  time  later,  I  want  to  come  back  to  a  comparison  be- 
tween one  particular  State,  where  figures  are  more  or  less  available, 
and  Texas. 

But  I  should  like  now  to  read  this,  as  an  evidence,  not  from  any- 
body who  is  prejudiced.  The  Austrians  have  gone  backward  and 
forward.  In  early  days  the  State  built  the  railway's;  then  it  sold 
them ;  nowadays  they  have  bought  back  nearly  all  of  them ;  they  are 
nearly  all  in  public  hands.  There  was  one  of  their  private  rail- 
ways— one  of  the  oldest  Austrian  railways,  the  Kaiser  Ferdinand 
Nordbahn,  which  serves  very  important  coal  mines  in  Bohemia, 
which  was  always  very  rich.  For  five  years  before  1906  it  averaged 
a  12  per  cent  dividend.  In  1906  the  Government  took  it  over,  and 
in  1910  the  President  of  the  Austrian  Chamber  of  Deputies  described 
the  result  as  follows : 

We  have  always  been  in  favor  of  the  State  taking  over  the  railways,  but  if 
we  had  been  able  to  foresee  the  results  of  the  management  I  assure  you  we 
would  have  hesitated  a  little  longer.  We  are  still  in  favor  of  the  principle, 
but  it  does  seem  to  us  that  our  Government  lias  performed  a  remarlvable  feat 
when  it  has  succeeded  in  creating  a  deficit  on  the  Northern  Raihvay.  The 
Government  have  enlisted  an  army  of  new  employees;  they  have  gone  too  far 
in  the  reduction  of  hours  of  labor  ;  instead  of  commercial  management  they 
have  appointed  lawyers  to  posts  that  require  business  men  or  experts;  they 
have  estalilished  an  entirelv  unpracticable  bureaucracy.  At  the  present  mo- 
ment we  are  face  to  face  with  a  deficit  of  .$25,000,000.  There  would  be  no  de- 
ficit at  all  if  the  return  from  our  railways  were  that  which  it  ouglit  to  be.  I 
repeat  that  absolute  imbecility  has  characterized  the  t^adng  o\er  of  our  rail- 
ways.    We  must  introduce  business  ideas  into  the  Government  service. 

I  think  that  figure  of  $25,000,000  is  obviously  not  a  deficit  of  the 
Northern  Eailway  alone  but  is  a  deficit  of  the  whole  railways. 

Then,  sir,  just  one  word  about  Holland:  Twenty  years  ago  there 
were  three  systems  in  Holland — one  that  was  built  by  the  State  itself 
and  two  others  that  were  built  by  companies.  The  State,  though  it 
built,  never  operated,  and  there  were  three  companies  operating.  In 
1890  the  Dutch  Government  copied  the  Italian  system;  they  bought 
up  the  railways  and  rearranged  them  on  the  Italian  system  of  making 
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each  of  the  two  companies  reach  the  big  points — Amsterdam  and  Eot- 
terdam  and  The  Hague  and  Utrecht,  and  so  on — so  that  they  could 
compete  at  all  the  important  points. 

And  that  has  been  the  system  in  Holland  ever  since.  In  1908  there 
was  a  commission  brought  forward  in  Parliament  in  favor  of  nation- 
alization, and  it  was  defeated.  A  parliamentary  commission  was 
subsequently  established  to  consider  the  question,  and  that  also  re- 
ported against  nationalization.  So  you  have  Holland  at  present  in 
between  Germany  on  the  one  hand  and  Belgium  on  the  other,  in  both 
of  which  the  States  entirely  own  the  railways;  and  Holland  stands 
out  not  only  for  the  principle  of  private  ownership  but  for  the  prin- 
ciple of  competition. 

Now,  sirs,  I  come  to  France :  I  said  France  had  five  systems.  To  be 
accurate,  it  has  six,  five  of  them  radiating  from  Paris  and  the  sixth 
down  in  the  southwest,  between  Bordeaux  and  the  Pyrenees,  which 
reaches  Paris  over  another  line  of  railway  from  Bordeaux.  That 
was  the  system  laid  out  by  France  as  early  as  1842,  and,  as  I  said, 
avoiding  competition.  The  Dutch  and  the  Italian  systems  deliber- 
ately arranged  that  the  systems  should  meet  at  the  big  competing 
points.;  the  French  Government  deliberately  arranged  that  they 
should  meet  at  the  noncompeting  points — that  the  segments  of  the 
circle  should  meet  at  points  where  there  was  very  little  traffic,  so 
as  to  prevent,  as  far  as  possible,  competition. 

The  French  Government  from  the  beginning  has  set  its  face 
against  competition.  No  rate  can  be  altered  in  France  or  put  in 
effect  without  the  consent  of  the  Government,  and  the  French  Gov- 
ernment deliberately  appro-^es  of  arrangements  by  which  in  cases 
where  there  are  two  possible  routes  the  companies  agree  by  which 
route  the  traffic  is  to  go,  and  they  decide  that  it  shall  go  the  way 
they  A^ant  by  putting  in  a  higher  rate  on  the  road  they  do  not 
want  it  to  go  over;  and  this  is  done  with  the  entire  approval  of  the 
Government,  in  order  to  prevent  competition.  So  you  have  six  non- 
competing  companies,  pooling  their  traffic  in  cases  where  it  is  im- 
possible to  avoid  competition,  as,  for  instance,  where  you  get  outside 
the  country,  where  passengers  are  coming  from  Switzerland  to 
Paris,  and  they  can  use  their  choice  of  either  one  of  two  routes,  pools 
are  made  with  the  full  approval  and  supervision  of  the  Govern- 
ment. And  that  system  has  gone  on  from  the  very  beginning  of 
French  history. 

In  the  early  eighties  a  number  of  small  local  lines  grew  up  about 
the  least  profitable  part,  from  a  traffic  point  of  view,  of  the  whole 
of  France,  the  district  lying  along  the  Bay  of  Biscay,  north  of 
Bordeaux.  A  number  of  little  separate  lines  were  built  there,  and 
then  they  were  consolidated  into  one  system,  managed  by  the  State. 
That  was  the  beginning  of  State  ownership  by  France.  But  it  was 
quite  unimportant ;  it  did  not  compete  and  did  not  have  much  effect 
on  the  general  situation.  It  was  a  very  bad  financial  bargain  for  the 
State;  they  only  earned  about  1  per  cent,  I  think,  on  their  money. 
That  probably  was  unavoidable,  owing  to  the  fact  that  the  district 
was  very  poor.  But  later  there  came  a  question  of  the  Western  of 
France.  The  Western  of  France  serves  the  district  from  Paris  to 
Dieppe  and  along  the  coast  southward  to  the  Loire.    It  serves  prac- 
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used  to  be  very  valuable  traffic  to  Havre  and  Eouen,  but  a  good  deal 

nnri  1  ^'^^  ^°^*'  °^"^g  *o  *^®  ^^c*  *^^t  the  Seine  was  canalized; 
dna  boats,  I  think,  of  a  thousand  tons  go  up  to  Paris  and  a  good  deal 
heavier  boats  as  far  up  as  Eouen. 

feo  the  Western  of  France  Railway  was  in  low  water  financially. 
r  A  ^^  ^^^  ^^^  committee  know,  the  Government  guarantees  a 
mvictend  on  all  the  railroads  in  France.  It  guarantees  what  sounds 
Jilie  enormous  dividends— 7  per  cent  is  the  lowest  and  13  per  cent  is 
tne  highest.  It  is,  however,  not  as  serious  as  it  sounds,  because  only 
W  per  cent  of  the  French  railway  capital  is  in  the  form  of  shares. 
±5ut  the  Western  was  guaranteed  7  per  cent  on  its  capital  and  did 
fv?  w™  ^*'  ^^^^  ^^^  Government  had  to  make  up  the  difference,  and 
the  Western  of  France  became  a  sort  of  battle  ground  between  the 
people  who  believed  in  private  ownership  and  the  people  who  be- 
lieved m  State  ownership.  Naturally  the  workmen,  the  employees 
on  the  railroad,  were  desirous  that  it  be  taken  over  by  the  Govern- 
ment. I  think  they  always  are,  at  least  in  Europe.  The  Socialists 
naturally  regarded  it  as  an  article  of  their  creed  that  they  should  vote 
for  it,  and  for  many  years  there  was  a  discussion  as  to  whether  the 
Western  of  France  should  not  be  taken  over.  It  was  taken  over  in 
1909,  but  the  history  of  the  transfer  is  very  interesting. 

Naturally  it  required  a  majority  in  both  houses  to  pass  the  bill. 
In  the  first  house  the  bill  was  passed  in  spite  of  the  opposition  of 
almost,  if  not  quite,  every  representative  of  the  district  that  was  par- 
ticularly affected.  The  French  Government  always  refers  questions 
of  this  kind  to  the  chambers  of  commerce,  which  are  incorporated 
bodies  in  France,  and  requires  their  opinion.  Practically  every 
chamber  of  commerce  of  any  town  of  the  smallest  importance  in 
France  was  opposed  to  the  nationalization,  but  it  got  through  the 
chamber  in  December,  1906,  and  was  hung  up  in  the  Senate.  The 
Senate,  it  was  well  known,  had  a  majority  against  it.  Finally 
M.  Clemenceau,  who  was  prime  minister  and  a  rather  powerful  per- 
son, gave  it  to' be  understood  that  unless  the  bill  passed  he  would 
resign  office,  and  in  the  circumstances  as  they  then  were  not  a  few 
of  the  Senators,  though  they  disliked  passing  this  bill,  disliked  the 
resignation  of  M.  Clemenceau  even  more,  andthe  bill  was  passed  by 
a  majority,  I  think,  of  4,  after  18  months'  waiting,  in  June,  1908, 
and  the  transfer  took  place  in  the  beginning  of  1909.  Now,  the 
figures  of  the  result  have  "been  very  common  knowledge  among  rail- 
way people  in  Europe  in  the  years  afterwards,  and  they  have  been 
canvassed  again  and  again. 

I  have  tried  to  cut  it  down  as  short  as  I  can.  In  the  five  years 
before  the  transfer  the  gross  receipts  rose  in  round  figures  from 
$37,000,000  to  $42,000,000.  In  the  five  subsequent  years,  1909-1913, 
the  eross  receipts  rose— the  war  has  naturally  upset  the  figures  alto- 
gethlr— the  gross  receipts  rose  from  $43,300,000  to  $48,700,000,  a  little 
more  rapid  rate  of  increase  than  before. 

In  the  five  years  before  the  transfer  the  operating  expense  rose 
from  $20,800,000  to  $28,400,000,  and  almost  the  whole  of  that  in- 
crease—at least  a  very  large  part  of  that  increase  in  operating  ex- 
pense— was  in  the  last  two  years. 

Once  the  chamber  had  voted  the  transfer  it  was  quite  obvious  that 
the  company  was  in  the  position  of  people  who  were  going  to  be 
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sent  about  their  business,  and  the  discipline  on  the  line  went  to  pieces 
i-,nd  the  expenses  grew  A'ery  rapidly.  For  the  last  year  of  the  com- 
pany's operation  the  operating  expenses  were  $28,400,000.  The  first 
year  after  the  transfer  the  operating  expenses  were  $30,304,000 ;  the 
next  vear  they  were  $34,900,000 ;  the  year  after  they  were  $34,450,000, 
and  in  1912'^ they  reached  $41,800,000.  In  1913  they  fell  back  to 
$41,470,000.  To  earn  a  net  revenue,  increased  by  31  per  cent,  the 
operating  expenses  increased  by  100  per  cent.  The  net  revenue  was 
never  below  $13,760,000  in  the  worst  year  of  company  rule.  It  fell 
to  $5,552,000  after  the  Government  had  been  in  possession  four 
years.  The  operating  ratio  had  risen  under  the  company  from  56.4 
to  67.8.  For  the  next  five  years  it  was  as  follows:  72.7,  79.9,  87, 
89.4,  and  85.2. 

It  is  fair  to  say  there  that  the  operating  ratio  of  all  the  com- 
panies has  gone  up.  Of  course,  you  know  this  has  happened  in  other 
countries  besides  France.  I  will  show  you  how  much  it  had  gone 
up  in  others.  For  the  years  1905  and  1906  the  operating  ratio  of 
the  five  great  companies  that  still  remain  was  50.3 ;  for  the  two  years 
1912  and  1913  it  had  risen  to  58.4.  That  is  an  increase  of  8.1.  but  the 
rise  on  the  State  railway  is  from  56.4  to  89.4,  a  rise  of  8.1  in  the  same 
case  and  33  points  in  the  other. 

Mr.  Sims.  That  means  operating  expenses? 

Mr.  AcwoRTH.  Yes;  the  ratio  of  operating  expenses  to  total  re- 
ceipts. That  is  to  sav,  it  costs  the  other  five  companies,  when  their 
expenses  were  highest,  $58.40  to  earn  $100.  It  cost  the  State  $89.40 
to  earn  $100.  The  companies  had  41.6  per  cent  of  the  total  receipts 
left  to  paj'  their  charges,  and  the  State  had  10.6  per  cent. 

The  main  argument  used,  at  least  a  main  argument  used  for  the 
transfer,  was  that  as  the  company  could  not  and  did  not  earn  its 
full  dividend  and  had  to  come  on  the  State  year  after  year  to  make 
up  the  balance;  they  earned  3  or  4  j^er  cent  or  something  of  that 
kind  and  the  State  guaranteed  them  7,  so  the  State  had  to  find  the 
difference,  and  the  advocates  of  State  ownership  claimed  tliat  it  was 
not  to  be  expected  that  the  companies  would  operate  economically 
because  they  never  could  earn  their  7  per  cent  and  therefore  it  did 
not  matter  how  much  deficit  they  left  on  the  Government.  That  is 
to  say,  if  a  company  earns  more  than  its  guaranteed  dividend,  it  gets 
some  part  of  the  surplus;  they  divide  with  the  Government  beyond 
the  guaranteed  amount.  So,  clearly,  if  the  company  can  earn  8  or 
9  per  cent,  it  is  to  its  interest  to  operate  economically  so  that  it  ma> 
get  something  more  than  7  per  cent,  while  if  it  can  only  earn  4  or  5 
per  cent  it  does  not  matter  which  it  is,  because  any  difference  between 
the  4  or  5  per  cent  and  the  7  per  cent  the  Government  has  to  make 
up  each  year. 

Mr.  Sims.  Was  it  considered  by  the  Government  in  making  the 
guarantee  the  dividend  thej^  ought  to  earn? 

Mr.  AcwoRTH.  It  goes  back  so  far  in  history ;  you  see  those  guaran- 
tees back  to  the  fifties.  When  it  was  first  put  in — it  is  really  this: 
The  original  companies  started  naturally  to  pick  the  best  bits  there 
were.  The  Northern  Co.,  for  example,  made  its  start  for  Calais  and 
the  Brussels  frontier.  The  Paris  &  Lyons  Co.  built  the  great  artery 
from  Paris  to  Lyons  and  Marseilles  and  the  Mediterranean.  Each 
company  built  to  start  with  a  trunk  line  that  obviously  must  be 

\'prv    nrnfitnhlp        H^Vipn     flip     On-^^pTTimprif    aoirl     fri    flipm      "  "XTn-rtr      -ma 
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want  extensions  spread  over  the  country,"  and  the  companies  said, 
Well,  that  will  water  our  dividend."  And  thereupon  the  Govern- 
ment said,  "That  is  fair;  you  are  earning  either  10  per  cent  a  year 
or  7,  whatever  it  is,  and  that  seems  fair.  We  will  undertake  that 
your  dividends  will  be  maintained."  In  this  way  I  take  it  the  7  per 
cent  in  the  case  of  the  Western  was  accepted. 

Mr.  Sims.  That  it  should  not  be  below  7  per  cent? 

Mr.  AcAvoRTH.  Yes.  "  We  will  undertake  to  say  your  revenues 
shall  not  suffer  because  you  are  making  these  extensions." 

Mr.  Sims.  Undertaking  to  get  the  extensions  when  the  revenues 
would  not  warrant  the  construction? 

^Ir.  AcwoRTi-i.  Exactly. 

Mr.  SiJis.  The  Government  to  divide  on  any  amount  which  might 
be  made  over  and  above? 

Mr.  AcwoETH.  That  is  it,  broadly.  The  company,  if  I  remember 
right,  takes  the  first  1  or  2  per  cent  beyond  the  guaranteed  amount 
wholly,  and  then  begins  to  divide — something  like  that.  But,  roughly 
speaking,  there  has  not  been  very  much  extra  profit.  The  companies, 
as  a  rule — the  Northern  used  to  get  something  more;  it  used  to  get 
15  and  16  per  cent,  and  it  was  only  guaranteed  13  per  cent — most  of 
them,  roughly  speaking,  earn  about  enough  to  pay  their  guaranteed 
dividends.  But  you  will  remember,  sirs,  because  the  people  often 
misunderstand  the  position,  that  this  guaranteed  dividend  only  ap- 
plies to  10  per  cent  of  the  total  capital. 

Mr.  Sues.  In  other  words,  it  is  a  very  small  capital,  or  volume  of 
capital,  it  does  apply  to? 

Mr.  AcwoETH.  That  is  so,  sir. 

Mr.  Sims.  The  object  of  the  Government  being  to  try  to  develop 
every  portion  of  the  country  that  demanded  railway  facilities  in 
order  to  be  developed? 

Mr.  AcwoKTH.  Yes,  sir ;  practically  all  the  new  lines  are  built  out 
of  the  issue  of  bonds,  and  the  bonds  are  in  effect,  though  not  in  form, 
guaranteed  by  the  Government.  The  Government  makes  an  arrange- 
ment under  which  it  is  quite  certain  that  the  company  will  be  able  to 
pay  the  interest  on  the  bonds  and  the  sinking  fund  that  is  always 
attached  to  those  securities. 

Mr.  Sims.  Then,  the  Government  absolutely  regulates  the  charges 
of  the  railway  companies  as  to  rates  and  fares  ? 

Mr.  AcwoETH.  Yes ;  and  of  course  this  system  has  the  advantage, 
on  the  one  side,  of  protecting  the  public,  and,  on  the  other  side,  the 
Government  has  an  interest  in  not  reducing  the  charges  too  low,  be- 
cause it  would  have  to  find  the  balance.  It  is  a  very  complicated 
arrangement  that  has  grown  up  in  the  course  of  many  years,  and 
that  works  in  France,  but  could  not  be  established  in  any  other 
country  to-day,  it  is  quite  clear. 

Mr.  Sims.  Because  the  same  reasons  do  not  exist,  perhaps,  m  other 
countries  for  adopting  such  a  system?  .       ,     .  ,,      ^ 

Mr  AcwoKTH.  The  French  system  is  obviously  incapable  of  trans- 
portation. The  underlying  idea  is  another  question— practically  the 
partnership  between  the  State  and  the  railways— but  the  real  point, 
I  think  is  that  the  Government  has  been  behind  the  railroads  and 
has  protected  the  railroad  capital  from  the  beginning. 

When  I  broke  off  the  story  I  was  dealing  with  the  argument  used 
by  the  advocates  of  nationalization,  that,  as  the  company  would  not 
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work  to  earn  a  dividend,  therefore  the  Government  had  better  take 
the  railway,  seeing  that  the  Government's  interest  was  to  make  the 
best  of  it.    The  fact  has  been  this : 

During  the  last  10  years  of  company  management  the  State  had 
to  pay  an  average  of  $2,894,280  a  year  to  meet  its  liability  under  the 
guaranty  to  make  up  the  deficiency  in  net  operating  income.  That 
is  the  amount  the  Government  had  to  make  up  to  complete  the  7 
per  cent  dividend.  "When  the  Government  took  over  the  railway  it 
secured  the  old  shareholders;  it  did  not  pay  them  out  in  cash;  it 
secured  to  them  their  old  revenue  as  an  annuity.  During  the  first 
three  years  after  the  transfer  the  suras  it  had  to  find  under  the 
same  head  were,  in  the  first  year,  $6,753,320;  the  next  year, 
$8,875,792;  and  the  next  year,  $14,934,484.  For  the  year  1913  the 
figure  was  $14,715,237.  That  was  the  last  year  before  the  war,  and 
that  compares  with  the  average  of  $2,900,000  in  the  last  10  years  of 
company  management.  That  is  what  it  cost  the  public  in  hard  cash, 
but  it  cost  them  far  more  than  that.  The  service  was  so  demoralized 
that  the  newspapers  were  absolutely  filled  with  the  stories  of  how 
the  service  was  being  mismanaged.  They  had  accidents  all  over 
the  system  that  frightened  the  public. 

The  Western  of  France  always  ran  the  slowest  expresses  ox  all 
the  companies,  and  they  increased  the  time  allowed  for  all  their 
expresses.  The  thing  got  so  bad  that  employers  in  Paris  insisted 
that  their  staff  should  live  on  the  Western  of  France  Railway  be- 
cause they  never  arrived  at  their  offices  in  time. 

Here  is  a  good  instance:  The  compensation  for  accidents  had 
been,  under  the  old  regime,  about  $400,000  or  $500,000  a  year  in  the 
last  days  of  the  company.  In  1911  the  figure  had  risen  to  $2,045,291. 
The  minister  of  public  works  himself  publicly  criticized  the  State 
administration  as  a  "  frightful  fraud."  He  speaks  of  "  the  deplor- 
able situation  of  the  State  system,  the  insecurity  and  irregularity 
of  its  workings." 

Now,  there  is  an  account  given  in  a  conference  we  had  in  London 
on  this  subject  in  1911  by  M.  Leroy-Beaulieu,  who  himself  was  a 
deputy,  and  he  gave  a  long  account  of  the  working  of  this  system. 
He  puts  it  down  to  various  reasons.    He  said : 

In  the  first  place,  it  is  the  abuse  of  formalism  and  red  tape,  with  all  the 
delays  which  follow  and  which  are  directly  in  conflict  with  commercial  needs. 
In  the  second  place,  it  is  the  lack  of  stability.  The  director  and  all  the  chiefs 
of  the  service  change  at  the  will  of  the  ministers,  whilst  in  the  private  com- 
panies the  higher  personnel  is  maintained  a  long  time,  fulfilling  the  same 
functions. 

It  is  next  the  political  influence  which  enters  into  the  choice  and  advance- 
ment of  the  personnel.  It  is,  lastly,  the  lack  of  discipline,  which  also  results 
from  the  political  influence  at  work.  From  the  electoral  point  of  view  the 
lower  staff,  being  much  more  numerous,  will  always  have  much  more  power 
than  the  superior  stafC.  It  is  always  on  the  side  of  the  former  that  many 
deputies  will  be  systematically  ranged,  Above  all,  it  is  Impossible  to  be  at 
once  controller  and  controlled.  If  one  of  the  great  French  companies  under 
private  management  renders  poor  service,  the  public  opinion  is  not  slow  to 
move  the  public  power,  and  as  this  has  the  means  to  bring  pressure  indirectly 
but  in  many  ways  upon  the  companies,  they  are  led  to  reform.  On  the  con- 
trary, when  complaints  are  made  against  the  State  itself,  the  administration, 
irresponsible  does  not  listen.  Rather  it  seems  indignant  that  particular  indi- 
viduals or  even  large  associations  should  dare  to  find  that  all  is  not  perfect. 
The  Minister  of  Public  Works  in  the  chamber  said : 

"  I  liave  not  seen  without  a  certain  astonishment  the  chambers  of  commerce 
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The  same  minister  has  dismissed  an  employee  from  his  office  who  was  at  the 
head  of  a  section  of  a  passenger  line  which  emitted  protestations  against  the 
delays  on  the  western  State  service  in  the  Paris  suburbs. 

M.  Leroy-Beaulieu  finishes  his  story  this  way : 

From  all  points  of  view  the  experience  of  State  railways  in  France  is  un- 
favorable, as  was  foreseen  by  all  those  who  had  reflected  upon  the  bad  results 
given  by  the  other  Industrial  undertakings  of  the  State,  such  as  telephones, 
matches,  and  many  others.  The  State,  above  all  an^  elective  administration, 
can  not  be  a  good  commercial  manager.  It  works  expensively  and  Is  power- 
less before  its  employees.  The  experience  which  we  have  recently  gained  has 
had  at  least  one  result.  It  has  provoked  a  very  lively  movement  not  only 
against  the  repurchase  of  the  railways  but  against  all  extension  of  State  in- 
dustry. This  result  seems  to  me  fortunate.  I  hope  this  opinion  will  be  main- 
tained and  that  not  only  we  but  our  neighbors  may  profit  by  the  lesson  of  these 
facts. 

I  happened  to  be  in  the  chair  at  the  conference  at  which  M.  Leroy- 
Beaulieu  read  his  paper,  and  he  told  me  personally  that  he  thought 
the  effect  had  been  so  great  in  France  that  any  agitation  to  national- 
ize the  rest  of  the  railroads  was  killed  for  a  generation  to  come.  That 
was  his  account  of  it  in  1911. 

M.  Leroy-Beaulieu  gives  instances  of  how  red  tape  has  accounted 
to  some  extent  for  the  enormous  increase  in  expenses.    He  says: 

In  the  central  office,  when  the  railways  were  handed  over,  there  were  1,526 
employees.    Within  three  years  the  number  had  increased  to  2,587. 

He  says  further : 

This  is  partly  due  to  political  pressure  and  partly  to  excessive  red  tape.  For 
example,  in  the  Caen  Division  the  preparation  of  the  pay  sheets,  which  under 
the  company  took  9  persons  3  days  (27  days),  under  the  State  administration 
took  12. persons  6  days  (72  days). 

He  says  further : 

According  to  official  documents  there  are  not  less  than  96  persons  receiving 
a  salary  of  more  than  10,000  francs  ($1,929.52)  in  the  State  system  as  against 
33  on  the  system  of  a  neighboring  company  of  much  the  same  mileage  but  with 
much  higher  receipts. 

Here  is  a  quotation  from  a  report  of  the  budget  committee.    They 

say: 

The  statements  addressed  to  the  budget  commission  by  the  administration 
were  manifestly  inaccurate.  *  *  *  We  wrote  for  further  statements,  more 
particularly  the  numbers  of  the  personnel.  *  *  *  The  minister  replied 
(three  years  after  the  railway  had  been  taken  over)  that  the  enumeration  of 
employees  had  not  yet  been  made.  *  *  *  This  example  suffices  to  show  the 
trust  that  may  be  placed  in  the  other  parts  of  the  budget  estimate. 

That  is  not  the  opinion  of  M.  Leroy-Beaulieu,  who  is  a  hostile 
critic,  but  it  is  a  report  of  a  committee  of  the  chamber  that  approved 
of  the  plan,  based  on  a  draft  that  was  drawn  up  by  a  deputy  who  was 
recognized  to  be  one  of  the  advocates  of  State  ownership. 

I  think,  for  the  sake  of  giving  the  committee  something  a  little 
lighter,  1  must  read  a  story  here.  It  is  a  story  of  how  red  tape 
strano-led  the  line.  This  was  read  in  the  Chamber  of  Deputies.  It 
is  a  letter  from  a  station  master  on  the  line.    It  is  as  follows  [reading]  : 

In  the  time  of  the  Western  Co.  we  station  masters  had  orders  to  use  the 
rolling  stock  as  quickly  as  possible  and  to  send  to  a  given  station  all  that  we 
did  not  ourselves  require.  Under  the  State  all  is  changed.  Every  station 
master  is  forbidden  to  load  any  wagon  without  the  orders  of  the  distribution 
bureau  of  the  district. 
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Mr.  Sims.  "Wagon."  there  means  what  we  call  a  car,  does  it  not? 
Mr.  AcAvoETH.  Yes,  sir. 

This  bureau  is,  as  is  well  known,  a  new  creation  specially  designed  for  the 
purpose  of  finding  situations  for  so  many  more  bureaucrats.  Recently,  having 
received  two  wagons  loaded  with  horses,  accompanied  by  an  order  to  send  these 
wagons  to  Caen  after  they  were  unloaded,  I  thought  to  do  well  by  loading  in 
these  two  wagons  200  sacks  of  grain,  which  had  been  waiting  in  the  sheds  for 
several  days  to  go  to  Oaen.  But,  alas,  I  did  not  know  the  bureau  of  distri- 
bution. The  next  day  I  saw  my  two  wagons  return,  and  I  received  at  the  same 
time  an  order  to  unload  them.  I  was  reproved  into  the  bargain  for  excess  of 
zeal.  I  had  to  obey  the  order.  That  evening  I  sent  the  wagons  empty  to 
Caen.     Next  day  I  received  two  others,  also  empty,  In  which  to  load  the  grain. 

Now,  sirs,  that  seems'  to  me  to  be  the  most  relevant  part  of  the 
evidence  available  in  foreign  countries  on  the  matter.  That  prac- 
tically gives  the  storj'  of  how  and  why  the  principal  European  coun- 
tries and  also  Australia  adopted  State  ownership.  If  you  come  to 
apply  that  to  England  or  the  United  States,  it  is  evident  that  there 
is  not  here  a  political  reason  corresponding  to  the  German  necessity 
for  unity.  There  is  no  reason  for  unifjdng  the  United  States  or  the 
United  Kingdom. 

There  is  clearly  no  military  necessit}',  which  was  a  point  on  which 
very  great  stress  was  laid  in  Germany.  Clearly,  there  is  no  need  to 
nationalize  railways  in  the  United  Kingdom  or  in  the  United  States 
for  lack  of  private  enterprise.  England  was  the  first  coimtry  in 
the  world  that  practically  completed  its  railway  system.  I  suppose 
20  j'ears  ago  we  already  had  within  20  per  cent  or  15  per  cent  of 
all  the  railways  we  have  now,  and  if  you  were  to  bring  in  a  railway 
man  from  outside  and  show  him  our  railway  system  to-day  he  would 
be  much  more  likely  to  say  that  we  have  too  many  railways  than 
that  we  have  too  few.  So  there  has  been  no  question  with  us  of  lack 
of  private  enterprise,  and  while  I  will  not  presume  to  say  anything 
about  the  United  States,  I  suppose  it  would  not  be  suggested  that  in 
the  United  States  private  enterprise  fell  short.  For  example,  as  I 
show  later,  I  think  Texas  might  fairly  be  compared  with  Australian 
conditions,  and,  speaking  roughly,  Texas  has  4  miles  for  1  in  New 
South  Wales.  Private  enterprise  has  given  Texas  4  miles  where 
the  State  has  given  New  South  Wales  1  mile  of  railway.  And  prob- 
ably, after  the  United  States,  the  country  where  most  has  been  done 
to  develop  the  railways  in  advance  of  settlement,  has  been  Argentina. 
That  also  has  been  wholly  private  enterprise. 

Mr.  Sims.  Do  you  know  how  many  railroads  are  now  in  the  hands 
of  receivers  here  in  this  country? 

Mr.  AcwoETi-i.  Yes,  sir. 

Mr.  Sims.  How  many  miles  are  in  the  hands  of  receivers  ? 

Mr.  AcwoRTH.  Yes;  I  think  about  40,000. 

Mr.  Sims.  More  than  in  the  whole  Empire  of  Germany— more 
mileage  ? 

Mr.  AcwoETH.  Yes.     About  the  same  or  a  little  more. 

Mr.  Sims.  Nearly  twice  as  much. 

Mr.  AcwoRTH.  But  even  a  railway  in  the  hands  of  a  receiver  serves 
the  public— not  very  comfortablv  for  the  capitalists,  but  for  the 
public. 

Mr.  Sims.  You  just  said  that  private  enterprise  is  sufficient  for  all 
these  things.  I  just  wanted  you  to  know  how  these  things  are 
going  here. 
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Mr.  AcwoETH.  I  expect  our  railway  friends  would  tell  another 
story.  I  imagine  they  would  say  that  it  Avas  a  question  of  rates; 
that  if  they  were  allowed  to  put  up  their  rates,  they  would  get  out  of 
the  hands  of  the  receivers;  but  I  must  not,  of  course,  go  into  that. 
•  "l.  '^'  ^^'^''  J;  '^'^  l^y  stress  on  this  point,  that  whatever  may  be  said 
in  favor  of  State  ownership  it  is  clear  that  it  does  not  promote  de- 
Aelopment.  The  State  hesitates  very  much  more  in  moving  in  ad- 
vance of  the  population  than  private  enterprise  does.  Belgium, 
for  example,  is  notoriously  much  behind — it  was  before  the  war — 
in  railway  facilities.  The  Government  had  promised  things  year 
after  year,  but  the  whole  railway  system  wanted  a  great  deal  of  new 
capital  put  into  it,  which  the  Government  would  not  furnish. 

Mr.  Thom.  Did  you  say  that  Belgium  was  behind  railway  facili- 
ties or  that  the  facilities  were  behind  ? 

Mr.  AcwoRTH.  The  Belgian  Government  had  for  years  refused 
lo  spend  the  money  that  was  obviously  required  to  be  spent  to  keep 
the  Belgian  system  up  to  date.  There  was  need  both  that  the  rail- 
road should  be  improved  and  also  that  new  lines  should  be  made, 
and  year  after  year  they  put  it  off.  That  would  be  admitted,  I 
think,  by  anybody  who  knows  the  Belgian  conditions. 

Now,  the  Prussian  Government — and  this  is  a  very  curious  in- 
stance— the  enormous  iron  traffic  of  which  we  hear  so  much  in  the 
papers  of  the  district  around  Metz — that  enormous  iron  traffic  is  very 
largely  carried  first  by  rail  quite  a  short  distance  to  the  river  and 
then  put  onto  water;  and  the  Prussian  Government  has  steadily 
refused  to  build  the  railways  to  keep  that  traffic  on  the  rails  from 
origin  to  destination;  and  so  it  is  taken  a  short  distance  and  then 
put  onto  water  and  carried  by  water  and  then  put  back  again  onto 
rails  to  reach  its  destination.  The  Prussian  Government  has  steadily 
refused  to  build  the  necessary  railways.  I  believe  there  are  more 
complaints  than  usual  in  America  to-day  on  account  of  car  shortages, 
but  the  country  of  the  world,  where  we  see  in  the  railway  papers  that 
they  have  car  shortages  year  after  year,  is  Prussia.  It  is  a  matter 
of  regular  experience  with  them  that  when  it  comes  to  the  autumn 
and  there  is  a  big  movement  of  domestic  coal  the  railways  simply 
say  that  they  can  not  furnish  cars  to  move  the  traffic ;  they  are  asked 
Avhy  they  do  not  have  more  cars,  and  they  reply  frankly  that  it  does 
not  pay  to  build  a  car  if  you  only  want  it  for  the  three  rush  months 
of  the  year  and  have  to  keep  it  lying  idle  on  a  siding  for  the  remain- 
ing nine  months  of  the  year;  they  say  you  must  suit  your  traffic  to 
our  cars. 

Mr.  Sims.  In  other  words,  they  give  a  business  reason  for  it? 

Mr.  AcwoETH.  Yes. 

Mr.  Sims.  Which  reason  applies  here  to  our  privately  owned 
roads? 

Mr.  AcwoRTH.  Yes;  quite  so. 

Senator  Robixson.  May  Mr.  Acworth  not  finish  his  statement? 
We  are  all  very  much  interested  in  the  statement  he  is  making,  and 
we  adopted  a  rule  that  we  would  not  interrupt  him,  and  I  suggest 
that  we  conform  to  that  rule  and  let  him  finish  and  then  take  him 
under  examination  as  you  may  care. 

Mr.  AcwoETii.  Then,  in  India,  the  English  Government  either 
owns  and  operates  directly  the  railways  or  it  is  the  owner  and  has 
leased  them  to  private  companies.     It  keeps  a  very  close  control 
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on  the  whole  railway  situation,  and  it  will  not  allow  private  cap- 
italists to  come  in  and  build  new  railways  except  under  very  stringent 
conditions.  Broadly  speaking,  you  may  build  a  tributary  to  an  ex- 
isting line,  but  you  may  not  build  a  line  that  might  possibly  divert 
certain  traffic  from  Government  railways.  And  the  Government  con- 
trol in  India  has  resulted  in  this :  That  though  there  is  undoubtedly 
an  immense  amount  of  traffic  wanting  development,  and  though  the 
existing  lines  and  existing  rolling  stock  are  very  much  overtaxed, 
very  little  new  money  gets  into  the  Indian  railways.  The  Govern- 
ment says — and  says  quite  truly — "  We  can  not  afford  to  spend  more 
than  a  few  million  sterling  in  the  average  year  on  railway  develop- 
ment," but  they  will  not  let  private  capital  in. 

Mow,  Rhodesia  has  a  population  of  32,000  white  men,  and  there 
private  enterprise  has  already  supplied  2,000  miles  of  railway  lines 
for  those  32,000  white  men.  In  the  whole  Union  of  British  South 
Africa,  with  a  population  of  a  million  and  a  quarter  whites,  and  after 
50  years  of  development,  they  have  only  got  8,000  miles  of  railway. 
There  they  are  State  lines;  but  in  Rhodesia,  with  a  population  of 
32,000  whites,  they  have  already  obtained  from  private  companies 
2,000  miles  of  line.  And  the  colonists  complain  that  they  have  not 
got  enough. 

I  think  that  it  is  evident  that  in  the  nature  of  things  it  is  much 
more  difficult  to  get  sufficient  railway  development  from  a  govern- 
ment than  from  a  private  company.  The  government  has  a  large 
number  of  competing  demands  on  its  purse.  The  government  can 
only  afford  to  raise  a  certain  amount  of  new  capital  or  to  provide  a 
certain  amount  of  new  money  each  year,  and  there  are  innumerable 
competitors  for  that  money ;  where,  in  the  case  of  a  private  com- 
pany, if  it  sees  a  profit,  it  has  nothing  else  to  do  but  to  deal  with 
railways,  and  it  will  go  out  into  the  open  market  and  endeavor  to 
get  the  money. 

Then,  it  seems  to  me  that  a  great  many  of  the  arguments  they  have 
applied  in  other  countries — the  argument  of  military  necessity,  the 
argument  for  political  unity,  the  argument  that  you  can  not  get  the 
money  elsewhere,  and  that,  therefore,  the  State  must  do  it — all  those 
arguments  have  no  application  to  countries  such  as  the  United  King- 
dom or  the  United  States.  It  is  clear  that  if  there  is  a  case  for  State 
or  National  ownership  here,  it  must  be  made  on  the  ground  that  the 
public  will  be  better  served. 

Senator  Robinson.  Mr.  Acworth,  if  it  would  suit  your  convenience, 
I  think  the  committee  would  like  to  suspend  now,  and  resume  the 
hearing  at  8  o'clock  this  evening  at  this  chamber. 

Mr.  Acworth.  If  you  please,  sir. 

Senator  Robinson.  Very  well;  the  committee  will  stand  adjourned 
now  until  8  o'clock  this  evening. 

(Whereupon,  at  11.52  a.  m.,  the  committee  adjourned  until  8  o'clock 
p.  m.,  to  meet  at  the  same  place.) 

AFTER  RECESS. 

_  The  committee  reassembled  at  the  conclusion  of  the  "recess  at  8 

o'clock  p.  m.,  Hon.  William  C.  Adamson  (vice  chairman)  presiding. 

The  Vice  Chairman.  The  committee  will  come  to  order.     Mr. 

Acworth,  are  you  ready  to  proceed? 
Mr.  Ac-worth.  Yes.  sir. 
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STATEMENT  OF  W.  M.  ACWORTH— Kesumed. 

Mr.  AcwoRTPi.  Mr.  Chairman  and  gentlemen,  may  I  just  say.  be- 
tore  I  go  on  where  I  left  off,  that  I  do  not  think  I  made  myself  as 
cl^r  as  I  ought  to  have  done  this  morning.  I  was  speaking  about  the 
different  States  in  German^?^  and  pointing  out  that  there  were  no 
German  railroads,  but  there  were  Prussian  railroads  and  Saxon  rail- 
roads, etc.,  but  I  ought  to. have  carried  it  further  and  said  that, 
though,  from  the  point  of  view  of  ownership,  they  are  entirely  sepa- 
rate— the  Prussian  profits  go  to  Prussia ;  there  are  no  profits  in  the 
other  States;  they  just  about  pay  their  way — though  that  is  the  case 
as  to  ownership — as  far  as  operation  and  control  are  concerned,  they 
work  entirely  as  one  system.  There  is  an  imperial  railway  office, 
whose  business  it  is  to  secure  uniformity  of  tariffs  and  uniformity 
of  railway  regulations,  and  everything  of  that  kind,  and  there  is 
nothing  corresponding  to  the  diversity,  whether  it  be  the  amount  or 
rate  that  the  railways  are  allowed  to  charge  or  whether  it  be  in  the 
regulation  as  to  the  running  of  the  trains,  or  anything  of  that  kind, 
that  exists  in  this  country.  In  all  such  matters  there  is  absolute 
uniformity  throughout  the  German  Empire. 

I  was  asked  a  question  about  the  French  railways,  and  I  said  that 
the  French  method  was  so  elaborate  that  I  do  not  think  it  could  be 
transplanted  into  this  country.  I  was  not  attempting  to  suggest 
that  the  essential  idea  of  systems  occupying  exclusively  a  certain 
region  of  country  without  competition  could  not  be  transplanted. 
Of  course,  if  it  were  the  view  of  the  committee  that  that  would  be 
a  desirable  thing  in  America,  there  is  no  possible  reason  why  it 
should  not  be  recommended — why  the  French  system  should  not  be 
recommended.  What  I  did  mean  was  that  the  elaborate  system  of 
guaranty  of  revenues,  the  complicated  relationship  between  the 
State  and  the  railways  is  so  essentially  French,  and  so  essentially  an 
historical  growth  of  YO  years,  that  I  do  not  think  it  could  be  trans- 
planted. 

I  think  I  have  not  made  that  as  clear  as  I  ought  to  have  done,  so 
I  hope  you  will  forgive  me  for  that  explanation. 

Now,  I  got  this  morning  as  far  as  page  27  in  this  statement,  and 
we  had  just  got  to  where  I  was  raising  this  point  that  there  no  doubt 
is  a  temporary  position  in  the  United  States  where  private  enter- 
prise, that  has  always  been,  one  may  say,  in  advance  of  development 
for  the  greater  part  of  history,  has  almost  stopped.  One  knows  that 
there  are  hardly  any  new  railways  being  made. 

I  wanted  to  lay  stress  on  it  because  I  found  I  had  said  a  certain 
thing.  I  wrote  this  paper  more  than  six  months  ago  and  I  sug- 
gested that  the  difficulty  of  arrest  of  development  in  the  United 
States  had  been  simply  a  question  of  money ;  that  the  money  could 
not  be  got  because  it  did  not  pay,  and  I  suggested  that  if  the  rail- 
roads had  sufficient  income  there  was  plenty  of  enterprise  and  plenty 
of  capital  available,  if  the  capitalist  thought  it  was  a  good  thing  to 
put  his  money  into,  and  I  found  I  had  written  this  sentence : 

To  compare  it  [nationaliziition]  in  importance  with  tlie  alternative  of  allow- 
ing the  existing  companies  to  raise  their  rates  by  an  average  of  a  mill  per  ton, 
which  would  make  all  the  difference  between  poverty  and  affluence,  would  be 
almost  farcical. 
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And  this  afternoon  I  went  to  the  other  end  of  Pennsylvania  Ave- 
nue and  heard  a  case  before  the  Interstate  Commerce  Commission, 
and  it  just  shows  how  the  situation  in  railway  matters  changes.  On 
the  evidence  as  it  was  available  in  England  six  or  eight  months  ago, 
one  would  have  said  if  the  railways  got  an  extra  mill  per  ton  per  mile 
they  would  be  exceedingly  well  off.  The  situation  has  changed  so 
to-day  that  the  evidence  is  that  with  that  increase  they  would  just 
about  hold  their  own.  So  the  increase  that  I  then  thought  was  some- 
ing  that  would  make  them  rich  is  something  that,  under  the  extraor- 
dinary circumstances  developing  here  to-day  would  make  them, 
perhaps,  not  much  poorer  than  they  are  at  present. 

Well,  I  thought  six  or  eight  months  ago  that  the  position  in  the 
United  States,  the  sudden  arrest  of  development  through  private 
enterprise,  was  something  that  eventually  would  pass  off;  it  would 
be  settled  in  some  way  or  other ;  and  therefore  I  ventured  to  say  that 
the  argument  for  State  ownership,  either  in  England  or  the  United 
States,  must  rest  on  the  question  whether  on  the  whole  private  own- 
ership or  public  ownership  would  give  the  best  service,  taking  that 
in  its  widest  sense. 

There  was  a  distinguished  English  authority,  Sir  George  Gibb, 
who  put  forth  the  idea — I  happen  to  know  that  he  has  changed  his 
views  since — that  private  ownership  was  unquestionably  the  best 
in  the  earlier  stages  of  the  development.  Private  capital,  he  said,  takes 
risks  and  has  more  initiative,  generally,  than  you  would  expect  from 
Government  organizations.  But  after  you  have  passed  that  stage 
he  thought  it  was  arguable  which  would  do  best.  He  thought  there 
were  considerable  advantages  on  the  Government's  side  in  dealing 
with  an  existing  completed  system. 

I  tried  to  consider  it  on  that  basis,  and  the  first  thing  that  oc- 
curred to  me  was  the  question  of  capital.  Now,  there  is  one  point 
there  that  is  very  clear,  and  that  is  if  the  State  puts  this  money  in, 
builds  a  railroad  that  is  unprofitable,  the  State's  responsibility  is 
pledged;  the  State  for  all  time  has  to  make  up  out  of  taxation  the 
difference  between  the  net  income  of  the  railway  and  the  money  re- 
quired for  interest  on  the  bonds  ^with  which  it  has  been  built.  The 
private  railroad,  on  the  other  hand,  takes  its  chance.  If  private 
capitalists  build  a  railroad  and  it  turns  out  a  failure,  or  does  not 
pay,  or  does  not  pay  for  a  long  time,  the  capitalist  loses;  the  public 
does  not  lose.  The  public  as  a  whole  goes  scatheless,  the  particular 
capitalists  have  made  a  bad  investment,  and  that  is  the  end  of  it; 
and  that,  certainly  in  England,  and,  I  imagine,  in  America  also,  is 
quite  an  important  consideration.  Bad  bargains  are  left  in  the 
hands  of  the  people  who  made  them  and  do  not  invoke  the  responsi- 
bility of  the  State. 

There  is  no  question  that  in  England,  where  we  have  had  the  same 
process  that  you  have  here  of  large  companies  absorbing  small  com- 
panies—there is  no  question,  I  think,  that  as  a  rule  the  capital  of  the 
small  company,  which  is  generally  an  unprofitable  company  because 
it  has  only  second  or  third  class  districts  to  develop— the  capital  of 
the  small  company  is  nearly  always  written  down  before  it  is  as- 
sumed by  the  big  company,  and  that  is  done  at  the  expense  of  private 
enterprise,  and  not  at  the  expense  of  the  public.  I  know,  within  the 
last  few  years,  of  a  company  being  taken  over  in  England,  and 
some,  at  least,  of  its  bonds  were  paid  off  at  the  rate  of  1  per  cent  of 
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their  face  value — not  a  large  amount  of  capital,  but  a  large  reduc- 
tion in  capital.  Evidently  the  same  thing  must  have  happened 
here  in,  I  imagine,  a  very  considerable  percentage  of  cases.  About 
33  to  40  per  cent  of  the  total  share  capital  of  your  railroads  pay  no 
dividends.  No  doubt  a  considerable  proportion  of  that  share  capi- 
tal represents  what  were  formerly  bonds,  which  could  not  get  their 
interest  paid  as  bonds,  and  which  in  a  reorganization  were  written 
down  to  the  lower  standard  of  shares,  and  even  then  they  do  not 
get  their  interest. 

So,  I  think  that  is  one  point  that  should  be  borne  in  mind  in  discuss- 
ing the  question  of  private  versus  public  enterprise  from  the  viewpoint 
of  capital.  Now,  it  is  clear  that  public  enterprise  has  the  advantage 
that  it  can  raise  capital  cheaper.  That  is  one  of  the  common  argu- 
ments in  favor  of  state  ownership.  I  do  not  think  you  can  really 
judge  here — you  may  be  able  to  judge  in  a  year  or  two  when  you 
have  a  great  national  debt; — but  at  the  present  moment  your  na- 
tional debt  is  so  very  small  and  so  much  of  it  is  in  the  form  of 
bonds  that  have  a  special  value  for  banking  purposes  that  you  really 
can  not  compare  the  interest  on  your  public  debt  with  the  interest 
on  first-class  railway  bonds.  In  England  we  have  been  able  to  do  it 
always,  and  I  think  it  is  safe  to  say  that  the  difference  between  the 
rate  of  interest  on  first-class  railway  bonds  and  the  rate  of  interest 
on  Government  securities  is  certainly  not  more  than  one-half  of  1 
per  cent.  So  that  admittedly  there  is  an  advantage  on  the  public's 
side  in  the  cost  of  raising  the  necessary  capital  for  railway  enter- 
prise, but  I  believe  one-half  of  1  per  cent  represents  the  measure  of 
that  advantage.  Against  that  you  have  to  set  the  fact  that  private 
enterprise — I  think  it  will  be  almost  admitted  here;  it  certainly 
would  be  admitted  as  a  business  proposition  in  England — that  pri- 
vate capitalists  can  make  $100  go  farther  than  the  Government  will. 

Certainly  in  the  railway  world  that  belief  is  borne  out  by  the 
evidence. 

I  put  down  one  figure:  The  capital  cost  of  the  American  rail- 
ways— of  the  average  mile  of  American  railways — is  $66,500.  Now, 
in  New  South  Wales  and  Victoria,  with  railways  built  by  public 
enterprise,  the  capital  is,  in  the  one  case,  $77,000,  and,  in  the  other, 
$65,000 — nearly  $66,000 — practically  the  same  as  the  United  States. 
No 'doubt  there  are  very  few,  if  any,  railroads  in  the  Australian 
colonies  that  are  as  cheaply  built  as  some  of  your  lines.  They  were 
mainly  built  by  English  engineers  or  engineers  with  English  train- 
ing, and  we  have  a  reputation  for  building  very  permanently.  I 
imagine  that  you  would  find  in  the  United  States  many  railroads 
that  were  built  prettv  cheaply,  and  I  doubt  if  you  would  find  many 
in  the  Austrialian  colonies  that  were  built  equally  lightl}^— I  mean 
inexpensive  in  method  of  construction.  But  it  almost  seems  to  go 
without  saying  that  the  average  railroad  in  the  United  States  is  a 
more  elaborate  article  than  the  average  railroad  in  places  where 
there  is  very  much  less  traffic.  Certainly  there  must  be  a  very  much 
larger  amount  of  equipment  in  America.  I  mean  to  say,  if  you 
take  a  line  like  the  Pennsylvania,  the  New  York  Central,  or  the 
Baltimore  &  Ohio,  and  lines  of  that  kind,  and  the  trunk  lines  all 
across  the  continent— they  are  built  up  to  standard— that  there  can 
be  no  comparison  with  in  Australia ;  and  yet,  the  two  principal  colonies 
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in  Australia — and  they  are  the  only  ones  that  can  be  fairly  com- 
pared, because  they  are  the  only  full-gauge  railroads — the  principal 
colonies  have  a  capital  cost,  the  one  as  high  as  the  United  States 
and  the  other  about  16  per  cent  higher. 

Certainly  I  think  any  engineer  would  admit  that  the  United 
States  had  got  an  extraordinarily  large  amount  of  value  for  their 
money  in  the  railroads,  taking  into  consideration  the  fact  that  they 
are  only  capitalized  at  $66,000  a  mile.  So  that  I  suggest  that  the 
evidence  would  seem  to  be  that,  though  the  railroads  under  public 
management  can  get  their  money  cheaper,  on  the  other  hand,  they 
do  not  make  it  go  as  far,  and  you  can  set  off  one  against  the  other. 
But  the  real  question  is  not  one  of  cost,  to  begin  with ;  it  is  a  ques- 
tion of  whether  the  public  gets  better  service,  on  the  whole,  under 
the  one  system  or  the  other.  Now,  I  have  pointed  out  how  impos- 
sible it  is  to  judge  merely  from  rates.  For  example,  you  pay  2  cents 
a  mile  or  2^  or  2^  cents  in  the  United  States  to  carry  a  passenger. 
In  India  they  carry  a  man  .5  miles  for  a  penny.  Now.  admittedly, 
the  Indian  traffic,  at  that  rate,  is  exceedingly  profitable.  It  pays  the 
railroads  handsomely  to  carry  passengers  5  miles  for  2  cents,  and  yet 
the  Interstate  Commerce  Commission  says  that  your  passenger  rates 
are  not  high  enough,  because  they  are  not  profitable.  Of  course  the 
Indian  conditions  are  so  absolutely  different  that  it  is  absurd  to 
attempt  to  compare  them.  For  instance,  the  Bengali  goes  to  the 
railway  station ;  he  knows  nothing  about  a  time  table,  and  he  simply 
squats  down  until  the  next  train  comes  along,  which  is  very  likely 
to  be  six  or  eight  hours  hence,  and  he  cooks  his  food  on  the  platform 
and  patiently  waits  for  the  train  to  come  along;  and  when  he  gets 
on  to  the  train  he  is  perfectly  contented  to  be  packed  in  like  a  sardine, 
and  he  does  not  expect  anj'thing  except  that;  and  the  average  train 
carries  something  over  500  passengers.  So  in  a  great  many  ways 
the  conditions  are  not  at  all  comparable.  But  if  you  take  the  coun- 
tries where  you  really  can  make  a  comparison  you  can  get  figures 
something  like  this :  In  the  United  States  the  freight  rate  is  a  little 
less  than  three-quarters  of  a  cent  a  ton-mile.  You  get  1.37  cents  in 
Germany,  and  you  get  1.3  cents  in  France — not  very  far  from  double 
the  American  rate.  Now,  in  western  Europe  that  is  practically  as 
low  as  anything  except  Belgium,  and  Belgium  is  1.13  cents.  So  from 
the  point  of  view  of  freight  rates  there  is  no  comparison  between  the 
price  at  which  freight  is  carried  in  the  United  States  and  the  prices 
at  which  it  is  carried  abroad. 

The  nearest  approach  to  a  fair  comparison  with  the  United  States 
isj  clearly,  in  Prussia.  Prussia  has  had  exceptional  advantages. 
The  Prussian  population  has  increased  very  greatly  since  1880, 
which  you  may  say  was  the  time  when  the  railways  were  all  prac- 
tically in  the  hands  of  the  Government.  The  population  has  in- 
creased 60  per  cent,  and  the  town  population,  which  is  really  the 
population  which  produces  most  of  tlie  traffic,  has  increased  more 
than  that.  The  output  of  coal — I  am  dealing  with  the  Prussian 
railways,  and  practically  all  the  coal  and  iron  is  in  Prussia — the 
output  of  coal  has  increased  from  under  60,000,000  tons  to  over 
250,000,000  tons,  and  the  output  of  steel  has  increased  from  under 
1,000,000  tons  to  over  17,000,000  tons;  so  that  they  have  had  very 
great  advantages.    Now,  there  was  a  paper  read  in  London  in  1911 
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by  Prof.  Schumacher,  of  Bonn,  with  the  quite  deliberate  intention 
oi  showing  how  well  the  Prussian  railways  had  done,  and  he  gives 
this  as  an  instance  of  what  they  have  done : 

In  the  case  of  goods  sent  In  bulk,  the  freight  for  long  distances  is  as  low 
as  0.8  pfennigs  per  ton-kilometer. 

That  is,  roughly,  0.35  cent  per  ton  mile,  which  is  very  far  from 
being  a  startlingly  low  rate  in  America,  seeing  that  the  average 
rate  for  coal  last  year  on  the  Chesapeake  &  Ohio  Eailroad  was  only 
0.304  cent,  while  for  all  traffic — high  class  as  well  as  bulk  freight, 
short  distance  as  well  as  long  distance — it  was  only  0.38  cent  per  ton 
per  mile.  Then,  Prof.  Schumacher  says  another  thing :  "  The  re- 
ceipts amounted  in  1880  and  1909  to  4.14  and  3.54  pfennigs  per  ton- 
kilometer  respectively,"  which  means  1.65  and  1.41  cents  per  ton-mile. 
That  is  a  reduction  in  29  years  of  15  per  cent.  I  could  npt  find  the 
corresponding  American  figure  for  1880.  I  could  not  find  it  for  all 
the  United  States  until  the  year  1882,  but  that  does  very  well  for  a 
comparison  with  1880.  1  find  that  the  United  States  started  in 
1882  with  a  rate  of  1.23  cents  as  against  a  Prussian  rate  of  1.65,  and 
'in  1909  the  Prussian  rate  had  gone  down  to  1.41  and  the  American 
rate  had  gone  down  to  0.763.  So  that  the  American  rate  started  at 
the  beginning  of  the  period  25  per  cent  below  the  Prussian  rate; 
and  it  fell,  in  the  course  of  29  years,  not  15  per  cent  but  nearly 
40  per  cent. 

I  remember,  sir.  the  first  time  I  ever  ca'me  to  America,  which  is 
now  getting  on  to  30  years  ago;  and  1  remember  seeing,  what  you 
can  still  see  in  England — little  four-wheeled  coal  cars  carrying  about 
8  tons — and  England  has  not  a  chance  to  modernize,  because  Eng- 
land can  not  in  very  many  places  introduce  the  big  American  cars 
and  the  big  American  engines.  In  order  to  do  that  they  would 
have  to  rebuild  all  our  railways;  but  Prussia  can  do  it  as  easily  as 
the  United  States  couM  do  it.  They  run  over  flat  country  with  very 
few  bridges  and  no  tunnels  and  no  high  station  platforms;  and  the 
Prussians,  as  far  as  one  can  see,  might  well  have  copied  the  Amer- 
ican principles  and  have  gone  to  bigger  and  bigger  cars  and  bigger 
and  bigger  engines  and  bigger  and  bigger  trains.  That  is  really  the 
reason  why  the  American  rates  have  dropped,  as  I  have  shown,  40 
per  cent,  while  the  Prussians  have  been'  obliged  to  keep  them  up, 
because  they  have  remained  under  their  old  methods  of  doing  their 
work  with  the  same  type  of  equipment  that  you  see  all  over  the 
Continent  of  Europe. 

Now,  there  is  another  point:  It  is  quite  true,  Prof.  Schumacher 
points  'out,  that  between  1890  and  1909  the  rates  did  fall  15  per 
cent,  but  the  fact  is  that  for  the  last  years  of  that  period  they  really 
did  not  fall  at  all— they  remained  practically  stationary.  Writing, 
I  think,  in  1912,  Monsieur  Colson,  the  great  French  authority,  says : 
"  The  Germans  no  longer  make  any  serious  freight-rate  reductions. 
Within  the  last  10  years  the  average  rate  per  ton-kilometer  has 
oscillated  between  1.37  and  1.34."  There  is  really  no  reduction 
worth  talking  about,  and  what  reduction  there  has  been  has  been  due 
not  to  the  fact  that  the  rates  for  coal,  or  the  rates  for  cotton  cloth, 
or  the  rates  for  any  special  commodity  have  been  decreased,  but 
rather  to  the  fact  that  the  proportion  of  coal,  taking  the  lowest  rate, 
as  compared  with  the  proportion  of  merchandise  traffic,  taking  the 
100637— PT  12—17 3 
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higher  rates,  has  increased.  There  is  no  question  of  this,  that  the 
Prussian  railway  rates  have  been  maintained  more  stationary  than 
on  almost  any  other  railway,  I  should  imagine,  in  the  world;  cer- 
tainly more  than  on  all  the  important  private  railroads. 

France,  for  instance,  in  the  same  10  years  during  which  the  Prus- 
sian rates  remained  practically  stationary,  reduced  their  freight  rates 
11  per  cent.  It  should  be  added,  in  fairness,  that  the  Prussian  pas- 
senger fares  have  on  the  average  rate  gone  down  9  per  cent  in  the  10 
years;  whereas  the  French  passenger  fares  have  only  gone  down  5 
per  cent.  But  on  the  freight  rates  which,  of  course,  are  immensely 
more  important  to  the  development  of  the  country  than  the  passenger 
rates,  there  has  been  a  quite  considerable  reduction  in  France,  and 
you  may  say,  no  reduction  worth  talking  of  in  Germany  for  a  good 
many  years.  France  and  Prussia  are  quite  comparable  countries. 
But  France  from  a  railway  point  of  view  has  the  worst  of  it  in  almost 
everj?  respect.  For  example,  if  you  take  the  different  points  that 
make  a  railway  operation  cheap  or  dear,  France  is,  by  no  means,  a 
flat  country;  large  parts  of  France  are  very  hilly,  and  quite  a  con- 
siderable proportion  is  mountainous.  Whereas  Prussia  is  almost  as 
flat  as  any  country — as  flat  as  the  Mississippi  Valley.  Coal  in  France 
is  comparatively  dear,  and  in  Germanj^  very  much  cheaper;  and  so 
is  steel. 

There  is  a  much  greater  amount  of  traffic  on  every  mile  of  railway 
in  Germany  than  there  is  in  France.  Those  are  all  very  distinct 
advantages  in  Germany,  in  a  comparison  with  France.  But  France 
has  one  advantage  which  should  be  set  off.  In  France  the  haul  is 
somewhat  longer — and  the  longer  the  haul  the  cheaper  you  can 
afford  to  make  the  rates,  other  things  being  equal.  But  broadly 
spealdng,  from  the  point  of  view  of  operating  cost,  there  can  be  no 
question  that  France  is  a  more  expensive  country  to  operate  in  than 
Germany.  Of  course  operating  ratio  proves  nothing  unless  you 
know  what  the  rates  are.  The  average  French  passenger  rates 'are 
higher  than  those  in  Prussia,  that  there  is  a  difference  of  12  per 
cent.  But  the  German  rates  are  lower,  because  the  Germans  have 
what  they  call  a  "  fourth  class."  As  you  know,  in  Europe  every- 
where there  are  three  classes,  but  in  Germany  there  are  four  classes, 
and  the  fourth  class  consists  of  a  vehicle  in  which  there  are  sometimes 
a  certain  number  of  seats  and  sometimes  none.  You  are  not  guar- 
anteed a  seat  and,  if  the  carriage  is  at  all  full  you  do  not  get  it  and 
you  either  stand  or  sit  on  your  bundle  that  you  have  brought  in 
with  you.  Now,  France  gives  no  accommodation  as  bad  as  that,  and 
therefore  the  German  passenger  rate — about  30  per  cent  of  the  total 
of  German  travel  travels  in  that  fourth  class — is  naturally  lower. 
The  French  rate  is  slightly  lower,  however,  both  for  general  freight 
and  also  for  coal,  so  that  given  the  great  physical  advantages  in 
operation  which  I  have  mentioned  you  would  expect  to  find  that  the 
Germans  are  able  to  operate  at  a  loAver  ratio  than  the  French.  But 
the  facts  are  the  other  way. 
I  will  read  it  in  the  terrns  of  M.  Colson : 

From  the  combined  effect  of  all  these  causes  if  the  operating  ratio  in  France 
were  10  or  15  per  cent  higher  than  in  Germany  it  would  not  imply  inferior 
operating  ability.  But,  in  fact,  the  difference  is  in  the  opposite  direction.  If 
our  companies  worked  as  expensively  as  the  German  State  railways  they 
would  spend  from  twenty  to  forty  million  dollars  more  than  thev  do  ner 
annum.  ^ 
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And  then  he  gives  the  operating  ratio.  In  the  year  1900  France 
operated  at  54  per  cent  and  Prussia  at  62.  In  1910  France  had  gone 
up  to  60  and  Prussia  had  gone  up  to  67.  And  then,  after  that— it  is 
rather  interesting,  this  point— in  1911  France  was  62^  and  Prussia 
was  65.  In  1912  France  was  63  and  Prussia  was  66,  and  in  1913 
the  figures  were  the  same— France  63  and  Prussia  66.  You  will 
observe  that  the  difference  has  decreased;  it  began  8  points  differ- 
ence, but  it  dropped  to  3  points,  and  the  main  reason  why  it  dropped 
to  3  points  is  that  in  the  last  three  years  they  have  included  in  the 
French  figures  the  French  State  railways;  and,  as  I  told  the  com- 
mittee this  morning,  when  the  French  States  took  over  the  Western 
of  France  Railway  the  ratio  of  operation  went  iip  from  67.8  per 
cent  to  89  per  cent,  and  that  upset  the  French  average,  so  the  reason 
v?hy  the  French  operating  efficiency  does  not  appear  as  much  supe- 
rior to  that  of  the  Prussian  railways  in  recent  years  as  in  former 
years  is  that  the  French  State  has  come  in  and  spoiled  the  average 
of  the  private  companies. 

Of  course,  it  is  a  very  difficult  thing  to  make  a  comparison  be- 
tween one  country  and  another;  it  is,  obviously,  not  on  all  fours  all 
the  way  through,  because  there  are  many  differences  between  one 
country  and  another,  and  such  comparisons  ought  not  to  be  pressed 
too_  far.  But  it  seems  to  me  it  is  fair  to  take  New  South  Wales, 
which  is  the  largest  settled  area — although  not  really  the  largest 
area — and  the  oldest  and  most  populous  of  the  Australian  States,  and 
compare  it  with  the  State  of  Texas.  Now,  I  have  taken  those  two 
and  compared  them.  The  whole  population  of  Australia  is  only 
5,000,000  inhabitants,  and  though  it  is  as  big  as  the  United  States,  of 
course,  it  would  be  absurd  to  make  a  comparison  on  the  mere  ques- 
tion of  the  number  of  square  miles,  but  New  South  Wales  compares 
fairly  well  with  Texas.  New  South  Wales  has  310,000  square  miles, 
and  Texas  has  262,000.  I  have  taken  the  population  in  both  cases 
from  the  census  of  1910,  and  Texas  has  a  population  of  3,900,000, 
while  New  South  Wales  has  1,660,000.  New  South  Wales  is  not  in- 
creasing as  rapidly. 

In  10  years  it  only  increased  21  per  cent,  whereas,  in  the  same 
period,  the  population  of  Texas  increased  28  per  cent.  There  is  a 
very  great  difference  in  the  fact  that  nearly  half  the  population  of 
New  South  Wales— 621,000  out  of  1,650,000— live  in  the  capital  city 
alone.  Texas  has  four  or  five  good  big  towns,  but  the  biggest  town 
in  1910  had  not  reached  100,000  people.  But  it  is  fair  to  believe  that 
one  reason  why  the  Texas  population  spreads  and  why  the  popula- 
tion of  New  South  Wales  is  concentrated  in  a  small  area  around 
the  capital  is  because  the  Texas  rates  make  it  possible  to  send  traffic 
a  much  longer  distance.  The  new  South  Wales  Government  have 
furnished  for  the  population  of  New  South  Wales  4,000  miles  of 
railway,  while  the  private  companies  have  furnished  for  Texas 
15  000  miles.  That  gives  a  ratio  of  a  mile  of  line  for  259  inhabitants 
in  Texas  and  a  mile  of  line  for  412  inhabitants  in  New  South  Wales. 
If  you  take  a  comparison  of  the  rates,  the  average  rate  in  Texas 
per  ton-mile  was  just  under  1  cent.  In  1915  it  was  .995.  The  average 
rate  for  freight  in  New  South  Wales  was  2.2  cents — a  good  deal 

more  than  double.  ■-,,■,..-, 

On  the  other  hand,  it  should  be  recognized  that  the  passenger 
fare  is  a  great  deal  lower  in  New  South  Wales.    It  is  1.15  cents  per 
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mile,  as  against  2.42  cents  in  Texas,  less  than  half.  That  is  caused 
by  the  fact,  as  I  said,  that  half  the  population  lives  around  Sydney 
and  its  suburbs,  and  everybody  goes  backward  and  forward  by 
train,  and  the  commuters  get  low  rates;  but  of  course  the  Govern- 
ment should  get  the  credit  for  the  fact  that  they  do  charge  low  pas- 
senger rates.  If  you  put  the  two  together  and  count  a  passenger 
hauled  a  mile  or  a  ton  of  freight  hauled  a  mile,  each  as  one  traffic 
unit,  as  is  not  infrequently  done  when  one  wants  to  make  a  com- 
parison, you  find  that  in  Texas  the  railways  carried  8,367,000,000 
traffic  units — passenger  miles  and  ton-miles  added  together — whereas, 
in  New  South  Wales  they  carried  2,148,000,000.  Eoughly  speaking, 
the  Texan  railways  did  for  the  public — which,  as  you  will  observe, 
was  rather  more  than  double  in  population — four  times  as  much 
work  as  was  done  for  the  New  South  Wales  public  by  the  Govern- 
jnent  railways.  If  you  put  together  a  passenger  and  a  ton,  and  con- 
sider them  as  a  traffic  unit,  the  charges  made  were,  in  Texas,  1.17 
cents,  and  in  New  South  Wales  1.60  cents,  which  is  nearly  half  as 
much  again.  As  the  result  of  their  high  rates,  the  New  South  Wales 
railways  earned  $9,140  per  mile  of  road  per  annum.  As  the  result 
of  their  low  rates,  the  Texan  railways  earned  only  $6,592.  But, 
thanks  to  superior  efficiency  of  management,  the  Texan  railways 
spent  much  less  to  carry  each  unit  of  traffic.  Per  unit,  the  Texan 
railways  spent  .935  cents ;  the  New  South  Wales  railways  spent  1.115 
cents.  In  other  words,  had  the  Texan  railways  operated  as  expen- 
sively as  the  New  South  Wales  railways,  they  would  have  had  prac- 
tically no  net  revenue  at  all. 

Now,  I  think  that  is  a  fair  illustration  of  what  I  was  suggesting, 
that  the  fact  of  being  able  to  get  capital  with  great  ease  for  a  public 
undertaking  does  not  carry  j'ou  verj'  far,  because,  clearly,  the  Gov- 
ernment could  rai^e  at  any  moment  all  the  money  the}'  thought  it 
necessary  to  raise  and  at  low  terms  of  interest.  The  Texan  railways, 
1  am  afraid,  are  not  in  a  position  where  they  could  raise  all  the 
money  they  would  desire  in  order  to  improve  their  service ;  yet  they 
have  managed  to  get  along  and  to  give  the  public  a  better  service  at  a 
lower  rate  than  the  New  South  Wales  railways  have  been  able  to  do. 
Of  course,  I  do  not  wish  to  press  the  comparison  too  far  oh  the  com- 
mittee. I  only  say  that  in  trying  to  think  what  was  a  fairly  rea- 
sonable comparison  with  the  United  States  I  thought  that  taking  a 
district  of  the  United  States  like  Texas  and  comparing  it  with  the 
best  instance  that  Australia  has  to  show  was  as  fair  a  comparison 
as  could  be  made  between  two  countries,  and  it  certainly  does  not 
help  the  claim  that  State  ownership  produces  superior  results. 

Leaving  that  point  you  come  to  the  question  which  I  suggested  to 
the  committee  this  morning,  and  which  I  will  not  enlarge  upon.  The 
Prussians  claimed  that  private  railways — by  which,  I  think,  they 
meant  their  OAvn  railways,  as  they  then  were,  and  it  may  have  been 
true — opposed  desirable  improvements.  The  undoubted  fact  is  that 
every  important  improvement  in  railway  working,  as  far  as  I  know, 
from  the  days  when  locomotives  first  started  to  run  on  the  rails  in 
the  United  States  and  the  United  Kingdom  down  to  the  modern 
improvement  in  the  air  brake,  or  whatever  it  is,  has  come  from 
private  enterprise.  Whatever  you  go  into — automatic  brakes  or 
block  signals,  or  what  not,  have  practically  all  come  from  the  private 
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^^^^'^j'ys-  It  does  seem  that  that  is  rather  a  significant  fact,  because 
nobody  can  question  that  the  German  people  have  taught  the  world 
a  great  deal.  German  manufacturers,  German  merchants,  German 
bankers  have  really  taught  the  world  a  great  deal,  and  nobody  can 
doubt  that.  But  as  far  as  I  know  the  German  railway  official  has 
taught  the  world  nothing.  As  I  stated  this  morning,  the  only  thing 
that  anybody  could  suggest  to  me  that  was  really  worth  mentioning 
was  the  locomotive  superheater,  and  as  far  as  I  can  make  out  the 
inventor  of  that  was  not  a  German  but  an  Austrian,  though  he  was 
named  Schmidt. 

We  have  no  experience  of  State  ownership  of  railways  in  England. 
We  have  a  good  deal  of  experience  in  State  ownership  of  telegraph 
and  telephones.  And  I  think  our  evidence  tends  in  the  same  direc- 
tion in  that  connection.  However,  I  am  not  going  to  trouble  you 
with  that  at  length,  because  it  is  rather  a  side  subject.  But  I  would 
]ust  like  to  give  these  instances  very  briefly. 

Fifty  years  ago  the  English  Government  acquired  the  telegraphs. 
Three  official  estimates  of  the  cost  of  acquisition  were  put  forward. 
The  first  was  for  $11,679,600,  the  second  was  for  $29,199,000,  and  the 
third  was  for  $32,848,875.  According  to  the  official  figures,  the  capi- 
tal account  was  finally  closed  with  a  total  expenditure  of  $52,887,289. 
On  the  basis  of  the  $29,199,000  capital  cost,  the  post  office  estimated  to 
obtain  an  annual  net  revenue  of  $987,900.  The  fact  has  been  that,  on 
the  average  of  the  last  10  years,  there  has  been  a  loss  of  more  than 
$4,866,500  per  annum. 

That  is  our  record  of  the  telegraphs.  They  give  quite  good  service, 
I  admit.  I  do  not  think  anybody  will  doubt  that  we  get  very  good 
service  in  England,  but  that  is  their  financial  record.  They  started 
with  an  estimate  of  $11,000,000;  they  arrived  at  an  expenditure  of 
$52,000,000;  they  estimated  their  profit  as  $1,000,000  per  annum, 
and  end  with  a  loss  of  $4,500,000  per  annum. 

The  telegraphs  were  acquired  under  two  acts  of  Parliament  in  the 
years  1868  and  1869,  which  gave  the  Government  a  monopoly  of  the 
telegraph  business.  I  do  not  remember  the  exact  form  in  which  it 
was  expressed.  This  was  many  years  before  the  telephone  was  in- 
vented. 

When  the  telephone  came  into  existence  it  was  introduced  by  a  pri- 
vate company  and  gradually  began  to  take  hold.  The  Government 
did  nothing  for  some  time.  They  then  came  to  the  conclusion  that  it 
was  a  dangerous  rival  to  the  post  office  monopoly.  They  took  a  case 
and  fought  it  through  every  court  up  to  the  House  of  Lords,  which  is 
our  supreme  court  of  appeal,  and  in  the  House  of  Lords  it  was  de- 
cided that  the  words  of  the  act  passed  before  the  telephones  were  in- 
vented did  give  the  Government  a  monopoly  of  the  telephone  business 
also.  Thereupon  the  Government  put  on  a  tax;  they  left  the  tele- 
phone company  in  business,  but  they  took  from  it  10  per  cent  of  its 
gross  receipts,  which  they  added  to  the  profits  of  the  post  office,  and 
in  various  other  ways  that  I  will  not  detain  the  committee  by  speci- 
fying, they  handicapped  very  much  the  development  of  the  telephone 
company.  It  developed  under  considerable  difficulties,  but  it  did 
manage  to  get  along  fairly,  and  it  did  pay  a  dividend  that  I  think 
averaged  about  6  per  cent  until  its  concession  expired  in  1911  and  the 
Government  took  it  over.    They  have  already  succeeded  in  reducing 
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a  company  with  a  dividend  of  6  per  cent  per  annum  to  an  annual 
deficit. 

Of  course,  1911  was  only  a  short  time  before  the  war.  It  is  diffi- 
cult now  to  secure  any  statistics.  But  it  is  admitted  that  a  system 
that  was  working  at  a  profit  is  now  showing  an  annual  loss.  Then, 
I  have  dealt  also  with  the  question  of  what  has  happened  to  elec- 
tric enterprises  in  England.  The  electrical  developments  in  Eng- 
land have  been  very  largely  in  the  hands  of  municipal  corporations, 
and  the  municipal  corporations  already  owned  their  gas  works,  and 
they  began  by  fighting  electric  development  on  the  ground  it  would 
injure  their  gas  trade.  When  it  was  impossible  to  stop  electricity, 
they  undertook  to  do  it  themselves  and  thereby  keep  out  private 
enterprises.  They  obtained  acts  of  Parliament  authorizing  them  to 
give  service  in  the  district,  and,  having  obtained  the  act  of  Parlia- 
ment— of  course  I  am  generalizing ;  I  am  not  attempting  to  say  that 
every  corporation  did  this,  but  it  was  the  very  common  policy^hav- 
ing  obtained  the  act  of  Parliament  authorizing  them  to  supply  their 
district,  they  did. nothing.  They  had  obtained  a  monopoly  of  the 
district  and  they  would  not  let  anybody  else  in.  And  that  has  been 
the  policy  almost  up  to  the  present  day ;  in  fact,  it  still  is  the  policy. 

Big  enterprises  supplying  electricity  on  a  large  scale  and  dis- 
tributing it  from  the  center,  where  power  could  be  generated  in 
wholesale  quantities  cheaply,  naturally  come  in  the  neighborhood 
of  the  large  towns,  and  the  large  towns,  almost  without  exception, 
have  said,  "  No ;  we  will  not  admit  this  company  competition  inside 
the  area  which  has  been  given  to  us  to  serve  by  Parliament,"  and 
the  result  is  the  consumer  of  electricity  in  England  at  the  present 
moment  is  immensely  handicapped,  because  he  can  not  get  it  in 
such  quantities  or  at  anything  like  the  price  he  can  get  it,  for  in- 
stance, in  Germany  or  in  the  United  States. 

The  Vice  Chairman.  Did  you  make  clear  to  the  committee,  or  did 
you  intend  to  emphasize,  the  relation  between  the  time  of  the  present 
war  and  the  time  in  which  the  Government  sustained  those  losses  on 
the  telegraph  and  telephone  companies  and  what  effect  the  war  had 
on  them  ? 

Mr.  AcwoETH.  I  may  say,  sir,  that  I  have  not  got  here  what  year 
that  10  years  went  down  to,  but  I  think  I  can  safely  say  that  if  it 
includes  one  year  of  war  that  is  sure  to  be  all  of  it ;  it  is  an  average 
of  10  years,  and  it  can  not  include,  I  feel  certain,  more  than  one  year 
of  war. 

It  is  impossible  that  1916  could  have  been  included,  and  I  very 
much  doubt  that  1915  could  have  been  included.  Practically  all  our 
statistics  have  disappeared.  In  fact,  there  have  been  no  clerks  to 
compile  them.  Probably  the  last  year  of  the  10  years  was  1914.  I 
can  not  say  for  certain.  The  telephones  they  took  over  in  1911,  and 
certainly  before  the  war  they  had  already  succeeded  in  producing  a 
deficit. 

I  have  given  other  instances.  T  am  afraid  all  the  evidence  is  that 
in  England,  at  any  rate,  public  undertakings  do  not  show  the  same 
anxiety  to  develop  new  traffic  or  new  customers,  or  whatever  it  is, 
as  the  private  enterprises  do,  and  certainly  they  do  show  opposition 
to  modern  innovations.  The  municipality  wants  to  protect  its  gas 
Undertakings  against  electricity;  the  State  wishes  to  protect  its  own 
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telegraphs  against  its  rival's  telephones.    That  is  distinctly  the  evi- 
dence of  English  experience. 

Now,  if  I  might  give  an  instance  of  that,  of  the  general  proposition 
that  the  Government  official,  instead  of  endeavoring  to  adapt  himself 
to  the  public  requirements  tends  to  make  the  public  fit  what  he  thinks 
IS  desirable. 

I  think  once  more  Prussia  really  gives  a  very  good  instance.  In 
Prussia,  of  course,  it  is  exceedingly  profitable  to  the  railroad  to  get 
all  its  traffic  in  carloads  if  it  can,  but  it  is  not  always  convenient  to 
the  public  to  send  it  in  carloads.  The  Prussian  Government  practi- 
cally says  to  the  public,  "  You  shall  send  in  carload  quantities ;  we 
will  fine  you  so  heavily  if  you  do  not  that  we  will  practically  force 
you."  The  rate  for  any  ordinary  merchandise  article  is — I  will  leave 
out  figures ;  I  will  merely  put  it  this  way — articles  that  in  10-ton  lots 
pay  $4  per  ton,  if  sent  in  lots  of  one  or  two  tons  are  charged  at  the 
rate  of  $9  per  ton.  So  you  pay  two  and  one-quarter  times  more  if 
you  do  not  conform  to  the  Prussian  official's  idea  of  what  suits  him 
and  send  your  things  in  carload  lots. 

Now,  what  happens  to  the  public  is  this.  The  difference  of  rate 
is  so  enormous  that  there  has  sprung  up  in  Prussia  a  class  of  people 
called  Spediteurs  or  forwarders — something  like  your  express  com- 
pany, but  not  altogether — the  forwarder  recives  from  the  public  the 
stuff  in  small  quantities,  he  collects  it  together  until  he  has  a  car- 
load, and  then  he  forwards  it  at  the  carload  rate,  and  he  gives  the 
customer  some  portion  of  the  difference  between  the  sum  that  the 
customer  would  have  to  pay  if  he  sent  it  at  the  small-package  rate 
and  the  carload  rate.  But  it  works  out  in  this  curious  way.  It  is, 
of  course,  only  in  large  places  that  you  can  make  up  sufficient  parcels 
to  make  up  a  carload,  and  what  happens  is  this:  If  you  lived  at  a 
station  10  miles  on  the  New  York  side  of  Washington  and  you 
handed  your  parcel,  say,  five  hundredweight  of  stuff,  to  the  Spediteur, 
he  would  send  it  in  to  Washington  as  a  parcel,  and  at  Washington 
he  would  make  up  a  carload,  and  suppose  you  want  it  delivered  at 
a  station  in  New  Jersey  a  dozen  miles  this  side  of  New  York,  he 
would  send  it  to  Jersey  City ;  he  would  there  unload  his  carload,  and 
he  would  send  your  parcel  back  again  the  dozen  miles  once  more  at 
the  local  rate.  It  is  not  a  system,  clearly,  that  is  very  convenient  to 
the  public,  but  it  is  very  convenient  to  the  railways. 

Here  is  another  instance.  In  England  any  ordinary  trader  has 
only  to  say  to  the  company,  "  I  wish  to  be  allowed  to  open  a  ledger 
account."  If  he  is  a  respectable  person  there  is  no  question  of 
guaranties  or  anything  of  that  kind,  merely  he  gets  permission  to 
do  so.  Thereupon  all  his  traffic  for  a  month  is  entered,  and  at  the 
end  of  the  month  an  account  is  rendered  him  and  he  is  expected  to 
pay  it  within  the  next  month,  so  that  he  practically  gets  a  six  weeks' 
credit.  If  he  does  not  pay  at  the  end  of  the  month's  grace  he  is 
written  to,  and  he  can  put  it  off  a  week  or  two  longer  without  very 
much  difficulty  beyond  that. 

Here  is  the  Prussian  regulation : 

In  Prussia  a  shipper  can  open  a  montlily  account,  provided  his  average  freight 
navments  amount  to  not  less  than  $75  a  month,  and  provided  he  deposits  with 
the  railway  administration  cash  or  securities  equal  in  value  to  one  and  one-half 
times  his  average  monthly  account.  If  in  the  course  of  the  month  his  ship- 
ments reach  the  value  of  the  securities  deposited,  he  must  either  increase  his 
deposit  or  pay  prompt  cash  for  the  rest  of  the  month. 
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It  may  be  said  that  is  because  Prussia  is  Prussia  and  England  is 
England;  but  precisely  the  Prussian  regulations  are  the  regulations 
that  the  English  Government  makes  when  it  is  dealing  with  the  tele- 
phone customer.  We  pay  a  measured  rate  for  calls  and  we  have  to 
make  a  deposit  in  advance.  When  I  get  notice  that  my  deposit  is 
neariy  exhausted  I  must  pay  up  another  pound,  or  £2,  or  whatever 
it  is,"  and  at  the  end  of  that  time  Avhen  the  deposit  is  getting  ex- 
hausted I  must  pay  up  again.  I  must  always  keep  a  balance,  and  I 
have  loQown  cases  where  a  perfectly  respectable  householder  a  few 
shillings  in  arrears  finds  his  telephone  shut  oflf  because  he  has  neg- 
lected to  send  a  check.  You  get  exactly  the  same  treatment  from  the 
State  authority  in  England  on  telephones  that  the  State  authority 
gives  the  public  on  the  railways  in  Germany. 

Now,  sir,  I  suggest  that  the  evidence  is  very  definite.  I  am  sure  on 
this  point  the  evidence  runs  one  way — that  the  State  official  is  nomi- 
nally the  servant  of  the  public — and  you  might  be  entitled  to  expect; 
on  that  account  that  he  Avill  treat  the  Government  better  than  the  pri- 
vate person  who  has  to  serve  his  shareholders.  I  am  quite  sure  the 
evidence  is  the  other  way — that  the  customer  is  better  treated  by  the 
private  railroad;  is  given  more  liberal  terms  in  many  ways  than 
the  customer  of  the  State  railroad. 

Xow,  you  come  to  the  question  of  the  management  of  the  railway 
itself.  The  railway  management  is  essentially  a  commercial  business. 
You  want  all  the  commercial  qualities  of  planning  ahead  and  being 
ready  to  take  up  any  new  technical  improvement,  and  desire  to  cut 
down  expenses  at  any  point,  and  things  of  that  kind.  And  he  has 
to  keep  his  work  going.  It  is  quite  clear  that  you  do  not  get  as 
prompt  service  from  public  officials.  I  do  not  know  what  it  is  in  this 
country,  but  it  is  a  matter  of  regular  knowledge  in  England  that  if 
one  writes  to  a  Government  department  it  takes  a  very  long  time  to 
get  an  answer ;  it  takes  a  week  to  get  an  acknowledgment  and  two  or 
three  weeks,  often,  to  get  any  real  answer.  If  you  write  to  a  railroad 
company  you  get  an  acknowledgment  by  return  of  post  and  an  answer 
in  two  or  three  days.  There  is  no  question  as  between  public  service, 
where  you  can  compare  them  in  England,  and  private  service.  There 
is  no  question  about  the  commercial  alacrity  of  one  as  compared  to 
the  other. 

Then,  I  think,  sirs,  Ave  come  back — I  can  not  help  believing  that 
the  evidence  is  strong  in  favor  of  the  better  service  of  private  enter- 
prises than  of  public  railways;  but,  coming  back,  the  question  is,  after 
all :  Are  there  such  abuses  in  private  ownership  that  State  ownership 
may  be  the  lesser  of  the  two  evils  ?  There  are  one  or  two  points  to  be 
dealt  with  under  this  head.  The  first  is  the  gxeat  power  of  private 
corporations. 

There  is  a  famous  saying  in  England  that  was  current  for  a  gen- 
eration ;  I  think  it  has  mostly  died  out  nowadays,  that  if  the  State 
does  not  own  the  railroads,  the  railroads  will  own  the  State.  I  do 
not  think  it  ever  had  much  foundation  intfact,  but  nowadays  the 
power  of  the  railroads  to  stand  against  the  State  can  not  be  argued. 
The  railroads  have  less  power  in  Parliament  than  a  vast  number 
of  interests  that  are  certainly  very  much  less  important  to  the  public. 
I  used  to  read  in  railroad  books  in  this  country  a  great  many  years 
ago  about  the  railway  barons.    J.  think  you  have  not  hereditary  rank 
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m  America,  and,  as  far  as  I  know,  the  railway  barons  have  not  left 

any  successors  nowadays. 

fii  there  is  another  thing.    Prussia  put  forward  the  point  that 

1?  T^^°^?  system  was  honeycombed  with  rebates.  I  do  not  know 
whether  it  was  true  in  Prussia ;  I  never  saw  the  evidence  for  it,  but 
it  is  quite  possible  it  existed.  But  it  has  no  connection  with  private 
railways  as  such.  I  never  heard  of  the  suggestion  that  there  had 
been  such  a  thing  as  a  rebate  on  the  French  railways.  In  England 
railways  began  in  days  before  "undue  preference"  had  been  ever 
heard  of,  and  I  imagine  in  the  very  early  days  railways  gave  con- 
cessions to  their  wholesale  customers,  as  the  carrier  by  cart  and  stage 
coach  had  been  accustomed  to  do  before,  and  nobody  thought  any- 
thing about  it.  But  it  early  was  recognized  as  an  abuse,  and  in  1854 
we  enacted  what  is  known  as  the  traffic  act  of  1854,  equivalent  to  your 
own  interstate  commerce  act  of  1887;  your  interstate  commerce  act 
almost  reenacted  our  words,  "  That  no  one  shall  give  any  undue  pref- 
erence or  advantage  to  any  person,  or  any  description  of  traffic." 
That  was  enacted  in  England  in  1854,  and  since  then  there  has  been 
really  no  suggestion  in  England  that  rebates  had  existed. 

I  would  not  say  that  cases  have  not  been  found  where  the  rates  at 
one  station  were  out  of  proportion  to  the  rates  at  another  station, 
but  anything  of  the  nature  of  private  favoritism  is  dead,  and  nobody 
doubts  that  it  is  dead.  As  long  ago  as  1882  there  was  a  very  search- 
ing inquiry  into  railway  conditions  in  England  by  a  House  of  Com- 
mons committee,  and  they  reported  that  nobody  had  given  evidence 
of  anything  of  the  kind.  Of  course  your  rebates  went  down  very 
much  later  in  history  than  ours,  but  I  do  not  suppose  anybody  be- 
lieves they  exist  to-day  in  the  United  States.  So  I  think  that  point 
goes. 

Then,  there  had  been  smaller  ways  of  giving  favors.  It  used  to 
be  said  in  England  that  a  railroad  that  wanted  to  encourge  an  im- 
portant customer  was  not  too  particular  in  investigating  his  claims 
for  loss  and  damage,  but  20  years  ago  we  stopped  that  because  we  made 
a  joint  committee  of  all  the  railways  concerned  to  investigate  each 
claim,  and  that  very  small  leakage  has  gone  altogether,  so  I  think 
really  the  points  that  have  been  very  often  made  in  the  literature  of 
the  subject,  that  the  railroads  exercise  undue  political  power,  and 
that  the  railroads  give  unfair  advantages  to  certain  customers,  cer- 
tainly have  no  application  to  the  United  Kingdom ;  certainly  have  no 
application  to  France.  The  committee  know  much  better  than  I 
how  far  they  are  applicable  to  the  United  States. 

Now,  if  you  accept  the  position  that  the  State  is  not  likely  to  build 
cheaper — it  will  get  money  a  little  cheaper,  but  will  spend  more  of 

it if  it  does  not  operate  cheaper,  the  argument  that  it  can  afford 

to  serve  the  public  better  goes.  And  history  entirely  justifies  this 
theoretical  conclusion.  The  only  State  railways  in  the  world  that 
are  worth  mentioning  as  seriously  profitable  are  the  State  railways 
of  Prussia.  As  I  say,  that  comes  from  the  fact  that  Prussia  bought 
at  the  best  possible  time,  in  the  very  serious  depression  that  suc- 
ceeded the  boom  after  the  war  of  1870.  After  the  war  there  was  a 
tremendous  boom,  followed  by  great  reaction  that  lasted  a  number 
of  years,  and  Prussia  bought  at  exactly  that  time,  and  since  then 
has  come  the  wonderful  development  of  Prussian  industries,  and 
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SO  Prussia  has  been  in  an  exceptionally  favorable  position,  and 
Prussia  does  earn  7  per  cent  on  the  whole  capital. 

The  railways  of  South  Africa  more  than  pay  their  way.  The 
railways  of  western  Australia,  I  believe,  do  a  little  more  than  pay 
their  way,  too.  I  do  not  think  any  other  country  can  be  pointed  to 
where  State  railways  pay  their  way.  The  smaller  States  of  Ger- 
many, the  rest  of  the  States  of  Australasia,  pay  some  years  and 
come  to  the  taxpayer  for  a  deficit  in  other  years.  Italy,  as  I  men- 
tioned this  morning,  earns  two-fifth  of  1  per  cent  on  its  railroad 
capital;  Switzerland  just  about  makes  both  ends  meet;  Belgium 
just  about  makes  both  ends  meet,  and  so  on.  It  is  quite  certain 
nobody  could  argue  for  State  railways  on  the  ground  that  wherever 
they  have  been  put  down  they  are  a  profitable  proposition.  The 
case  is  very  much  the  other  way;  that  almost  in  every  case  where 
there  are  State-owned  railways  they  are  a  burden  to  the  taxpayer. 

Of  course  it  is  fair  to  say  what  may  be  the  natural  answer  to  that, 
that  it  is  just  because  they  were  not  likely  to  pay  that  the  State 
has  been  obliged  to  build  them.  That  may  be  a  perfectly  fair  argu- 
ment; in  any  particular  case  that  may  be  a  perfectly  sufficient 
answer. 

The  Vice  Chairman.  We  understand  you  to  say  in  case  of  pres- 
sure that  the  cost  price  is  scaled,  and  they  are  acquired  at  a  lower 
price  than  the  cost,  which  is  the  reason  they  succeed  in  making  them 
profitable  ? 

Mr.  AcwoRTH.  Lower  than  the  original  cost  of  construction? 

The  Vice  Chairman.  Yes. 

Mr.  AcwoRTH.  I  do  not  think  I  could  answer  that.  I  never  saw 
it  work  out  as  a  complete  scheme.  Bismarck's  plan  had  relation  to  a 
certain  railway.  There  were  a  great  many  independent  private  rail- 
ways. There  was  a  certain  railway,  the  shares  stood  at  a  certain 
price  in  the  market — we  will  say  they  stood  at  80 — and  he  made  an 
offer  of  90  for  all  the  stock,  and  he  got  it.  Another  company  stood 
at  120,  and  he  made  an  offer  of  130,  and  he  got  them.  It  would  be 
almost  impossible  to  compare  the  total  cost  to  the  Government  of  the 
total  original  cost. 

The  Vice  Chairman.  I  just  wanted  to  understand — whether  the 
committee  did  or  not — whether  you  thought  that  one  elemental 
advantage  of  the  pressure  was  that  they  did  not  construct  them  but 
bought  them  cheaper  than  they  could  have  been  constructed  ? 

Mr.  AcwoRTH.  I  do  not  think  any  evidence  in  my  possession  would 
entitle  me  to  answer  that  yes.  It  may  have  been  so,  but  I  do  not 
know  it.  The  point  was,  however,  that  they  bought  at  the  bottom 
of  the  trough;  they  bought  cheaper  a  thing  that  was  going  to  de- 
velop to  an  extent,  but  nobody  then  appreciated;  I  think  that  is 
really  the  answer.    I  can  not  say  yes  or  no  to  the  other  question. 

Well,  there  is  another  claim  made — I  am  afraid  I  am  detaining 
the  committee  longer  than  I  thought  of  doing — there  is  another 
claim  that  State  management  is  mox^e  equitable.  There  is  no 
doubt  that  State  management  has  in  some  cases  built  lines  in  poor 
districts  that  private  enterprise  would  not  have  ventured  in.  That 
must  be  admitted.  But  the  evidence  is  also  that  the  reason  they 
go  in  poor  districts  is  not  necessarily  a  public  reason.  For  example, 
the  present  management  of  the  Victorian  Eailways  in  Australia 
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insist  upon  publishing  year  after  year  in  their  annual  accounts,  as  a 
warning  to  the  legislators  in  the  future,  a  list  of  seven  branches  with 
an  aggregate  length  of  46  miles  that  cost  about  $2,000,000,  at  various 
dates  between  1898  and  1904,  which  were  kept  open  for  a  good  many 
^^."^^^  <iuring  which  they  failed  to  earn  the  operating  expenses,  and 
which  have  subsequently  been  abandoned  and  the  rails  pulled  up. 

bo  it  is  quite  true  on  the  one  hand  that  public  enterprise  does  go 
to  districts  that  perhaps  ought  to  have  a  railway  where  private  enter- 
prise would  not  venture,  but  on  the  other  hand  public  enterprise  goes 
to  a  district  where  neither  public  nor  any  other  enterprise  ought  to  go 
on  their  merits. 

Now,  may  I  venture  to  speak  of  what  is  really  the  most  impor- 
tant problem  in  a  democratic  State,  such  as  the  United  States  or  the 
United  Kingdom. 

I  said  at  the  outset  that  Prussia  is  accepted  as  the  best  example  of 
State  ownership.  I  take  it  that  must  be  admitted.  I  ventured  to 
say  that  I  do  not  think  the  Prussian  administration  has  anything 
very  much  to  boast  of,  and  I  think  the  comparison  that  I  suggested — 
not  on  my  own  authority,  but  on  the  authority  of  Mr.  Colson,  one 
of  the  greatest  authorities  in  the  world  on  the  subject — the  com- 
parison that  I  made  between  France  and  Prussia,  until  it  is  an- 
swered is  pretty  good  evidence  that  Prussian  railways  are  not 
efficient  as  compared  with  the  private  railroads  in  France.  But  if 
the  Prussian  railways  were  fully  as  efficient  as  the  most  enthusiastic 
Prussian  claims  they  are  I  submit  that  it  is  no  evidence  that  rail- 
ways operated  by  a  State  constituted  as  the  United  States  or  the 
United  Kingdom,  where  Parliament  controls  the  management,  would 
be  successful. 

In  Prussia  the  Prussian  King  is  as  much  the  head  of  the  railways 
as  he  is  the  head  of  the  army,  and  the  Parliament  has  no  more 
power  to  interfere  in  railway  management  than  in  the  management 
of  the  army.  That  is  one  thing.  A  railway  managed  by  a  minister 
who  is  liable  to  be  cross-questioned  in  Parliament  why  he  has  not 
given  better  rates  to  such  and  such  particular  town,  why  he  has  not 
built  a  railway  to  such  and  such  particular  district,  why  he  does 
not  do  this,  that,  and  the  other  for  the  benefit  of  the  particular  sec- 
tion of  the  country,  is  a  very  different  proposition.  And  this  is  what 
happens  in  every  State,  as  far  as  I  know,  with  a  democratic  con- 
stitution. 

It  is  commonly  said  if  they  can  manage  the  post  office  why  not  the 
railways?  I  submit  that  the  two  are  not  at  all  analogous.  The  post 
office  is  a  very  simple  business.  You  pay  2  cents  and  you  put  your 
letter  in  the  post,  and  whether  it  is  going  to  the  next  village  or 
whether  it  is  going  to  San  Francisco  it  is  2  cents,  and  nobody  ever 
discusses  the  rate. 

I  think  if  the  post-office  rate  varied  according  to  zones,  and  if  the 
post-office  rate  were  not  2  cents,  but  $2,  or  a  sum  that  was  worth  talk- 
ing about,  you  would  hear  a  great  deal  more  about  the  inequalities  of 
the  postal  authority,  and  you  would  be  requested  to  modify  the  zones 
and  reduce  the  rates  within  the  zones,  etc. 

I  do  not  think  the  post  office  is  really  an  analogy.  It  is  very  diffi- 
cult to  give  evidence  about  how  far  the  railway  management  is  inter- 
fered with  by  political  influence  in  different  countries.     It  is  quite 
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obvious ;  I  could  take  any  quantity  of  newspaper  stories,  but  they  are 
not  evidence,  and  I  would  not  like  to  give  the  committee  anything 
that  I  see  in  newspapers  as  evidence.  But  occasionally  one  comes 
across  evidence  that  is  something  better  than  newspaper  talk. 

Take,  for  instance,  South  Africa.  South  Africa  has  investigated 
conditions  a  great  deal,  and  these  quotations  are  not  from  newspapers 
but  from  official  reports.  In  1907  there  was  a  commission  on  the  Cape 
railways,  and  they  reported  unanimously  that  they  were  "  impressed 
with  the  necessity  of  removing  as  far  as  possible  the  management  of 
the  railways  from  the  influence  of  party  politics."  Then,  that  same 
year,  Sir  Thomas  Price,  who  had  been  general  manager  of  the  Cape 
railways  and  became  general  manager  of  the  whole  of  the  railways 
of  the  South  African  Union,  was  asked  to  report,  and  here  are  quota- 
tions from  his  official  report: 

The  drawbacks  in  the  management  of  the  railwaj'S  in  the  Cape  that  call  for 
removal  arise  from  the  extent  to  which  and  the  manner  in  which  the  authority 
of  Parliament  is  exercised.     They  are  twofold  in  their  character,  viz : 

(1)  The  practice  of  public  authorities,  influential  persons,  and  others  bent  on 
securing  concessions  or  other  advantages  which  the  general  manager  has  either 
refused  in  the  conscientious  exercise  of  his  functions,  or  is  not  likely  to  grant, 
making  representation  to  the  commissioner  (as  the  ministerial  head  of  the  Gov- 
ernment), supplemented  by  such  pressure,  political  influence,  or  other  means  as 
are  considered  perfectly  legitimate  in  their  way  and  are  best  calculated  to  attain 
the  end  applicants  have  in  view. 

Then  he  goes  on — this  is  still  a  quotation : 

(Many  members  of  Parliament  act  similarly  in  the  interests  of  the  districts, 
constituents,  or  railway  employees  in  whom  they  happen  to  be  interested.  It  is 
by  no  means  unknown  for  the  requests  in  both  classes  of  cases  to  coincide  some- 
what with  a  critical  division  in  Parliament — present  or  in  prospect — or  other- 
wise something  has  occurred  which  is  regarded  as  irritating  to  the  public  or 
embarrassing  to  the  Government,  and  the  desire  to  minimize  the  effect  <by  some 
conciliatory  act  is  not  unnatural.) 

■I  do  not  regard  it  as  open  to  doubt  that  the  colony  as  a  whole  has  suffered  in 
consequence,  the  inland  portions  of  the  colony  particularly  so ;  and  that  the  need 
for  a  remedy  is  pressing  if  the  railroads  are  to  be  conducted  as  a  business  con- 
cern for  the  benefit  of  the  colony. 

MEANS  OF  SECUKING  FREEDOM  FROM   POLITICAI,  INFLUENCES. 

The  necessity  for  the  railways  and  their  administration  being  removed  from 
such  an  atmosphere  and  treated  as  as  a  most  valuable  means  of  benefiting  the 
colony  as  a  whole,  while  not  neglecting  the  interests  of  a  district  (but  not 
subordinating  the  welfare  of  the  whole  colony  thereto)  is  pressing.  That  there 
should  be  an  authority  to  refer  to  in  case  of  real  necessity,  where  the  decision 
or  action  of  the  general  manager  is  not  regarded  as  being  in  the  public  interest, 
is  also  clear.  But  it  is  equally  manifest  that  the  commissioner  or  the  Govern- 
ment of  the  day,  with  political  or  party  consideration  always  in  view,  is  not  the 
proper  court  of  reference. 

And  he  ends  up — 

A  material  change  is  imperatively  necessary  in  this  respect,  if  only  to  insure 
solvency  of  the  colony. 

That  was  in  1907.  In  May,  1915,  there  was  a  further  memorandum 
by  the  board  of  railway  commissioners  presented  in  the  South  Afri- 
can Parliament,  in  which  they  say : 

Any  minister,  however  able  and  strong  his  character  may  be,  is,  under  the 
system  of  party  government,  insensibly  susceptible  to  pai'ty  considerations 
and  is  in  constant  difficulties  in  giving  impartial  decisions.  *  *  *  It  is 
perhaps  natural  that  men  who  have  been  accustomed  to  the  methods  in  vogue 
when  the  railways  were  of  limited  extent  should  desire  still  to  cling  to  the  old 
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system  ^of  control,  but  the  consequences  of  doing  so  can  not  but  be  unsatisfac- 
rinr  '  1  *  *  *  '*'''  '^^  railways  and  their  working  were  regarded  as  part  and 
r!n,i  ■  *'^*'  system  of  party  government,  with  the  obvious  advantage  to  the 
party  m  power,  the  reluctance  of  any  government  to  make  a  change  is  what 
might  naturally  be  expected.  Apart  from  the  magnitude  of  the  railways  and 
the  number  of  the  railway  servants  employed,  forces  have  of  late  years  come 
into  prominence  that  make  it  increasingly  urgent  that  the  railways  and  harbors 
Should  be  regarded  and  administered  in  the  interests  of  the  whole  Union  and 
not  as  an  adjunct  of  the  party  that  is  In  power. 

JNow,  all  of  that  is  official  testimony,  and  I  know  no  other  colony 
which  has  published  things  quite  as  frankly  as  to  the  position  of 
affairs. 

The  Vice  Chairman.  Mr.  Acworth,  a  few  moments  ago  you  dis- 
cussed the  lack  of  analogy  between  railroad  ownership  by  the  Gov- 
ernment and  control  and'management  of  the  Post  Office  Department. 
In  this  country,  perhaps  you  are  aware,  it  has  been  officially  pro- 
posed, as  well  as  generally  discussed,  to  assimilate  or  coordinate 
the  telegraph  and  telephone  companies  with  the  Post  Office  Depart- 
ment. Would  you  care  to  give  the  committee  the  benefit  of  your  ideas 
as  to  the  feasibility  of  that,  or  its  desirability — that  is,  the  part  of 
the  Post  Office  Department  which  conveys  news  and  communications? 

Mr.  AcwOETH.  Well,  I  do  not  know  whether  I  ought  to  hold  up 
England  as  a  melancholy  example,  which  thought  it  was  going  to 
pay  $11,000,000,  and  had  to  pay  $50,000,000;  which  thought  they 
were  going  to  make  an  annual  profit  of  $11,000,000,  and  made  an 
annual  loss  of  $4,500,000. 

The  Vice  Chairman.  Suppose  it  was  not  intended  that  the  Post 
Office  Department  should  have  a  profit,  but  that  it  was  intended  for 
the  service  of  the  people.  Then  would  you  care  to  discuss  the  assim- 
ilation of  the  post  office  and  telegraph  and  telephone  companies  with 
the  post-office  facilities? 

Mr.  Acworth.  Well,  our  telegraph  lines  have  been  in  the  hands  of 
the  public  since  I  was  a  boy  and  not  old  enough  to  send  telegrams. 
As  I  say,  I  think  our  telegraph  service  is  very  good.  It  is  a  bad 
failure  financially,  but  I  think  its  service  is  very  good.  I  can  cer- 
tainly answer  this,  that  our  telephone  service  was  never  very  good, 
but  it  is  a  great  deal  worse  since  the  Government  took  it  over.  I  think 
that  has  been,  as  far  as  I  know,  the  universal  opinion.  It  is  not  more 
chea-p.  It  certainly  has.  got  worse,  but  it  is  fair  to  say  it  was  only 
taken  over  in  1911,  and  the  Government  has  been  telling  us  ever  since 
that  they  have  very  nearly  gone  through  the  reconstruction  period 
and  that  we  are  going  to  live  happily  ever  afterwards. 

Then,  sir,  I  think  the  experience  of  Australia  is  very  interesting. 
I  may  cut  it  short  because  practically  every  colony  almost  has  had  the 
same  experience.  In  every  colony,  all  the  time,  there  have  been 
Government  railways ;  in  every  colony  they  were  originally  treated 
like  any  other  branch  of  the  Government  and  were  put  in  charge  of  a 
minister,  responsible  to  Parliament.  In  every  colony,  except  West 
Australia,  which  was  too  young  then  to  have  a  policy,  the  people 
found  the  result  so  unsatisfactory  that  they  put  the  thmg  mto  the 
hands  of  a  commission;  they  appointed  three  commissioners  who 
were  to  manage  the  railways  apart  from  Parliament,  practically  inde- 
pendent of  the  parliamentary  control,  except  so  far  as  construction 
of  new  lines,  or  something  of  that  kind,  was  concerned,  and  who  were 
to  keep  the  railways  out  of  politics. 
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Some  commissioners  succeeded  better  than  others.  But  they  only 
held  office  for  five  years,  and  when  the  five  years  were  coming  to  an 
end  things  tended  to  drift  back  into  the  old  rut.  Several  of  the 
colonies  have  gone  through  the  experience,  first  having  .political 
management,  and  finding  that  that  was  too  unsatisfactory  and  too 
expensive,  then  coming  to  a  commission,  then  fimding  the  commis- 
sion system  not  satisfactory  for  one  reason  and  another,  and  going 
back  to  a  Parliamentary  minister.  Finding  that  unsatisfactory,  and 
going  back  to  a  commission,  and  so  on.  Victoria,  when  I  left  Eng- 
land, was  looking  abovit  in  its  fifth  change  of  policy.  It  had  two 
periods  of  ministerial  administration,  two  periods  of  commission 
administration,  and  I  was  told  was  now  looking  out,  as  a  fifth  change, 
for  another  commissioner.  They  have  felt  the  great  disadvantage 
of  the  constant  interference  that  I  think  the  evidence  shows  is  almost 
unavoidable  under  a  Parliamentary  system  in  a  democratic  country — 
they  have  felt  that  disadvantage,  and  they  have  not  been  able  so  far 
to  find  any  method  that  freed  them  from  it. 

Now,  Mr.  Chairman,  I  would  like  to  call  attention  to  another  mat- 
ter. It  is  not  only  the  difficulty  between  the  railroads  and  the  public 
making  demands  for  special  advantages  to  special  districts,  but  it  is 
also  a  very  great  difficulty  sometimes  between  the  railroads  in  public 
hands  and  the  employees  who  can  bring  xConsiderable  Parliamentary 
pressure. 

In  Victoria,  in  the  year  1903,  there  was  a  great  railway  strike. 
The  men  demanded  extravagant  terms.  They  set  the  whole  public 
opinion  against  themselves.  They  all  went  out  and  the  citizens  of 
Melbourne  rallied  to  the  Government  and  anybody  available  kept 
the  railroads  open,  and  the  men  were  beaten.  Public  opinion  was  so 
very  strong  against  them  that  they  were  entirely  beaten.  Thereupon 
tlie  Victoria  Parliament  passed  an  act  disfranchising  every  railway 
servant  in  his  own  constituency  and  constituted  a  special  railway 
constituency.  The  railway  men  were  permitted  to  vote  for  two  mem- 
bers of  the  lower  house  and  one  member  of  the  assembly  as  their 
own  special  representatives,  and  they  had  no  votes  in  their  own 
locality. 

That  lasted  for  three  years,  and  then  Parliament  repealed  that  and 
passed  an  act,  which  is  still  in  force  in  Victoria,  the  effect  of  which 
is  this,  that  if  anybody  "employed  in  the  public  service,  either  in 
the  railway  service,  the  police  service,  or  the  State  rivers  and  water- 
supply  department,  shall,  either  directly  or  indirectly,  take  any  part 
whatsoever  in  or  in  relation  to  election  of  members  to  the  legislative 
council  or  the  legislative  assembly,  or  directly  or  indirectly  in  any 
way  take  part  in  the  political  affairs  of  the  State  of  Victoria  other- 
wise than  by  recording  a  vote  at  a  Parliamentary  election,"  he  shall 
be  dismissed,  etc.;  and  "no  person  or  class  of  persons  so  employed 
shall,  directly  or  indirectly,  use  or  attempt  to  use  any  influence  in 
respect  to  any  matter  affecting  the  remuneration  or  position  in  the 
public  service  of  either  himself  or  any  other  person,"  and  the 
penalty  for  that  is  that  "such  person  may  be  fined  in  a  sum  not 
exceeding  £10,  and  may  be  reduced  in  class,  subdivision,  grade 
or  status  and  salary,  or  he  may  be  dismissed  or  his  services  may  be 
dispensed  with,  provided  that  such  person  shall  not  be  dismissed  or 
have  his  services  dispensed  with  for  any  contravention  of  this  section 
without  the  consent  of  the  governor  in  council  "—that  is,  the  cabinet. 
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IX-      3^-^*^^  Chairman.  Now  you  have  given  the  committee  the  pen- 
alties for  strikes ^  &  F 

Mr.  AcwoRTH.  No,  sir;  not  for  strikes. 

-I he  Vice  Chairjian.  Some  few  minutes  ago  you  mentioned  strilies. 
»-  want  to  know,  if  you  know  and  can  tell  the  committee,  if  there  is 
any  otlier  tribunal  to  decide  controversies  between  the  carriers  and 
their  men  ? 

Mr.  AcwoRTH.  Anything  of  the  nature  of  the  Interstate  Commerce 
'commission  ? 

The  Vice  Chairman.  No,  sir;  any  tribunal. 

Mr.  AcM'ORTH.  I  beg  vour  pardon — between  the  carriers  and  their 
men? 

Tv/T         ^^^  Chairman.  Yes;  so  as  to  avoid  the  necessity  for  strikes. 

Mr.  AcwoRTH.  I  could  not  attempt  to  give  you  evidence  that  would 
be  of  any  value.  I  know,  of  course,  that  in  all  the  Australian  colonies 
there  are  all  kinds  of  arbitration  boards  in  the  different  trades.  My 
recollection  is  that  the  common  railway  plan  is  that  there  is  an  in- 
ternal arbitration,  I  think,  an  officer  and  a  fellow  workman  of  the 
man  complaining,  with,  I  rather  think,  an  independent  chairman, 
but  I  would  not  like  to  commit  myself  to  that.  I  really  do  not 
remember  very  distinctly.  I  have  a  distinct  recollection  of  there 
being  internal  tribunals.  But  these  penalties  I  have  been  speaking 
of  are  not  for  a  strike.  In  the  first  place,  they  are  penalties  on  the 
railway  servant  attempting  to  take  any  part  in  politics  except  by 
recording  his  vote  in  the  ballot,  and,  secondly,  on  anybody  who 
attempts  to  use  political  influence  in  any  way  to  procure  promo- 
tion or  advantage  to  anyone  in  the  service. 

The  Vice  Chairman.  But  some  few  moments  ago  you  mentioned 
that  the  political  rights  were  taken  away. 

Mr.  AcwoRTH.  Yes,  sir;  at  that  time  the  railway  employees  were 
deprived  of  their  ordinary  vote,  and  instead  of  it  they  were  given  a 
special  railway  constituency  in  which  they  had  a  vote.  But  that 
was  repealed  in  1906,  and  this  prohibition  against  political  inter- 
ference was  substituted. 

.  Then  I  have  gone  at  some  length  into  the  story  in  Belgium.  Bel- 
gium is  rather  interesting  for  this  reason :  The  same  political  party 
has  been  in  authority  for  32  consecutive  years,  and  it  is  claimed  by 
the  other  side  that  the  reason  they  have  succeeded  in  keeping  the 
power  so  long  is  that  they  have  the  patronage  of  the  railroads.  Cer- 
tainly their  employees  have  about  6  per  cent  of  the  total  vote  of  the 
country  and  the  ministry  certainly  have  done  their  best  to  keep  the 
votes  of  the  employees  on  their  side,  and  they  certainly  have  re- 
mained in  power  32' years.     Those  facts  are  all  clear. 

I  think  I  may  just  give  you  one  story  because  it  is  an  instance  and 
it  is  not  denied.  On  the  "occasion  of  the  election  in  June,  1912,  as 
the  result  of  orders  direct  from  the  cabinet  of  the  minister  himself, 
increases  of  wages  were  granted  and  paid  to  a  large  number  of  men 
on  the  very  day  before  the  vote  was  taken,  and  these  increases  were 
made  to  date  back  to  the  previous  1st  of  January.  The  minister  was 
accused  in  Parliament  of  having  ordered  these  increases  by  tele- 
o-raph;  he  replied  that  the  accusation  was  not  true.  He  was  quite 
accurate  in  his  statement.  The  order  had  been  given  by  telephone. 
Now  perhaps  I  may  just  give  this :  The  committee  will  remember 
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that  there  was  a  good  deal  said  about  the  Chicago  &  Alton  Railway 
a  few  years  back.  They  went  back  on  the  books.  They  extracted 
from  the  books  instances  of  expenditures  made  for  capital  purposes 
that  had  been  charged  to  revenue.  They  set  them  up  again  ^in  the 
books  and  issued  capital  against  them.  In  1897,  the  Belgian  ministry 
went  back  on  the  63  previous  budgets,  extracted  a  host  of  small  addi- 
tions to  works  and  equipment  which  had  been  charged  to  revenue 
under  the  category  of  renewals,  making  together  a  total  of  over 
$2,122,472,  and  charged  them  back  against  capital.  They  went  back 
63  years  in  order  to  produce  a  result. 

Mr.  Sims.  And  they  could  not  skin  the  Alton  affair  even  by  going 
back  that  far. 

Mr.  AcwoETH.  I  remember  the  story  of  the  Alton  as  a  thing  that 
was  called  a  scandal  at  the  time,  and  I  was  rather  amused  when  1 
found  that  the  Belgian  Government  had  gone  back  not  6  years  but 
63  years. 

The  Vice  Chairman.  Well,  Belgium  was  a  small  country  and  very 
young  at  that  time. 

Mr.  AcwoRTH.  No,  sir;  it  went  back  63  years,  so  it  was  a  pretty 
old  country  when  it  started  to  go  back. 

The  Vice  Chairman.  But  the  items  which  were  picked  up  in  going 
back,  occurred  when  the  country  was  young? 

Mr.  AcwoRTH.  Oh,  yes;  of  course  I  do  not  think  it  is  questioned 
in  eitlier  case  that  when  they,  were  younger  they  might  fairly  have 
been  charged  a  revenue;  but  they  had  been  charged  a  revenue,  and 
they  brought  it  back.     That  is  the  story  in  both  cases. 

There  is  just  this  about  Belgium.  It  has  not,  as  far  as  I  know, 
got  into  the  public  papers,  but  it  has  been  mentioned  in  various 
directions,  and  I  have  reason  to  know  that  it  is  true.  Before  the 
war  there  was  a  commission  sitting  on  the  Belgian  railways.  That 
commission  had  determined  to  recommend  that  the  construction  of 
new  lines  should,  in  future,  be  intrusted  to  a  contractor  and  not  left 
in  the  hands  of  the  railway  administration.  Further,  I  do  not 
want  to  put  it  too  high,  but  it  is  as  high  as  this :  They  were  seriously 
considering  the  grant  of  a  lease  of  the  State  railways  to  an  operating 
company,  and  certain  very  influential  persons  were  in  favor  of  the 
proposition.  Now,  Belgium  has  had  its  own  State  railways  for 
more  than  70  years;  and  after  70  years'  experience  they  were  seri- 
ously considering — and  I  have  been  told  that  they  were  likely  to 
decide,  but  I  would  not  care  to  put  it  as  high  as  that;  but  they  were 
:;ertainly  seriously  considering — the  proposition  of  leasing  them  to 
a  private  company. 

I  quoted  President  Hadley  at  the  beginning.  That  is  what  Prof. 
Hadley  said  35  years  ago;  and  I  submit  that  the  evidence  to-day, 
after  35  years  more  experience,  confirms  that  state  of  President 
Hadley  in  all  points — that  "  the  State  is  more  likely  to  tax  industry 
than  to  foster  it " ;  that  "  State  management  is  more  costly  than  pri- 
vate management " ;  and  that  "  the  political  danger  would  be  very 
great";  that  "politics  would  tend  to  corrupt  the  railway  manage- 
ment, and  the  railway  management  would  tend  to  corrupt  politics." 

I  think  the  essence  of  the  story  is  this :  In  a  democratic  State,  at 
any  rate,  you  are  up  against  the  difficulty  that  it  seems  natural  that 
the  Parliament,  as  the  representative  of  the  people,  should  manage 
the  railways  if  they  belong  to  the  people.    If  Parliament  does  manage 
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them,  it  is  almost  impossible  to  prevent  private  interest  obtaining  an 
unfair  share  of  attention.  One  member  may  desire,  perfectly  natu- 
^^^^y  and  properly,  to  obtain  certain  things  for  his  constituents.  It  is 
nobody's  mterest  to  prevent  those  constituents  getting  it,  but  if  they 
get  more  than  a  fair  share  the  net  result  is  that  the  remainder  of  the 
public  get  less  than  a  fair  share ;  and  that,  it  seems  to  me,  is  really 
the  evidence  from  democratic  government  everywhere — that  it  is  im- 
possible to  procure,  under  any  system  of  State  management  in  a 
democratic  State  that  has  yet  existed,  an  authority  that  is  left  to 
consider  impartially,  undisturbed  by  political  influences,  the  inter- 
ests of  the  whole  public  as  distinguish,ed  from  the  particular  or  local 
interest  of  certain  places  or  certain  trades.  I  think  that  is  really  the 
sum  of  the  evidence.  ' 

If  it  were  possible  to  establish  a  system  under  which  the  railways 
were  managed  for  the  people,  but  were  not  managed  by  the  people 
in  the  direct  ordinary  parliamentary  sense,  you  might  get  the  bene- 
fits of  State  ownership  without  the  advantages.  But  it  seems  to  me 
that  all  the  evidence  is  that  in  a  democratic  State  the  interference 
with  the  impartiality  of  management  be  in  the  interest  of  the  whole 
community,  the  intrusion  of  unjustifiable  demands  on  behalf  of  cer- 
tain favored  individuals  or  favored  localities  or  favored  trade  inter- 
ests has  never  been  prevented. 

I  must  apologize  to  the  committee  for  having  taken  so  long. 

Mr.  Adamson.  Gentlemen,  the  witness  has  worked  diligently  for 
four  hours  to-day.  Is  it  the  pleasure  of  the  committee  to  begin  the 
cross-examination  now,  or  to  postpone  that? 

Senator  Robinson.  I  suggest  that  be  postponed  until  another  occa- 
sion, Mr.  Chairman. 

(Informal  discussion  with  respect  to  adjournment  and  the  order 
and  manner  of  examination.) 

Mr.  Adamson.  Gentlemen,  we  will  stand  adjourned  until  8  o'clock 
to-morrow  night. 

(Whereupon,  at  9.45  o'clock  p.  m.,  the  joint  committee  adjourned 
until  to-morrow,  Tuesday,  May  8,  1917,  at  8  o'clock  p.  m.) 
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TUESDAY,   MAY   8,    1917. 

United  States  Senate, 
Joint  Committee  on  Interstate  Commerce. 

Washington,  D.  G. 
The  joint  conmiittee  met  at  8  o'clock  p.  m.,  Hon.  William  C. 
Adamson  (vice  chairman)  presiding. 

The  Vice  Chaieman.  Gentlemen,  the  committee  will  come  to 
order.     Mr.  Hamilton,  will  you  proceed  with  the  witness? 

Mr.  Hamilton.  I  have  here,  Mr.  Acworth,  a  little  book  called 
''  The  case  against  railwaj'  nationalization,"  written  by  Mr.  E.  A. 
Pratt,  an  Englishman.     I  presume  you  are  familiar  with  it? 

Mr.  AcAvoRTH.  I  know  Mr.  Pratt,  and  I  know  his  books  in  a  gen- 
eral way,  sir. 

Mr.  Hamilton.  He  says : 

In  every  instance  where  tlie  State  has  built  or  assisted  to  build  the  railways, 
or  has  acquired  the  companies  owning  railways  with  a  view  to  their  nationaliza- 
tion, such  action  has  been  taken  as  the  result  of  political,  financial,  or  economic 
conditions  which  were  more  or  less  peculiar  to  the  country  concerned  and 
which  had  no  parallel  in  past  or  present  conditions  in  the  United  Kingdom, 
and  offer  no  recent  example  that  we  ourselves  should  follow. 

Now,  assuming  that  that  is  true  as  to  the  United  Kinedom,  is  it 
true  as  to  the  United  States,  and  what  would  you  consider  as  the 
chief  difficulties  in  the  operation  of  Government  railroads  in  the 
United  States? 

Mr.  AcwoKTH.  That  is  a  very  large  question. 

Mr.  Hamilton.  Perhaps  I  did  not  realize  how  large  it  was,  Mr. 
Acworth. 

Mr.  Acworth.  I  happened  to  come  to  America  the  same  time  as 
Mr.  Bryan,  I  think  in  1909,  and  almost  the  day  I  landed  he  put  out 
a  speech,  which  of  course  you  remember  very  well,  in  which  he  sug- 
gested that  the  National  Government  should  own  the  trunk  lines  and 
the  States  should  own  the  branch  lines.  He  did  not  attempt  a  defini- 
tion, which  I  think  would  have  taken  him  some  time  in  working  out, 
but  he  seemed  to  think  that  was  a  feasible  scheme. 

Now,  I  assume  that  could  not  stand  criticism ;  that  it  is  quite  ob- 
vious that  a  trunk  line  with  the  branches  all  disconnected  is  an  im- 
possible thing.     The  tendency  of  railroads  all  over  the  world  is 

consolidation.  ,     -,  ,  ,  ,  •        ^ 

The  Vice  Chairman.  Mr.  Bryan  had  been  globe-trotting  for  a 
few  years  and  had  grown  very  popular  in  his  absence,  and  he  did  that 
to  keep  from  being  elected  President  the  next  year.    He  would  have 

succeeded  if  he  had  not  acted  that  way. 
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Mr.  IlAsriLTo^'.  He  succeeded.  I  must  say  to  you  that  he  recanted 
that  before  this  committee. 

Mr.  AcwoRTii.  Yes ;  I  was  only  trying  to  lead  up  to  the  point  that 
I  assumed  that  if  you  did  nationalize  railways  on  this  continent  they 
would  wholly  be  handed  o^-er  to  the  National  Government.  Well,  one 
knows  that  of  all  the  Governments  in  the  world,  not  excluding  Eng- 
land, the  United  States  Government  has  done  least  in  taking  charge 
of  public  utilities.  Our  Government  has  done,  of  course,  very  much 
less  than  the  ordinary  continental  Government,  but  our  Government 
has  had  a  certain  amount  of  training.  We  have,  for  instance,  as 
was  mentioned  last  night,  the  telegraph  and  the  telephone,  and  our 
municipalities  have  run  gas  enterprises  and  water  enterprises  and 
electricity  enterprises,  and  so  on,  on  a  considerable  scale,  and  street 
railways;  such  public  utilities  are  very  generally  in  public  hands. 
We  have  had  a  great  deal  of  experience;  you  have  had  practically 
none;  and  to  begin  to  learn  the  job,  which  I  venture  to  suggest  what 
I  have  said  to  the  committee  yesterday  shows  is  the  very  difficult  job 
of  running  railroads,  to  begin  to  gain  your  experience  of  public  au- 
thorities managing  national  enterprises,  by  taking  over  an  under- 
taking of  2.50,000  miles  with  nearly  2,000,000  employees  is  a  big  thing 
with  which  to  start.    That  is  the  first  thing  that  would  strike  me. 

Mr.  Hamilton.  Yes;  it  is  fair  to  assume,  too,  that  the  political 
phases  of  the  management  of  the  road  would  be  as  marked  here  as  in 
am'  other  country,  I  take  it,  under  our  system  of  government,  would 
they  not'?  , 

Mr.  AcwoETH.  Well,  sir,  a  member  of  the  committee  last  night 
asked  me  about  telegraphs  and  telephones,  and  as  the  result  of  that 
I  got  the  last  report  of  the  Postmaster  General  of  the  United  States 
and  read  it  this  afternoon,  and  I  observed  there  that  he  is  having 
what  our  Postmaster  Generals  have  had  for  some  time,  very  consid- 
erable difficulty  with  the  political  influence  of  his  employees.  How 
you  would  get  on  with,  I  suppose,  at  least  a  million  and  a  half  voters, 
all  employed  by  the  Government,  put  on  you  at  one  fell  swoop  I  do 
not  know.  I  would  not  like  to  be  the  minister  of  railroads  who  was 
responsible. 

Mr.  Hamilton.  Some  of  the  difficulties  that  have  manifested  them- 
selves prominently  in  Australia,  for  illustration,  we  might  antici- 
pate here,  I  assume  ? 

Mr.  AcwoETH.  You  might.  If  I  might  say,  sir,  Mr.  Trumbull 
mentioned,  in  introducing  me  to  the  committee,  that  I  had  just  come 
from  Canada.  There  we  had  the  problem.  The  Canadian  Govern- 
ment has,  in  the  first  place,  itself  constructed  and  is  now  operating 
about  three  thousand  and  odd  miles  of  line. 

I  do  not  want  to  say  anything  unnecessary  about  Canada,  but  I 
do  not  think  the  wildest  advocate  of  state  ownership  has  ever  pro- 
duced the  Canadian  operation  or  the  Canadian  experience  of  con- 
struction as  an  argument  for  state  ownership  in  any  other  country. 

But  the  position  is  this:  In  Canada  they  not  only  have  got  this 
of  their  own,  but  they  have  also  subsidized — supported  to  a  very 
large  extent — two  great  systems,  the  Canadian  Northern,  of  about 
10,000  miles,  and  the  Grand  Trunk  Pacific,  which  has  about  3,500 
miles.  They  have  made  themselves  responsible— partly  by  directly 
undertaking  to  bear  the  interest,  partly  by  guaranteeing  bonds — 
they  have  made  themselves  responsible  for  three-fourths  of  the  total 
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bonded  indebtedness  of  the  Canadian  Northern.     They  have  made 
themselves  responsible  for  two-thirds  of  the  total  bonds  of  the  Grand 

Kv  ^  Pacific.  Now,  those  two  companies  are  unable  to  meet  their 
obligations.  They  had  gone  ahead  too  fast,  and  the  question  was, 
what  could  be  done  ? 

There  were  three  of  us.  One  of  my  colleagues  agreed  with  me 
and  the  other  did  not;  but  the  majority  of  us  agreed  that  it  was 
impossible,  the  Government  having  put  its  fingers  in,  and  having,  as 
so  often  happens,  had  the  hand  and  then  the  whole  arm  dragged 
into  the  machinery,  so  had  gone  on  advancing  and  advancing  money, 
we  felt  there  was  no  way  out  of  it,  that  you  had  to  recognize  the  fact 
that  had  happened  and  that  it  was  necessary  that  the  state  should 
take  control  of  these  two  big  private  companies. 

Of  course,  I  can  not  say  whether  the  Canadian  Government  will 
accept  our  recommendations  or  not,  but  in  our  recommendations  we 
have  done  everything  in  our  power  to  keep  political  influence  out. 

If  I  might  perhaps  say  what  we  have  recommended,  because  my 
American  friends  say  it  is  possible  you  can  get  that  through  in  Can- 
ada, but  certainly  you  could  not  in  the  United  States.  We  have  rec- 
ommended that  Parliament  appoint  a  board  of  five  trustees;  that 
they  manage  the  railways;  that  they  hold  office  for  life,  subject  to 
reappointment  after  periods  of  seven  years.  But  our  idea  is  that 
they  would  be  reappointed  as  a  matter  of  course,  and  the  people 
who  appoint  are  not  a  political  authority  but  themselves;  they  rec- 
ommend to  the  Government.-  The  five  men  having  been  appointed  at 
the  outset,  if  one  of  them  goes  out  of  office  by  the  efluxion  of  time, 
the  remaining  four  recommend  to  the  Government  either  that  this 
gentleman  be  reappointed  or  that  a  new  person  be  appointed  in  his 
place,  and  if  the  Government  accepts  our  recommendation  and  puts 
this  into  the  act  of  Parliament  the  Government  can  do  nothing  but 
either  accept  the  nomination  or  refuse  it.  If  the  Government  refuses 
it,  it  goes  back  to  the  trustees,  and  the  trustees  nominate  another 
person,  and  the  Government  can,  only  accept  him  or  refuse  him. 
Under  our  scheme  the  Government  would  have  as  little  control  over 
the  direct  management  of  the  railroads  as  it  is  possible  to  plan. 

We  have  deliberately  made  these  trustees  self-perpetuating  and 
a  permanent  body  because  we  felt  that  the  political  management  had 
done  much  harm  to  Canada  in  the  past  and  was  likely  to  do  much 
harm  to  Canada  in  the  future.  I  can  not,  of  course,  say  what  will  be 
done  with  our  report.  It  was  only  published  two  or  three  days  ago, 
and  I  have  only  seen  one  or  two  Canadian  newspaper  criticisms.  But 
I  was  told  by  people  who  were  likely  to  be  good  representatives  of 
Canadian  opinion  that  the  people  were  so  shocked  at  what  had  hap- 
pened under  political  management  in  Canada  that  they  were  likely 
to  accept  this  very  drastic  proposal  for  telling  Parliament  it  should 
not  manage  a  business  of  that  importance  to  the  country  rather  than 
risk  further  parliamentary  management  as  it  had  been  in  the  past. 

Mr.  Hamilton.  In  that  connection  will  you  sketch  briefly  some  of 
the  difficulties  which  have  resulted  in  Canada  ? 

Mr.  AcwoRTH.  You  mean  the  kind  of  things  that  have  happened  ? 

Mr.  Hamilton.  Yes;  just  briefly.    I  do  not  want  to  take  too  much 

of  your  time. 

Mr.  AcwoRTH.  Let  me  give  you  this:  The  last  instance  of  Cana- 
dian iDuilding — the  Canadian  Government  built  the  National  Conti- 
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nental  Eailway.  It  never  ought  to  have  been  built.  There  clearly 
was  no  need  for  it,  and  there  is  no  traffic  for  it. 

Mr.  Hamilton.  That,  on  a  large  scale,  is  an  illustration  of  politi- 
cal management,  is  it  not? 

Mr.  AcwoRTH.  They  started  to  build  it  on  an  estimate,  I  think,  of 
$35,000  a  mile,  something  like  that.  The  estimate  was  made  in  a 
manner  that  I  do  not  hesitate  to  say  you  or  I  would  never  accept 
from  an  architect  if  we  were  going  to  build  a  thousand  dollar  bunga- 
low. The  man  who  made  the  estimate  went  and  looked  at  the  line 
and  said,  "  There  are  so  many  miles  and  I  think  it  ought  to  cost  so 
much,  and  he  multiplied  the  miles  by  the  dollars  and  they  started 
off  and  built  2,000  miles  on  that  estimate,  and  the  estimate  was  some- 
thing like  $30,000  a  mile  and  the  fact  was  $90,000  some  odd  a  mile. 

I  will  give  you  one  other  thing.  I  am  not  betraying  any  confi- 
dence, because  it  was  in  all  the  newspapers  when  I  was  in  Canada. 
There  is  an  old  line,  the  Intercolonial.  It  has  a  very  fair  traffic,  it 
earns  about  $11,000  a  mile  per  annum,  it  certainly  has  low  rates. 
But  the  low  rates  are  certainly  not  sufficient  to  account  for  the  fact 
that  over  a  series  of  30  years  it  has  cost  to  operate  more  than  its 
gross  receipts,  and  that  is  not  the  whole  story,  because  in  the  course 
of  those  30  years  the  capital  per  mile  was  put  up  from,  I  think  it  was, 
$37,000  to  $57,000  a  mile,  and  it  was  not  a  railway  with  any  great 
growing  traffic  which  needed  large  new  capital  expenditure.  The 
increase  of  the  capital  cost  per  mile  was  mainly,  I  have  no  hesitation 
in  saying,  due  to  the  fact  that  year  after  year  they  charged  to  capi- 
tal renewals  that  ought  to  have  been  charged  into  the  current  ex- 
penses.    Now,  that  is  the  railway. 

In  the  last  few  years  there  is  a  new  minister  who  has  insisted  that 
the  railwajr  should  be  managed  as  a  railroad.  The  Montreal  Gazette, 
I  remember,  said  some  years  ago  it  was  not  a  railway  but  an  opera 
bouffe,  and  he  insisted  it  should  be  managed  properly,  and  things 
have  very  much  improved.  Last  year,  with  the  additional  traffic 
owing  to  war,  they  actually  earned  a  dividend  of  2  per  cent  after 
paying  for  their  renewals  honestly.  Such  a  thing  never  had  oc- 
curred, and  they  are  quite  surprised  in  that  district. 

Wliere  I  was  in  Canada  there  appeared  a  letter  in  the  newspapers 
from  a  gentleman  who  was  a  member  of  Parliament  from  one  of  the 
districts  served  by  the  railroad,  and  he  wrote  that  he  was  resigning 
his  seat  in  Parliament — ^but  he  was  rather  a  prominent  supporter 
of  the  Government — and  he  publicly  gave  as  his  reason  for  resign- 
ing that  the  minister  of  railroads  and  the  general  manager  had 
thought  fit  to  appoint  the  person  whom  they  thought  qualified  to 
be  district  superintendent  rather  than  the  person  that  he  recommended. 
He  said  that  openly.  That  was  how  he  considered  the  railroads 
ought  to  be  managed,  that  he  should  name  the  district  superin- 
tendent because  he  was  the  member  for  that  district. 

Mr.  Hamilton.  When  I  have  consumed  30  minutes,  Mr.  Chair- 
man, I  want  to  stop  and  wish  you  would  call  my  attention  to  it. 

The  Vice  Chairman.  We  can  not  prevent  you  stopping,  if  you 
wish,  Mr.  Hamilton,  but  the  Chair  is  not  going  to  stop  you.  I  hope 
you  will  not  embarrass  yourself  about  time.  This  is  a  very  interest- 
ing examination. 

Mr.  Hamilton.  Referring  now  to  the  Prussian  State  railway  as 
the  most  successful  example  of  Government  ownership,  will  you 
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briefly  state  the  causes  which  have  contributed  to  this  alleged  suc- 
cess ot  the  Prussian  railways?  First,  the  flat  country,  I  presume, 
ana  the  haul,  I  take  it,  and  the  easy  movement  of  freight,  have 
contributed  to  its  success? 

Mr.  AcwoETH.  I  think  you  may  put  it  this  way,  sir:  You  start 
witn  a  low  capitalization,  owing  to  the  fact  that  the  railways  were 
oought  under  very  favorable  circumstances  and  that  it  could  not 
nave  been  expensive^  to  build  them  in  a  dead  flat  country.  That  is 
number  one.  For  the  same  reason  you  have  cheap  operation,  you 
<^^^™n  large  trains  with  light  power,  and  so  forth. 

Mr.  Hamilton.  Therefore  your  earning  power  is  greater? 
Mr.  AcwoETH.  Your  earning  power  is  great;  your  operating 
costs  are  low.  You  have  rates  that  were  fixed  when  the  traffic  was 
very  much  smaller  in  volume  that  have  been  maintained  practically 
unreduced,  and  therefore  that  leaves  a  very  large  margin  of  profit. 
1  ou  have  a  Government  that  is  able  to  insist  on  its  own  point  of 
view.  I  instanced,  for  example,  yesterday,  that  thev  make  penal 
rates.  Every  railway  man  knows  that  dealing  with  what  you 
call  less  than  carload  freight  is  immensely  more  expensive  than 
dealing  with  carload  freight.  The  railway  men  have  long  believed  in 
England  that  the  rates  charged  for  less  than  carload  freight  are 
too  low ;  they  do  not  pay.  One  of  the  presidents  of  one  of  your  big 
railways  told  me  recently,  "  If  I  could  get  rid  of  every  scrap  of  less 
than  carload  fright  I  carry  and  give  it  to  my  neighbors,  I  would  be 
a  rich  nian."  The  Prussian  has  practically  penalized  less  than  car- 
load freight  out  of  existence. 

I  will  give  you  another  instance.    A  carload  is  supposed  to  be  10 
tons.    If  you  have  11  tons  you  may  fill  your  carload  and  pay  the  car- 
load rate,  and  on  the  odd  1  ton  you  have  got  to  pay  the  very  much 
higher  less-than-carload  rate.    That  is  a  sample  of  how  they  protect 
themselves.    They  protect  themselves  almost  absolutely  against  loss 
and  damage.    If  any  consignment  that  you  send  is  packed  otherwise 
than  in  a  safe,  almost,  they  give  you  notice,  "  insufficiently  packed, 
and  therefore  carried  at  consignor's  risk."    If  the  traffic  is  delayed  on 
American  or  French  or  English  railroads  you  are  required  to  pay 
damages  if  you  have  not  delivered  in  a  reasonable  time.     On  the 
Prussian  railway  they  very  carefully  protect  themselves.     As  you 
know,  in  every  continental  country  there  is  a  fixed  period,  the  legal 
time  for  delivery;    The  regular  time  for  delivery  in  France  begins 
from  the  start  the  consignor  says  "  Please  carry  my  goods."    It  be- 
gins in  Germany  from  the  time  when  the  Prussian  railways  say, 
"  We  have  got  a  car  and  we  are  now  ready  to  carry  your  goods." 
Well,  on  that  basis  it  is  almost  difficult  to  find  an  opportunity  for  not 
getting  the  goods  on  time,  and  so  on.     In  every  way  the  Prussian 
State  railways  protect  their  revenues.    Of  course,  Prussia,  or  rather 
Germany,  had  great  difficulty  before  the  war  in  raising  by  taxes  the 
very  large  revenue  they  required,  and  they  have  clung  with  extraor- 
dinary care  to  the  surplus  revenue  that  they  get  from  their  railways. 
The  iPrussian  State,  as  distinguished  from  the  Empire,  does  not 
spend  very  much  money;  and  they  get  about $50,000,000 to $60,000,000 
per  annum  net  revenue  from  their  railway  after  covering  all  the 
expenses  and  interest  on  the  railway  capital.    They  get  that  toward 
the  general  purposes  of  the  Government  and  they  have  held  on  to 
that. 
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Mr.  Hamilton.  Then  there  is  another  element  I  have  read,  and 
that  is  the  very  large  international  or  transit  business,  going  across 
Prussia,  going  through  Germany.  I  do  not  know  how  much  there 
is  to  that. 

Mr.  AcwoETH.  I  do  not  think  it  would  be  a  large  element  in  the 
situation,  sir.  It  may  be  considerable,  but  these  international  hauls 
are  generally  done  at  very  low  competitive  rates,  because  the  route 
through  Germany  is  competitive  with  the  route  through  Switzerland, 
or  it  has  to  compete  with  the  water-borne  traffic.  I  have  no  doubt 
it  amounts  to  considerable  gross  money,  but  I  do  not  think  very 
much  net. 

Mr.  Hamilton.  I  have  read  that  did  enter  into  the  profitableness 
of  the  business. 

Mr.  AcwoRTH.  I  should  not  have  thought  it  was  a  large  factor. 

Mr.  Hamilton.  Then,  too,  there  is  the  administrative  skill,  I  sup- 
pose, the  autocratic  management  of  the  system  ? 

Mr.  AcwoETH.  At  least  it  is  safe  to  say  money  is  not  wasted  owing 
to  the  political  influence  of  the  employees.     [Laughter.] 

Mr.  Hamilton.  Exactly.  Now,  as  to  financial  results,  I  have  read 
that  there  is  quite  a  marked  difference  between  the  Prussian  rail- 
roads, and  I  think  there  is  one  large  extension,  the  Prussia-Hesse  ? 

Mr.  AcwoETH.  Not  exactly  an  extension.  It  was  really  Prussia 
that  nationalized  its  own  railroads.  Hesse'  also  had  State  railways, 
and  15  or  20  years  ago  the  State  of  Hesse  made  a  bargain  and  put 
its  railroads  together  with  Prussia,  and,  therefore,  strictly  speaking, 
now  what  we  commonly  call  the  Prussian  railways  are  the  Prussia- 
Hesse  railways. 

Mr.  Hamilton.  And  the  other  States  declined  to  join? 

Mr.  AcwoRTH.  Yes. 

Mr.  Hamilton.  Fearing  they  would  lose  their  commercial  indi- 
viduality ? 

Mr.  AcwoRTH.  Yes;  and  also  their  seminational  individuality. 

Mr.  Hamilton.  And  they  have  not  succeeded  financially  anywhere 
nearly  as  well  as  the  Prussian  road  ? 

Mr.  Acwokth.  Oh,  no.  Saxony,  I  think,  and  Baden — Saxony 
comes  out  about  even ;  that  is  to  say,  its  net  money  is  enough  to  cover 
its  debt.  Baden,  I  think,  is  a  little  worse  off.  Bavaria,  one  year 
with  another,  I  think  is  a  little  below  paying  its  debt.  Wurtemberg, 
which  is  the  other  important  one,  loses.  Wurtemberg  is  largely  not 
a  manufacturing  State,  and  it  is  not  unnatural  its  railways  are  less 
profitable.  But  you  may  certainly  take  it  that  outside  of  Prussia  the 
State  railways  are  not  a  profitable  investment. 

Mr.  Hamilton.  Here  is  a  statement  that  caught  my  attention.  It 
is  an  article  contributed  by  Hermann  Schumacher  in  the  Eoyal  Eco- 
nomic Society  Congress  in  London,  January,  1912. 

Mr.  AcwoRTH.  That  is  the  paper  from  which  I  quoted,  sir,  where 
he  praised  the  Prussian  system. 

Mr.  Hamilton.  Now,  in  that  he  says :  "  To-day  "—that  is,  speak- 
ing of  these  States  outside  of  Prussia — "  they  are  face  to  face  "  (and 
that  was  said  in  1912)  "with  the  unpleasant  alternative  of  either 
joining  the  great  Prussian  railway  system  and  partly  abandoning 
their  independence  or  of  continuing  to  pay  for  their  independence 
by  working  at  a  loss." 
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Is  that  practically  the  condition,  or  was  it  that  at  the  time  of  the 
V\'ar  c 

Mr.  AcwoRTH.  Of  course  Prof.  Schumacher  is  no  doubt  much 
more  familiar  with  the  details  than  I  am.  In  that  case  I  have  put 
it  too  high.  The  small  States  come  out  worse  on  their  railways  than 
I  said. 

Mr.  Hamilton.  I  did  not  mean  to  controvert  his  statement,  but  I 
had  in  mind  the  inquiry  as  to  whether  conditions  as  he  described 
them  in  1912  had  continued,  barring  the  abnormal  conditions  which 
have  prevailed  since  the  war  began. 

Mr.  AcwoRTH.  I  should  have  said  I  do  not  know  that  I  should 
have  used  quite  as  strong  words  as  Prof.  Schumacher,  but  no  doubt 
he  is  right  and  I  am  not  rig;ht.  He  must  be  more  familiar  with 
the  subject  than  I  am.  He  implies  that,  talring  them  altogether, 
they  make  a  considerable  deficit,  and  his  point  is  that  it  would  pay 
them  to  come  into  the  Prussian  organization.  Well,  of  course,  we 
have  discovered  since  1912  more  clearly  than  we  did  before  that  the 
Prussians  consider  it  a  greater  privilege  to  be  a  Prussian  than  other 
people  do,  and  Prof.  Schumacher  thinks  pecuniary  gain  is  worth 
purchasing  at  the  price  of  the  surrender  of  their  independence. 
They  do  not.  Of  course,  it  is  clear  that  there  would  be  more  profit 
to  be  made  if  they  did  throw  themselves  in,  because  some  of  them 
crisscross — not  Bavaria,  Wurtemburg,  and  Baden,  which  are  all 
down  in  the  south  more  or  less  together,  but  some  of  the  States — for 
instance,  Saxony  and  Mecklenburg  and  so  on — do  crisscross  with 
the  Prussian  railways,  and  unquestionably  it  would  be  economical 
to  take  them  in. 

Mr.  Hamilton.  Mr.  Chairman,  I  do  not  think  I  will  ask  any 
more  questions  now. 

The  Vice  Chairman.  If  you  think  you  have  finished,  there  is 
nobody  at  the  other  end  of  the  table,  and  we  shall  pass  to  Mr.  Esch. 

Mr.  Esch.  Mr.  Acworth  has  covered  the  subject  very  fully, 
indeed,  heretofore,  and  there  are  just  a  few  matters  I  want  to 
inquire  of  him  about.  I  do  not  feel  I  ought  to  take  the  time  of  the 
committee  by  going  beyond  what  seems  to  me  to  be  important. 

The  Vice'  Chairman.  I  assume  that  this  witness  knows  a  great 
deal  more  besides  Government  ownership.  If  any  of  you  gentlemen 
feel  inquisitive  on  any  other  subject,  the  Chair  would  suggest  that 
you  inquire  of  him.    Mr.  Esch,  you  may  proceed. 

Mr.  EscH.  I  understood  you  to  say  that  you  had  recently  been  a 
member  of  a  board  to  investigate  the  Canadian  lines  ? 

Mr.  Acworth.  Yes,  sir. 

Mr.  Esch.  And  that  that  board  had  ]ust  made  its  report  i 

Mr.  Acworth.  Yes,  sir.  . 

Mr.  Esch.  Does  that  report  deal  m  any  measure  with  reference 
to  the  ownership  of  the  Government  lines  in  Canada? 

Mr.  Acworth.  Yes,  sir.  .       ,        ,         .      ,  .     ,, 

Mr.  Esch.  Would  that  information  be  of  service  to  us  in  the  con- 
sideration of  this  question  ?  ,,^     ,  -1   •,.      T,        T 

Mr  Acworth.  Yes.  I  think  I  ought  to  have  said  it  when  I  was 
speaking  about  it.  We  have  recommended  that  these  three  thousand 
odd  miles  at  present  being  operated  directly  by  the  State  under  the 
control  of  a  minister,  a  member  of  the  cabinet,  should  be  taken  away 
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from  that  management  and  handed  over  to  the  trustees,  whom  our 
report  describes  as-  a  nonpolitical,  self-perpetuating  body,  as  inde- 
pendent as  it  is  possible  to  make  them. 

Mr.  Escii.  Then,  in  arriving  at  that  conclusion  you  probably  in 
your  report  give  the  reasons  for  coming  to  that  conclusion? 
Mr.  AcwoRTH.  Yes,  sir. 

Mr.  Esci-i.  Therefore,  those  reasons  may  be  of  value  to  us  in  de- 
termining our  position  in  reference  to  Government  ownership. 

Mr.  AcwoRTH.  We  did  give,  for  example,  what  I  mentioned  just 
now.    We  did  call  attention  to  the  inexplicable  expenditure  in  con- 
nection with  the  operation  of  the  intercolonial  system,  which  is  the 
one  that  they  have  had  40  years'  experience  of. 
Mr.  EscH.  Will  this  be  an  elaborate  report  ? 
Mr.  AcwoRTii  [exhibiting  pamphlet]. 

Mr.  EscH.  I  wonder,  Mr.  Chairman,  if  that  might  be  included  in 
the  record. 

Mr.  AcwoRTH.  I  hope  it  will  be  sent,  as  a  matter  of  course,  to  your 
library. 
Mr.  Escir.  Might  it  not  be  printed  as  a  part  of  these  hearings?' 
Mr.  AcwoETH.  I  do  not  think  you  would  desire  to  include  the 
complete  work;   but  this  contains  the  report   of  the  two  commis-- 
sioners  who  agreed,  the  report  of  Mr.  Smith,  the  president  of  the 
New  York  Central,  who  disagreed  with  us,  and  two  long  appendices. 
The  Vice  Chairman.  Hoav  many  pages  does  the  book  contain? 
Mr.  Escii.  This  commission  will  not  be  able  to  travel  in  Europe  to 
make  personal  investigation  of  Government  ownership. 
Mr.  AcwoETH.  I  hope  you  will  before  long. 
Mr.  EscH.  So  we  shall  have  to  get  the  best  information  we  can. 
Mr.  AcwoETH.  It  is  just  about  100  pages  of  the  report  proper,  of 
which  I  regret  to  say  that  my  colleague  and  I  occupied  83  pages  and 
Mr.  Smith  only  occupied  less  than  20  pages. 

The  Vice  Chairman.  Inasmuch  as  travel  in  Europe  at  the  present 
time  might  be  a  little  inconvenient,  perhaps  we  had  better  avail  our- 
selves of  documentary  evidence. 

Mr.  AcwoETH.  May  I  say  that  I  trust  you  will  postpone  the  de- 
cision in  favor  of  State  ownership  until  you  have  the  opportunity  to 
travel?     [Laughter.] 

Mr.  Adamson.  As  far  as  I  am  concerned,  I  will  have  no  difficulty 
in  granting  your  request. 

Mr.    EscH.  Does   this   report   cover   the   Prince   Edward   Island 
Railway  ? 
Mr.  AcwoETH.  It  just  mentions  it. 
Mr.  EscH.  That  is  a  Government  line. 

Mr.  AcwoETH.  I  am  afraid  my  knowledge  of  the  Prince  Edward 
Island  Eailway  is  only  from  statistics,  which  show  that  it  is  operated 
at  an  annual  loss  of  a  quarter  of  a  million  dollars  and  that  it  is 
about  270  miles  long ;  but  I  have  never  seen  it. 

Mr.  EscH.  I  think  we  ought  to  have  that  report  printed  as  part 
of  our  hearings,  Mr.  Chairman. 

Mr.  Adamson.  If  there  is  no  objection,  the  Chair  will  so  order. 
Mr.  Hamilton.  Suppose  we  ask  Mr.  Acworth  to  leave  a  copy  of 
the  report  with  us,  and  then  we  can  consider  whether  wq  can  not 
economize  space? 
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Mr.  EscH.  That  might  enable  us  to  eliminate  part  of  it. 

Mr.  Hamilton.  Yes ;  there  might  be  part  we  will  not  need. 

Mr.  Adamson.  You  have  no  objection  to  our  editing  it  and  selecting 
such  parts  as  we  may  wish  to  conscript  ? 

Mr.  AcwoRTH.  Certainly  not.  It  is  a  public  document.  It  is 
^^^^6ssed  to  Canada,  but  it  has  great  interest  to  England  because 
the  bulk  of  the  money  is  found  in  London,  and  for  the  last  two  or 
*J^i"6?^  years  a  good  deal  of  short-term  money  has  been  borrowed  by 
the  Canadian  Eailways  in  New  York. 

Mr.  Adamson.  Will  you  oblige  the  committee  with  that  book  ? 

Mr.  AcwoETH.  Certainly,  sir. 

Mr.  EscH.  In  view  of  the  importance  of  your  testimony  of  last 
night  with  reference  to  the  Prussian  or  German  lines,  I  would  like  to 
make  some  further  inquiries.  As  I  understood  it,  you  said  that  the 
Prussian  system  was  managed  distinct  and  apart  from  the  Empire's 
systems  ? 

Mr.  AcwoRTH.  That  is  to  say,  the  railways  that  belong  to  the 
Empire  are  the  railways  that  were  French  until  1870 — that  were  in 
the  territory  of  Alsace- Loraine,  ceded  by  France  to  the  Empire.  The 
Germans  took  them  over,  and  as,  of  course,  they  were  conquered  by 
the  German  Empire,  and  not  by  any  special  State,  they  have  re- 
mained the  property  of  the  State.  For  all  practical  purposes,  they 
are  administered  by  Prussia. 

Mr.  Hamilton.  There  are  about  1,300  miles  of  line,  are  there  not? 
Am  I  mistaken  as  to  the  length  of  it? 

Mr.  AcwoETii.  I  am  afraid  I  have  not  the  figure  in  my  head,  sir. 
I  should  have  thought  it  was  more  than  that;  but  they  are  very 
important,  because  of  the  coal  mines  and  the  iron  mines  in  the  Saar- 
bruck  district. 

Mr.  EscH.  Then  they  also  have  control  of  the  lines  in  Hesse? 

Mr.  AcwoETH.  Hesse  had  its  own  separate  system  and  Prussia 
had  its  own  separate  system.  I  should  think  it  was  about  1900, 
speaking  from  memory,  that  the  people  of  Hesse  came  to  the  con- 
clusion that  it  was  not  good  business  to  keep  their  small  system 
separate,  and  they  amalgamated,  and  it  is  now  the  Prussian-Hesse 
system. 

Mr.  EscH.  Has  not  Prussia  some  interest  in  the  lines  in  Saxe- 
Weimar  and  Saxe-Meiningen  ? 

Mr.  AcwoRTH.  I  think  those  little  States — they  are  too  small  to 
amount  to  anything  of  importance — are  included  in  the  Prussian 
railway  svstem. 

Mr.  EscH.  Does  not  the  imperial  control  extend  over  the  States, 
to  a  certain  degree? 

Mr.  AcwoRTH.  There  was  set  up  under  the  German  constitution 
an  imperial  railwav  office,  and  it  was  expected  to  be  of  very  great 
importance;  and  if  you  look  at  the  paper  constitution  of  it,  it 
looks  to  have  important  functions.  I  gather  from  discussing  it  with 
people  who  know  its  actual  working  that  as  a  matter  of  practical 
politics  it  has  not  really  very  much  power;  that  it  nominally  controls 
tariffs,  it  nominally  controls  regulations  as  to  signaling  and  as  to 
interchange  of  traffic  and  everything  of  that  kind ;  but,  practically, 
I  understand  it  sits  there  and  compiles  statistics,  and  does  not  do 
very  much  more;  but  if  it  were  necessary  to  unify  the  regulations 
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and  the  tariffs  of  the  German  States,  it  would  have  power  to  do  it. 
It  would  have  a  theoretical  power,  certainly,  whether  it  would  have 
a.  practical  power  or  not.  As  it  works  out  in  practice  Prussia  domi- 
nates the  situation.  .  •,  „     -r      i 

Mr.  EscH.  Is  that  done  through  the  nation  council^  Is  that 
what  they  call  that  body?  . 

Mr.  AcwoRTH.  Oh,  no,  sir ;  the  national  council  is  quite  different. 
The  imperial  railway  office  has  an  official  director,  etc.,  and  is  an 
official  bureau.  Prussia  has — and  other  smaller  States  have  in  some 
cases,  too— a  national  council,  which  consists  of  representatives  from 
the  ministry  of  agriculture,  and  the  ministry  of  war,  and  the  min- 
istry of  commerce,  and  the  ministry  of  lands  and  mines,  and  the 
ministry  of  railways,  and  chambers  of  commerce,  and  chambers  of 
mines,  and  chambers  of  agriculture,  and  probably  representatives 
of  the  municipality  of  Berlin  and  some  other  big  municipalities-^ 
something  like  100  members  in  all — and  it  meets  and  discusses — it 
has  no  powers  whatever — any  questions  of  alterations  in  the  general 
regulations.  Take  a  question  that  is  always  up  here,  of  demurrage ; 
let' us  say  that  it  is  proposed  to  alter  the  rules  about  demurrage  or  it 
is  proposed  to  alter  the  size  of  the  minimum  carload — questions  of 
that  kind,  which  are  proposed  either  by  the  railways  or  by  the 
traders,  and  a  question  of  that  kind  is  put  on  the  docket  of  the 
council  and  is  discussed.  The  council  has  no  authority  whatever  to 
give  any  orders.  It  is  merely  a  consultative  body,  but  its  opinions 
have  very  great  weight.  I  have  urged  for  years  in  England  thatwe 
should  ado^jt  the  same  thing.  I  read  not  very  long  ago  an  article 
by  Mr.  Meyer,  of  the  Interstate  Commerce  Commission,  urging  that 
it  be  introduced  here.  We  have  recommended  that  it  be  introduced 
in  Canada.    I  believe  it  is  an  admirable  system. 

Mr.  EscH.  It  brings  to  the  attention  of  the  administrative  body 
the  wishes  of  the  people  themselves? 

Mr.  AcwoRTH.  Yes;  and  it  does  another  thing,  which  is  almost  as 
important.  It  makes  the  railway  people  and  the  shippers  know 
each  other,  it  gives  the  customer  who  does  not  understand  railway 
operation  an  opportunity  of  learning  that  what  he  thinks  is  a  simple 
thing  to  be  done  is  not  easy  for  the  railway  companies  to  do.  I 
think  it  has  good  influence  both  ways.  It  helps  the  railway  com- 
panies; it  makes  them  do  things  they  might  otherwise  object  to 
doing,  but  it  also  makes  the  shippers  understand  why  they  can  not 
get  all  they  want.     I  believe  it  is  most  valuable. 

Mr.  EscH.  How  does  that  differ  from  the  committee  on  railway 
management?  They  have  another  organization  or  body — a  com- 
mittee on  railway  manegement.  Now,  that  may  have  only  reference 
to  the  relations  of  Germany  to  outside  States. 

Mr.  AowoRTH.  It  is  a  little  difficult,  of  course — the  technical 
terms — ^but  I  presume,  sir,  what  you  are  referring  to  is  the  Union 
of  German  Eailway  Administration,  a  body  of  the  nature  of  your 
railway  association  here,  which  is  purely  of  railway  men,  technical 
men  who  discuss  technical  questions,  who  lay  down  the  dimensions 
of  a  coupler,  that  it  must  be  of  a  certain  weight  and  have  a  certain 
size  of  jaw,  and  that  it  must  pull  back  with  a  rod  of  a  certain  length, 
and  things  of  that  kind;  purely  a  technical  body. 

Mr.  EscH.  Does  not  that  body  have  a  tendency,  then,  to  bring 
about  uniformity  and  standards  throughout  the  Empire? 
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Mr  AcwoRTH.  Oh,  yes;  they  have  done  most  admirably,  and  not 
only  have  they  established  the  German  standard  in  Germanv  but  it 
extends  into  Austria,  into  Luxemburg,  and,  I  think,  into  Holland 
and  Belgium  and  into  Switzerland.  It  extends  far  beyond  the  Ger- 
man Empire,  and  not  only  has  it  been  very  useful  from  a  practical 
pomt  of  view,  but  I  have  no  doubt  that  it  has  been  one  of  the  things 
*      M-  ^  T?  '^^^P®*^  Germany  to  extend  her  trade  outside  of  her  frontiers. 

Mr.  EscH.  So  you  think  both  those  organizations  tend  toward 
higher  eiRciency? 

Mr.AcwoETH.  Yes;  I  think  they  are  both  admirable  and  very 
useful. 

Mr.  EscH.  Now,  with  reference  to  the  matter  of  Prussian  rates, 
IS  it  not  a  fact  that  the  bulk  freight  in  Germany  goes  by  river  or 
canal ? 

Mr.  AcwoRTH.  It  is  curious,  when  you  come  to  look  at  the  figures. 
One  always  speaks  of  it  as  "rivers  and  canals,"  but  the  fact  is — I 
think  I  should  not  be  wrong  if  I  said  that  more  than  half  of  the 
whole  is  on  the  Ehine — a  good  deal  more  than  half  of  the  whole  is 
actually  on  the  Ehine,  and  perhaps  a  quarter  of  the  rest  of  it  is  on 
the  Elbe,  and  the  canals  are  quite  a  small  proportion  of  the  whole ; 
when  you  put  them  together  they  are  very  much  smaller  than  the 
railway  traiSc,  but  they  bear  a  very  much  bigger  proportion  to  the 
railway  traffic  than  in  the  United  States  or  in  the  United  Kingdom. 

Mr.  EscH.  It  is  one-quarter,  I  understand 

Mr.  AcwoETH.  In  Germany  ? 
Mr.  EscH.  Yes. 

Mr.  AcwoETH.  I  would  not  like  to  give  the  figure  offhand. 
Mr.  EscH.  That  was  the  figure  given  by  Dr.  Johnson  in  his  work 
on  "  Railway  Transportation,"  just  published. 

Mr.  AcwoETH.  If  I  had  known  that  you  were  likely  to  ask  me  that, 
I  would  have  looked  it  up. 

Mr.  EscH.  The  point  I  am  getting  at  is  that,  assuming  that  Dr. 
Johnson  is  right  in  his  statement  that  one-quarter  of  the  freight  in 
the  German  Empire  goes  by  water,  that  would  mean  that  the  high- 
priced  freight — what  we  call  in  this  country  "  class  freight " — would 
go  by  rail? 

Mr.  AcwoETH.  That  is  true. 

Mr.  EscH.  And  that  would  have  a  tendency  of  raising  the  average 
per  ton-mile  cost  in  Germany  as  compared  with  the  United  States 
or  any  other  country? 

Mr.  AcwoETH.  Yes ;  somewhat,  but  not  very  much,  if  you  remem- 
ber that  it  is  all  in  carload  lots  and  that  the  consignor  has  to  load  and 
unload  it.  It  does  not  cost  much  more  to  haul  a  carload  of  cotton 
cloth  than  it  does  to  haul  a  carload  of  coal.  Of  course,  coal  gives 
better  loading,  but  the  large  part  of  the  expense  of  merchandise  traffic 
is  the  handling.  Now,  they  get  rid  of  that  because  it  is  all  carload 
stuff,  and  the  consignor  and  consignee  deal  with  it.  But  may  I  just 
say  this  about  the  water  traffic,  because  this  is  a  condition  of  things 
that  is  peculiar  to  Germany :  Largely,  it  is  always  understood,  from 
the  personal  interference  of  the  Kaiser  himself,  the  water  traffic  is 
encouraged,  and  what  happens  is  this :  Traffic  arises,  we  will  say,  ,30 
miles  from  the  Rhine.  Supposing  it  is  traffic  rising  in  the  east  of 
Prussia,  somewhere  near  the  Elbe ;  it  is  carried  by  rail  to  the  Elbe— 
this  happens  on  grain  to  a  large  extent — and  it  goes  down  the  Elbe, 
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and  comes  right  around  the  North  Sea,  and  comes  up  the  Ehine,  and 
then,  if  it  is  wanted  50  miles  inland,  it  is  again  put  on  a  train  and 
taken  to  its  destination.  So  you  will  observe,  if  you  take  the  case 
of  a  ton  of  grain,  under  those  conditions  it  would  appear  in  the  sta- 
tistics as  2  tons  of  grain  carried  by  rail  and  1  ton  of  grain  carried  by 
water,  and  yet  it  is  the  same  ton.  So,  as  I  say,  the  statistics  are 
curious. 

Mr.  EscH.  But  it  is  true,  as  you  say,  that  the  German  Government 
encourages  its  water  traffic? 

Mr.  AcwoRTH.  Yes. 

Mr.  EscH.  And  does  not  permit  the  railroads  to  fix  such  a  rate  as 
would  destroy  the  river  traffic? 

Mr.  AcwoETH.  Yes;  that  is  to  say,  it  does  not  itself  make  any 
such  a  rate. 

Mr.  EscH.  In  France  they  do  the  same  thing,  do  they  not,  to  pro- 
tect their  water  traffic  ? 

Mr.  AcwoETH.  In  France  they  protect  the  water  traffic  by  not 
allowing  a  railway  rate  to  be  reduced  to  more  than  20  per  cent  above 
the  water  rate.  There  is  a  sort  of  standard  difference  between  the 
rates  of  20  per  cent  higher  for  rail. 

Mr.  EscH.  That  being  the  case,  and  the  railroads  only  carrying  the 
higher  class  freight 

Mr.  AcwoETH.  No,  sir ;  with  respect,  that  is  not  the  case.  I  mean 
to  say  that  if  you  will  look  at  the  traffic  you  will  find,  as  in  every 
country,  that  the  very  large  proportion  of  the  total  rail  traffic  is  coal 
and  iron. 

Mr.  EscH.  And  that  goes  by  water  very  largely  ? 

Mr.  AcwoRTH.  Very  largely;  but  also  by  rail  very  largely.  I 
mean  to  say  that  if  you  take  an  analysis  of  the  total  tonnage  of  the 
Prussian  railways,  and  say  it  is  500,000,000  tons  a  year,  or  some- 
thing of  that  kind,  you  will  find  that  200,000,000  tons  to  start  with  is 
coal  and  another  100,000,000  is  iron  and  sand  and  bricks  and  things 
of  that  kind.  It  would  be  quite  wrong  to  think  that  the  Prussian 
rate,  of  which  I  gave  the  average  yesterday  at  roughly  double  the 
American  rate — I  say  it  would  be  quite  wrong  to  think  that  that  is 
mainly  on  high-class  traffic.  I  think  you  will  find  it  is  on  traffic  dis- 
tributed in  very  much  the  same  proportions  as  it  is  distributed  here. 

Mr.  EscH.  But  in  the  German  system  they  do  not  have  express 
companies  and  express  packages  hauled  by  distinct  companies,  but 
that  goes  as  freight,  does  it  not  ? 

Mr.  AcwoETH.  They  have  a  system  by  which  it  is  all  done  by  the 
railway  itself.  They  have  a  system  of  what  they  call  "  express 
goods,"  for  which  the  rate  is  double  the  rate  on  the  highest  class 
traffic  by  ordinary  freight ;  and  they  also  have  what  they  call "  courier 
freight,"  which  is  still  better,  and  that  is  charged  four  times  the  first- 
class  freight  rate. 

Mr.  EscH.  But  that  goes  in  to  raise  the  average? 

Mr.  AcwoRTH.  No,  sir. 

Mr.  EscH.  It  does  not  ? 

Mr.  AcwoETH.  No,  sir.  The  rates  I  have  given  are  the  rates  not 
including  express  goods.     These  are  the  rates  for  ordinary  freight. 

Mr.  Escii.  Germany,  to  encourage  her  foreign  commerce,  has  what 
she  calls  "exceptional  tariffs,"  has  she  not? 

Mr.  AcwoRTH.  Oh,  yes. 
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Mr.  Escii.  Will  you  explain  the  operation  of  the  exceptional 
tariffs  as  administered  by  the  German  railway  system  ? 

Mr.  AcwoRTH.  I  am  afraid,  sir,  that  that  is  beyond  me.  They 
have  a  very  complicated,  tariff.  They  have,  first  of  all,  a  rate  for 
small  consignments — and  a  "small  consignment"  means  anything 
under  5  tons — small  consignments  of  goods  not  specially  mentioned. 
Secondly,  they  have  a  rate — that  is  the  rate  Avhich  I  mentioned  yes- 
terday, and  called  it  9.  Secondly,  they  have  a  rate  for  goods  "  not 
specially  classified,"  carried  in  5-ton  lots,  and  that  rate  would  be 
about  6.  Thirdly,  they  have  a  rate  for  goods  not  specially  classi- 
fied, carried  in  10-ton  lots,  and  that  would  be  the  rate  that  I  called  4. 
Then,  next,  they  have  another  three  sets  of  rates  for  goods  "  specially 
classified,"  lower  than  the  first  set ;  that  go  either  in  small  consign- 
ments, or  in  5-ton  lots  or  in  10-ton  lots.  Then,  beyond  that,  they 
have  three  which  they  call  "exceptional  classes."  The  exceptional 
class  No.  1,  we  will  say,  would  be  grain ;  exceptional  class  No.  2  would 
be,  say,  pig  iron,  and  exceptional  class  No.  3  would  be  coal  and  sand 
and  manure.     So  that  they  have  a  great  many  classes. 

Mr.  EscH.  Yes ;  but  those  are  hauled  at  a  very  low  rate  ? 

Mr.  AcwoETH.  It  works  out  in  this  way,  as  I  quoted  from  Prof. 
Schumacher,  down  to  a  rate  about  as  low  as  0.35  of  a  cent — I  gave  the 
figure  yesterday.  That  he  gives  as  an  exceptionally  low  rate  for 
bulk  freight :  He  says,  "  In  the  case  of  goods  sent  in  bulk,  the  freight 
for  long  distances  is  as  low  as  0.35  of  a  cent  per  ton-mile." 

Mr.  EscH.  Why  are  such  exceptionally  low  rates  given  to  exports 
and  imports?  Do  you  think  it  is  due  to  the  agrarian  movement 
generally  ? 

Mr.  AcwoETH.  They  never  give  a  low  rate  to  imports.  On  the 
contrary. 

Mr.  EscH.  Exports? 

Mr.  AcwoRTH.  Exports ;  yes.  They  have  done  that  as  a  deliberate 
attempt  to  capture  the  foreign  markets.  They  have  kept  that  very 
quiet,  but  there  are  two  well-known  tariffs — one  the  "  Levant  tariff," 
and  the  other  the  "  East  African  tariff,"  and  it  is  always  understood 
that  a  manufacturer,  in  Saxony  for  instance,  wanting  to  ship  goods, 
in  competition  with  other  countries,  to  Asia  Minor,  is  given  such  a 
rate — or  it  may  be  no  rate  at  all — from  his  factory  to  Hamburg  as 
enables  him  to  compete  with  the  same  goods  coming  from  Liverpool 
or  from  New  York;  but  the  Prussian  Government  keeps  that  very 
quiet.  However,  it  is  quite  understood  that  it  deliberately  makes  a 
rate  that  renders  it  possible  for  the  German  trader  to  compete  with- 
out being  handicapped  by  his  geographical  situation. 

Mr.  EscH.  That  would  result  in  a  species  of  discrimination,  would 

it  not? 

Mr.  AcwoETH.  A  startling  discrimination,  one  would  say;  but  it 
is,  of  course,  part  of  the  whole  Prussian  system  of  protection. 

Mr.  EscH.  Yes.  You  spoke  last  night  of  the  small  capacity  of 
their  wagons  or  freight  wagons.  Is  not  that  due,  in  part,  to  their 
agreement  with  adjoining  nations  that  they  shall  have  not  more  than 
3,100  pounds,  I  think,  for  axle  load  ?  Do  they  not  have  some  agree- 
ment of  that  kind? 

Mr.  AcwoKTH.  I  should,  myself,  have  thought  it  was.  due  more  to 
the  fact  that  a  State  undertaking  is  never  ready  to  spend  money  on 
improvements,  and  that  they  did  not  want  to  build  bridges  that 
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would  carry  the  heavier  loads.  Of  course  the  proportion  of  traffic 
that  goes  to  foreign  countries  is  very  small;  the  great  haul  of  traffic 
must  always  be,  for  example,  coal  from  the  mines  of  the  iron  works, 
and  things  of  that  kind,  and  I  do  not  know  of  any  reason  why  they, 
should  not  use  50-ton,  70-ton,  or  90-ton  cars,  as  they  do  in  America, 
except  that  they  would  have  to  modernize  their  roads. 

Mr.  Escpi.  You  gave  us  one  reason  why  they  did  not,  and  why  the 
freight  traffic  in  Germany  was  not  at  its  highest  point  of  efficiency — 
the  fact  that  the  Government  sought  a  revenue  out  of  its  roads. 

Mr.  AcwoRTH.  Well,  sir,  I  do  not  want  to  say  anything  unkind 
about  Governments,  but  it  does  seem  to  me  that  all  Government  en- 
terprises seek  a  revenue  not  by  launching  out  boldly  and  getting  a 
fine  return  but  by  "  cheeseparing "  and  cutting  down  the  expenses. 
They  try  to  raise  their  profit  by  cutting  down  the  expenses  and  not 
by  improving  their  gross  receipts.  It  seems  to  me  that  applies  to 
Government  enterprises  everywhere,  certainly  in  Europe. 

Mr.  EscH.  And  that  would  be  one  argument  against  Government 
ownership,  in  your  opinion? 

Mr.  AcwoETH.  To  me  it  is  a  very  strong  argument.  All  history 
tends  that  way. 

Mr.  EscH.  You  sav  they  turn  into  the  treasury  $50,000,000  to 
$60,000,000  a  year? 

Mr.  AcwoRTH.  Yes ;  .and  it  has  gone  as  high  as  a  hundred  million ; 
it  varies  from  year  to  year. 

Mr.  EscH.  But  I  think  the  German  States  do  not  tax  their  rail- 
roads ? 

Mr.  AcwoETH.  They  pay  some  taxes. 

Mr.  EscH.  It  is  comparatively  nominal? 

Mr.  AcwoRTH.  Yes. 

Mr.  EscH.  So  when  you  talk  about  putting  so  much  into  the 
treasury,  we  ought  to  remember,  at  the  same  time,  that  they  are  not 
being  taxed  by  the  Government  ? 

Mr.  AcwoETH.  Yes,  sir;  that  is  perfectly  true.  I  put  it  in  there, 
but  I  forgot  to  mention  it  last  night.  Of  course  it  is  a  very  important 
point. 

Mr.  Hamilton.  Is  it  true  that  the  Prussian  railroads  are  not  taxed? 

Mr.  AcwoRTH.  Yes ;  they  pay  some  nominal  charges. 

Mr.  Hamilton.  The  Belgian  roads  are  not  taxed,  but  I  had  the 
idea  that  the  Prussian  roads  were  taxed. 

Mr.  AcwoRTH.  My  recollection  is  that  they  have  to  pay  something 
like  one-half  of  1  per  cent  of  their  gross  revenue;  something  very 
small. 

Mr.  EscH.  If  the  25,000  miles  pf  State  roads  had  to  pay  a  tax 
like,  other  property  there  would  not  be  much  money  to  put  into  the 
treasury,  would  there? 

Mr.  AcwoRTH.  Well,  I  could  not  say.  One  would  have  to  know 
what  the  rate  of  the  tax  would  be  before  it  would  take  that  up. 

Mr.  EscH.  But  we  have  got  to  bear  that  in  mind  ? 

Mr.  AcwoRTH.  Oh,  yes.  Unquestionably,  if  they  had  taxation  on 
the  American  scale,  of  so  many  dollars  a  mile — say,  $250  a  mile  or 
something  of  that  kind 

Mr.  EscH.  The  taxes  on  the  railroads  of  the  United  States  last 
year  were,  I  think,  about  $150,000,000,  and  it  is  a  very  considerable 
item,  and  one  against  which  the  railroads  are  making  much  com- 
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plaint,  because  of  the  rapid  rate  of  increase  in  their  taxation  in  the 
last  10  years. 

Mr.  Hamilton.  Just  a  question  has  occurred  to  me  in  this  con- 
nection, and,  with  Mr.  Esch's  permission,  I  will  submit  it  to  you. 

Mr.  Escii.  Yes ;  go  ahead,  sir. 

Mr.  Hamilton.  As  I  understand,  it  has  been  the  custom  in  Prus- 
sia— I  do  not  know  whether  it  is  still  the  custom — for  municipalities 
to  construct  the  railroad  stations,  and  not  require  the  railroads  to 
construct  those  stations,  so  that  a  considerable  expense  was,  for  a 
long  time  at  least  saved  to  the  railroads  in  that  respect.  Is  that 
true? 

Mr.  AcwoRTii.  I  do  not  think  they  construct,  sir.  Of  course  the 
State  and  the  municipalities  work  exceedingly  closely  together. 
Here  is  what  has  happened  in  one  or  two  instances.  1  dare  say 
that  the  members  of  the  committee  know  the  great  station  at  Frank- 
fort. Now,  they  moved  the  Frankfort  station.  The  town,  of  course, 
had  grown  a  great  deal,  and  they  moved  the  station  from  a  very 
valuable  site  and  sold  that  site,  and  they  built  an  enormously  larger 
and  more  elaborate  station  on  a  considerably  ^cheaper  site ;  and  I 
have  no  question  that  there  was  a  bargain  in  the  whole  undertaking 
between  the  Government  and  the  State  and  the  city;  but  the  Gov- 
ernment certainly  built  the  station.  How  much  the  town  contributed 
and  in  what  form  I  could  not  say. 

Mr.  Hamilton.  I  understood  that  the  Government  ran  the  rail- 
way, but  that,  for  a  long  time  at  least  the  municipality  constructed 
the  stations,  and  that  there  w^s  a  sort  of  rivalry  among  them,  as  to 
the  beauty  and  the  character  of  the  stations  and  things  of  that  sort. 

Mr.  AcwoRTH.  That  is  not  within  my  knowledge,  sir. 

Mr.  EscH.  My  half  hour  is  exhausted,  but  1  want  to  ask  you  one 
question.  What,  in  your  opinion,  would  be  the  virtue  of  this  plan : 
That  the  Government  would  guarantee  interest  and  dividends  on  a 
fair  valuation,  plus  a  reasonable  surplus,  dividing  with  the  Gov- 
ernment what  should  be  earned  beyond  that  amount  ? 

Mr.  AcwoETH.  Are  you  putting  that  as  a  generality  ? 

Mr.  EscH.  A  hypothetical  question. 

Mr.  AcwoETH.  As  a  general  scheme? 

Mr.  EscH.  Yes.  .  ,      ,  ,■-,-,     ^  i    ^ 

Mr.   AcwoETH.  A  scheme  that  might  be  applicable  to   a  whole 

country's  railways? 
IVTr   EscEC    Ygs. 
Mr.  AcwoRTi-i.  Guaranteed,  we  will  say,  5  per  cent  and  dividing 

beyond  5  per  cent? 

Mr.  EscH.  Yes.  •   x     j?     •  ^        i       t,  i;i 

Mr  AcwoETH.  Well,  from  the  point  of  view  of  a  shareholder, 
assuming  that  he  agrees  with  the  valuer  as  to  what  the  fair  valua- 
tion is— which,  perhaps,  is  a  somewhat  large  assumption—;- 

Mr  EscH.  Of  course,  we  are  trying  to  make  a  fair  valuation  here. 

Mr'  AcwoETH.  Yes.  'Assuming  that  the  shareholder  accepts  the 
valuation  as  fair,  that  he  is  offered  a  guaranteed  per  cent  and  a  per- 
centage of  the  division  of  the  rates,  it  seems  to  me  that  the  share- 
holder in  the  ordinary  railroad  has  reason  to  think  he  is  quite  well 
treated-  but  it  occurs  to  one  whether  a  shareholder  m  the  Lacka- 
wanna Railroad  would  be  grateful  for  that  treatment. 
100637— PT  12—17 5 
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Mr.  EscH.  He  might  think  he  could  do  better  ? 

Mr.  AcwoETH.  Yes ;  that  he  could  do  better  for  himself. 

Mr.  Escpi.  That  suggestion  was  not  broached  in  the  course  of  the 
hearings  thus  far,  and  I  thought  I  would  get  your  views  on  it.  My 
time  is  exhausted. 

Mr.  AcwoKTH.  I  was  only  answering  from  a  financial  point  of  view. 

Mr.  EscH.  Well,  what  would  you  say  to  it  as  a  governmental 
policy  ? 

Mr.  AcwoRTH.  It  is  quite  clear  that  the  Government  is  not  going 
to  take  all  that  responsibility  without  taking  some  control  in  return. 
You  must  assume  that. 

Mr.  EscH.  That  is  assumed. 

Mr.  AcwoRTH.  Of  course,  if  you  ask  me  my  opinion 

Mr.  EscH.  Yes. 

Mr.  AcwoETH.  My  opinion  would  be  that  it  would  depend  on  the 
form  in  which  the  Government  took  the  control.  If  the  Government 
took  the  control  in  a  form  which  led  the  railways  to  get  into  politics, 
I  should  say  it  would  be  a  disaster  to  the  country.  If  the  Govern- 
ment took  the  control  in  the  form  of,  what  shall  I  say — of  a  financial 
board  of  exjDerts,  or  something  of  that  kind,  who  were  entirely  inde- 
pendent of  politics  and  who  did  not  have  to  seek  election  or  anything 
of  that  kind,  it  might  be  a  good  scheme. 

Mr.  EscH.  Let  us  assume  control  such  as  we  have  in  the  Interstate 
Commerce  Commission  now. 

Mr.  AcwoETH.  Well,  I  like  our  Canadian  scheme,  where  they  re- 
elect each  other,  much  better  than  yours,  sir,  I  will  say  frankly;  but 
we  have  not  got  ours  yet. 

Mr.  EscH.  My  time  is  exhausted,  Mr.  Chairman. 

The  Vice  Chairman.  Have  you  imposed  a  self-limitation  on  your- 
self, Mr.  Esch? 

Mr.  EscH.  Yes,  sir. 

The  Vice  Chairman.  Senator  Eobinson,  you  may  examine  the  wit- 
ness now.  Before  Senator  Robinson  proceeds,  however,  I  will  have  to 
go  away,  and  must  ask  to  be  excused;  and  I  want  to  ask  if,  after 
Senator  Robinson  and  Judge  Sims  have  concluded  their  examination, 
we  can  not  reconvene  in  the  morning  at  half  past  10,  and  permit 
those  Senators  who  are  not  present  to-night  to  examine  Mr.  Ac- 
worth  ? 

Mr.  AcwoRTH.  I  am  at  your  service. 

The  Vice  Chairman.  What  do  you  say,  gentlemen  ? 

Senator  Robinson.  I  am  agreealDle. 

The  Vice  Chairman.  Will  you  proceed  now.  Senator? 

Senator  Robinson.  Yes. 

The  Vice  Chairman.  You  and  Judge  Sims  try  to  get  through  to- 
night, and  then  we  will  meet  in  the  morning  at  10.30. 

Senator  Robinson.  Then  you  had  better  make  it  10  o'clock,  if  you 
want  to  accomplish  anything  in  the  morning,  because  the  Senate 
meets  at  11. 

The  Vice  Chairman.  Then,  when  you  and  Judge  Sims  have  con- 
cluded, just  announce  that  we  will  adjourn  until  10  o'clock  to- 
morrow. 

Senator  Robinson.  I  was  not  fortunate  enough  to  hear  the  exami- 
nation by  Congressman  Hamilton,  and  I  only  heard  a  part  of  the 
examination  by  Congressman  Esch.    I  do  not  wish  to  duplicate  any- 
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tmng  that  has  been  asked  you,  but  in  your  direct  examination  you 
stated  that,  before  publishing  your  views,  as  expressed  in  the  printed 
document  to  wliich  you  have  referred  throughout  your  testimony, 
Mr.  Acworth,  you  first  submitted  your  statements  concerning  tlie 
-^™;^rican  railways  to  two  eminent  American  experts  on  the  subject? 

Mr.  AcwoETH.  No,  sir.  I  submitted  the  whole  thing  to  two  ex- 
perts, one  of  whom  was  an  American  and  the  other  one  was  an  Eng- 
lishman, and  I  said,  "Have  I  got  any  figures  wrong?"  What  I 
really  said  was  this:  " Have  I  strained  a  point?  Have  I  fairly  rep- 
resented the  figures,  or  are  there  figaires  that  ought  to  have  been  put 
in,  which  would  qualify  my  case  ?"     That  is  the  way  I  put  it  to  them. 

Senator  Robinson.  Have  you  stated  who  they  were? 

Mr.  AcwoRTH.  I  did  not  give  their  names. 

Senator  Eobinson.  I  would  be  glad  to  have  you  do  that. 

Mr.  AcwoRTH.  I  suppose  they  can  not  have  any  objection.  One 
was  Prof.  Cunningham,  of  Harvard,  and  the  other  was  Mr.  Stephen- 
son, who  is  lecturer  on  railway  economics  in  the  University  of 
London. 

Senator  Eobinson.  You  referred  to  what  you  yourself  designated 
as  your  "bias"  on  this  subject.  Do  you  oppose  government  owner- 
ship or  government  operation  of  railroads,  or  both? 

Mr.  AcwoETH.  Well,  they  almost  have  gone  together.  I  do  not 
see  any  objection  to  government  ownership  and  a  lease,  if  that  is 
the  best  system  under  the  circumstances,  but  I  would  put  it  as  a 
strong  conviction  that  private  enterprise  is  best,  if  we  can  keep  it. 

Senator  Robinson.  When  you  say  "  private  enterprise "  do  you 
mean  that  it  is  better  for  the  railroads  to  be  owned  by  individuals  or 
corporations  and  operated  by  them,  or  better  for  them  to  be  owned 
by  the  public  and  operated  by  individuals  ? 

Mr.  Acw^OETH.  No,  sir.  I  mean,  quite  clearly,  that,  in  my  belief, 
for  a  great  many  years  the  English  railways,  which  never  had  a  shil- 
ling of  government  money  and  never  had  any  government  help  in 
the  world — in  the  early  days  certainly  led  the  world,  and  when 
people  wanted  to  know  how  to  run  a  railway  they  came  to  England 
to  learn;  and  the  railway  literature  of  40  and  50  years  ago  is  full 
of  French  and  German  and  American  books  by  people  who  came  to 
England  and  learned  from  the  private  railways  of  England  how  to  . 
do  things.  Nowadays,  if  people  want  to  learn  how  to  run  a  railway — 
the  French  and  the  Germans  and  the  English — they  come  to  the 
American  railroads  and  learn  from  them;  and  the  American  rail- 
roads, aside  from  fractional  assistance  for  the  Union  Pacific,  and  so 
on,  in  the  early  days,  are  entirely  the  result  of  private  enterprise; 
and  I  think  those  two  go  a  A'ery  long  way  to  prove  the  case. 

Senator  Robinson.  Have  you  made  a  special  study  of  American 
railroads  with  a  view  to  determining  the  best  means  of  providing 
necessary  and  adequate  transportation  facilities  in  this  country  ? 

Mr.  AcwoRTH.  I  have  a  very  definite  idea  myself,  sir,  that  you 
can  have  all  the  transportation  facilities  in  six  months,  if  you  can 
give  them  rates  on  which  they  can  raise  the  capital. 

Mr.  Robinson.  Do  you  think  the  difficulties  that  now  exist  with 
reference  to  transportation  in  the  United  States  are  due  to  inade- . 

quate  rates  ?  *  ..,,,, 

Mr.  AcwoETH.  It  seems  to  me  it  is  quite  clear  what  has  happened. 
You  had  a  long  series  of  falling  prices,  and  you  had  railroads  very 
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rapidly  making  great  economies  by  bigger  cars  and  bigger  engines 
and  bigger  train  loads,  and  all  the  rest  of  it,  and  you  also  had 
strong  competition,  and  the  result  of  all  those  things  was  that  the  rail- 
roads, by  economizing  in  their  methods,  could  afford  to  carry  very 
cheaply.  They  tried  to  carry  too  cheaply  in  order  to  cut  each  other's 
throats.  Noa¥,  then,  just  at  the  stage  when  they  have  got  to  the  low- 
est rate,  you  introduce  regulation,  and  the  regulation  says,  "  We  will 
keep  the  rates  down  to  the  low  figure,  substantially;  we  will  keep 
the  rates  doAvn  to  that  figure  in  the  face  of  a  market  that  has  gone  up 
100  or  120  per  cent  for  everything  they  use  and  for  the  wages  they 
have  to  pay.  Looking  at  it  as  an  outsider,  it  seems  to  me  that  the 
thing  must  break  down ;  it  can  not  do  anything  else. 

Senator  Eobinson.  1  do  not  know  whether  I  understand  you  cor- 
rectly or  not.  If  I  do  understand  you  correctly,  you  are  expressing 
the  opinion  that  railroad  rates  in  the  United  States  are  at  present 
and  have  been  during  the  past  few  years  too  low  ? 

Mr.  AcwoRTH.  Very  much  too  low. 

Senator  Eobinson.  Are  conditions  here  so  analogous  to  those  in 
continental  Europe  as  to  enable  you  to  form  a  conclusion  concerning 
the  partial  failure  of  State-owned  railroad  systems  in  Europe  and 
what  would  occur  in  the  United  States  if  we  had  Government  owner- 
ship here  ? 

Mr.  AcwoRTH.  Well,  sir,  before  you  came  in  I  almost  answered 
that  question  in  this  form:  I  suggested  you  had  less  experience  of 
Government  carrying  on  of  commercial  enterprises  than  any  impor- 
tant government  in  the  world.  There  is  a  great  deal  of  evidence  that 
the  governments  do  not  succeed,  even  with  experience,  over  well,  and 
it  seems  to  me  that  for  the  United  States  to  begin  with  an  experi- 
ment the  size  of  the  railroads,  to  start  with  them  at  the  going  off, 
is  a  dangerous  thing  to  do.  I  ought  not  to  criticize  your  methods, 
but,  at  the  same  time,  the  way  it  would  strike  an  outsider 

Senator  Eobinson.  I  hope  you  will  feel  entirely  free,  Mr.  Acwortb, 
to  express  any  conviction  you  have  on  the  subject.  I  have  been  very 
much  interested  and  enlightened  by  your  discussion  of  it,  and  I  do 
not  know  that  anything  that  I  can  ask  you  will  illuminate  the  sub- 
ject, except  perhaps  in  my  own  mind. 

Mr.  AcwoRTH.  Well,  sir,  a  member  of  the  committee  asked  me  yes- 
terday about  the  telephones,  and  the  result  was,  as  I  have  said,  I  read 
the  report  of  the  Postmaster  General  of  the  United  States.  The 
Postmaster  General  says  that  he  is  greatly  inconvenienced  by'  the 
political  pressure  of  his  subordinates.  He  also  says  that  he  wants  a 
system  altered,  under  which  all  the  higher  appointments  are  filled  from 
one  political  party.  Well,  now,  your  Post  Office  gets  on  in  spite  of  it ; 
but  if,  instead  of — I  do  not  know  what  you  have,  perhaps  a  couple  of 
hundred  thousand  people  in  the  employment  of  the  Post  Office — if 
you  put  2,000,000  people  in  that  position  I  do  not  know  what  the 
minister  of  railways  would  say.  I  jaresume  he  would  put  it  in  much 
more  strong  language  than  your  Postmaster  General  does. 

Senator  Eobinson.  Do  you  know  about  the  approximate  number 
in  railway  service  in  England  now,  Mr.  Acworth? 

Mr.  Acworth.  They  cut  off  20  per  cent,  I  suppose,  in  war.  The 
number  used  to  be  called  about  550,000  or  600,000^  b*iit  that  included 
shopmen. 

Senator  Eobinson.  They  are  all  Government  employees,  are  they? 
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Mr.  AcwoRTH.  Oh,  no ;  you  mean  at  the  present  moment  ?  Do  you 
mean  since  the  war? 

Senator  Robinson.  I  really  did  not  hare  in  mind  the  distinction  as 
to  before  the  war  began  and  since  the  war  began,  but  has  the  system 
been  changed  since  the  war  began? 

+;.  n'  ■^^"^"'^^'^^-  The  system  has  been  changed  to  this  extent— that 
the  (jovernment  has  made  itself  responsible  to  maintain  the  dividends 
of  the  shareholders.  It  no  more  interferes  with  tlie  actual  manage- 
ment of  the  railways — it  has  power  to  do  anything— in  fact,  it  no 
more  manages  the  railways  than  you  and  I  do. 

Senator  Eobinson.  The  Government  owns  the  railroads? 

Mr.  AcwoRTH.  No,  sir. 

Senator  Eobinson.    Who  owns  them? 

Mr.  AcwoRTH.  The  ownership  is  left  exactly  as  before  and  can  be 
handed  back  by  the  Government  at  six  weeks'  notice. 

Senator  Eobinson.  But  who  owns  them — a  private  corporation  ? 

Mr.  AcwoETH.  They  have  always  been  privately  owned;  there 
never  has  been  a  yard  of  public  ownership  in  England. 

Senator  Eobinson.  And  the  ownership  is  private,  and  the  manage- 
ment is  in  private  hands? 

]\'Ir.  AcwoETH.    Yes. 

Senator  Eobinson.  How  do  you  justify  the  Government  in  guar- 
anteeing income  on  the  investments? 

Mr.  AcwoETH.  You  see,  it  is  this  way :  The  Government  has  taken 
control  over  the  railways;  it  can  take  the  whole  traffic  off  of  one 
railroad  and  put  it  on  another;  it  can  order  the  railroad  to  carry 
troops  and  nothing  but  troops  and  does  not  pay  for  them,  and  so  on. 

Senator  Eobinson.  And  fixes  the  rates? 

Mr.  AcwoRTH.  The  rates,  speaking  of  war  conditions,  nothing  is 
paid  for  Government  traffic,  whether  troops  or  stores.  All  other 
rates  remain  unaltered,  but  the  Government  makes  itself  responsible 
that  the  shareholders  shall  receive  the  same  income  as  before.  It 
might  be  they  would  earn  a  great  deal  more  if  they  were  allowed  to 
earn  it,  but  they  are  not.  It  may  be  they  would  earn  a  great  deal  less, 
and  the  Government  has  simply  said  that  the  income,  as  it  was  the 
year  before  the  war,  shall  continue  during  the  war. 

Senator  Eobinson.  That  is  because  the  Government  is  receiving 
benefits  from  the  transportation  companies  in  the  carriage  of  its 
troops,  munitions,  etc.  Before  the  war  began  did  the  Government 
guarantee  income? 

Mr.  AcwoRTH.  The  English  railways  have  never  received  a  penny, 
either  in  capital  or  in  income,  from  the  Government.  They  are  even 
more  absolutely  private  enterprises  than  yours. 

Senator  Eobinson.  The  Government,  before  the  war  then,  never 
guaranteed  an  income? 

Mr.  AcwoRTH.  Never  interfered  in  any  way  except  to  regulate. 

Senator  Eobinson.  You  have  referred  to  the  alleged  necessity  for 
Government  ownership  of  railways,  and  among  the  number  of 
grounds  usually  alleged  is  the  construction  of  lines  to  meet  the  re- 
quirements of  communities  where  private  capital  has  not  been  found 
available  ? 

Mr.  AcwoRTH.  Yes,  sir. 

Senator  Eobinson.  And  I  believe,  if  I  understood  you  correctly, 
you  said  that  no  such  condition  exists  in  the  United  States.     Did  you 


1166  INTERSTATE   AND  FOKEIGN   TRANSPORTATION. 

know  that  during  the  last  two  years  there  has  been  practically  no 
railroad  construction  in  the  United  States? 

Mr.  AcwoRTH.  Yes,  sir ;  I  knew  and  I  know  the  reason,  as  I  said. 

Senator  Robinson.  What  is  it? 

Mr.  AcwoKTH.  That  you  can  not  earn  a  profit  on  a  railroad  when 
you  make  it  under  the  rates  you  are  allowed  to  charge. 

Senator  Eobinson.  But  did  you  know  during  the  last  year  the 
net  income  of  the  railroads  was  over  $600,000,000 — greater  than  ever 
before  in  the  history  of  the  country  ? 

Mr.  Sims.  A  billion  dollars. 

Senator  Robinson.  Six  hundred  million. 

Mr.  Sims.  A  billion  net  income  last  year. 

Senator  Robinson.  Well  the  figures  I  have  the  last  fiscal  year  show 
over  $601,000,000. 

Mr.  AcwoRTH.  I  know  that  one-third  of  the  share  capital  had  no 
dividend  at  all. 

Senator  Robinson.  Last  year? 

Mr.  AcwoRTH.  Last  year,  I  think  33  per  cent,  and  that  the  return 
on  those  that  did  earn  a  dividend  averaged,  I  think,  5  and  a  fraction, 
and  I  can  not  conceive  that  any  wise  man  would  put  his  money  into 
a  railroad  with  two-thirds  of  a  chance  of  earning  5|  per  cent  as  an 
average  and  one-third  of  a  chance  of  earning  nothing  at  all. 

Senator  Robinson.  Now,  1  think  if  you  will  pardon  me  for  making 
a  suggestion,  I  do  not  care  to  attempt  to  argue  it  with  you,  but  I 
think  you  are  entirely  mistaken  as  to  the  income  during  the  last  fiscal 
year. 

Mr.  AcwoETH.  Well,  no  doubt  some  of  the  gentlemen  here  could 
confirm  my  statement,  the  railroad  gentlemen  here. 

Senator  Robinson.  The  income  of  the  railways  was  greater  than 
ever  before  in  the  history  of  the  railroad  industry. 

Mr.  AcwoRTH.  Yes;  undoubtedly. 

Senator  Robinson.  How  do  you  account,  then,  for  the  discontinu- 
ance of  railroad  building  on  the  theory  that  the  income  is  insuffi- 
cient if  during  the  period  when  railroad  construction  has  ceased 
the  income  has  been  greater  than  ever  before? 

Mr.  AcwoRTH.  The  gross  income  was  very  much  greater. 

Senator  Robinson.  I  am  speaking  now  of  the  net  income.  The  net 
income  for  the  last  fiscal  year  was  over  $601,000,000  and  approxi- 
mately $1,000,000,000  gross! 

Mr.  AowoRTH.  Yes.  Well,  it  seems  to  me  so  clear  with  the  trend  of 
things.  Let  me  put  it  this  way,  sir :  If  in  a  year,  which  you  describe 
as  the  year  of  the  biggest  traffic  they  ever  had,  only  two-thirds  of 
the  railroads  got  any  dividends  at  all,  and  they  only  got  an  average 
of  5  per  cent  and  some  odd,  what  man  would  be  foolish  enough  to 
put  his  money  into  railroad  shares  when  he  has  to  face  an  average 
year? 

Senator  Robinson.  I  think  your  figures  are  incorrect  as  to  the  aver- 
age dividend,  but  I  Avill  not  attempt  to  argue  that  with  you.  Your 
conviction  is  that  the  discontinuance  of  railroad  construction  in  the 
United  States  is  due  to  the  inadequacy  of  returns  on  the  investments 
in  railroad  properties? 

Mr.  AcwoRTii.  Is  due  to  the  prospect — partly  to  the  past  and  much 
more  to  the  outlook  of  the  future. 
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Senator  Robinson.  Do  you  know  that  the  railroads  throughout  the 
^V      »  ^^*'*'^  ^^'^'^  ^'^'•'^  "lore  business  than  they  can  do? 

Mr.  AcwoRTH.  Yes,  sir. 

Senator  Robinson.  That  there  has  been  for  a  year  or  two  years  a 
congestion  m  traffic  on  the  railroads  and  that  they  are  absolutely 
unable  to  take  care  of  the  traffic ? 

Mr.  AcwoRTH.  Yes. 

Senator  Robinson.  Does  that  indicate  to  you  that  the  outlook  for 
the  railroads  in  the  United  States  is  bad? 

Mr.  AcwoRTH.  Yes,  sir;  very  much  so. 

Senator  Robinson.  Why? 

Mr.  AcwoRTii.  Because  everybody  who  knows  the  railroad  business 
knows  that  the  moment  that  you  get  congestion  the  loss  is  appalling. 
It  costs  you,  once  you  tangle  up  your  traffic  in  a  knot,  it  costs  you  an 
appalling  amount  of  money  to  untie  the  knot  again  ? 

Senator  Robinson.  But  what  is  the  entanglement  due  to  ? 

Mr.  AcwoETH.  It  is  due  to  the  fact  that  capitalists  have  not 
thought  the  prospect  good  enough  to  spend  the  money  necessary  to 
make  the  increase  of  facilities  that  is  required  in  your  country,  if 
your  country  is  not  to  have  a  collapse  of  its  trade.  I  have  been 
watching  it  for  years  and  that  is  my  firm  conviction. 

Senator  Robinson.  You  have  been  watching  it  in  the  United 
States?  That  is  what  I  was  interested  to  know,  whether  you  had 
been  studying  it? 

Mr.  AcwoETH.  Yes;  I  have  been  here  half  a  dozen  times  in  the 
last  dozen  years,  anyhow. 

Senator  Robinson.  Of  course  conditions  in  continental  countries 
are  so  different  from  those  in  the  United  States  that  a  study  of  con- 
ditions there  would  not  of  necessity  lead  to  any  conclusion  ? 

Mr.  AcwoETH.  No,  sir;  I  should  think  I  have  spent  nearly  two 
years  on  this  side  of  the  water  in  the  course  of  my  various  visits, 
and  I  think  I  have  been  in  nearly  every  State  in  the  Union. 

Senator  Robinson.  You  do  recognize  the  fact  that  there  is  a  neces- 
sity for  revival  in  railroad  construction  in  the  United  States  in  order 
to  meet  the  requirements  of  railroad  construction  and  increase  in 
facilities  ? 

Mr.  AcwoETH.  I  think  you  are  face  to  face  with  the  most  terrible 
crisis  in  commercial  matters. 

Senator  Robinson.  Have  you  worked  out  any  conclusion  as  to  the 
best  means  of  solving  that  question  Mr.  Acworth. 

Mr.  Acworth.  Yes,  sir.  I  can  only  say,  tell  the  Interstate  Com- 
merce Commifjsion  to  let  the  rates  go  up  20  per  cent  and  as  soon 
as  there  are  men  and  supplies  and  car  shops,  and  so  on,  available 
your  difficulties  will  vanish. 

Senator  Robinson.  Do  you  think  that  an  increase  in  rates  will 
solve  the  transportation  problem  in  the  United  States  ? 

Mr,  Acworth.  It  is  not  the  only  thing,  of  course.  If  you  ask  me 
the  other  thing,  I  do  not  think  you  can  expect  the  railroads  to  do 
their  work  efficiently  and  economically  as  long  as  they  are  subject  to 
so  many  contrary  jurisdictions  as  at  present. 

Senator  Robinson.  I  was  coming  to  that  in  a  few  minutes. 
Mr.  Acworth.  I  felt  I  could  not  leave  it  merely  as  a  commercial 
point. 
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Senator  Robinson.  You  have  no  such  thing  as  double  regulation 
in  continental  Europe,  have  you,  or  even  in  the  United  Kingdom? 

Mr.  AcvvoRTH.  Yes,  sir ;  there  is  Government  regulation. 

Senator  Robinson.  I  say,  double  regulation. 

Mr.  AcwoRTH.  No,  sir ;  I  beg  your  pardon. 

Senator  Robinson.  You  have  Government  regulation,  of  course, 
in  all  those  countries. 

Mr.  AcwoRTH.  I  beg  your  pardon,  I  did  not  catch  it. 

Senator  Robinson.  You  understand  here  we  have  a  system  of 
State  regulation  on  intrastate  rates,  and  Federal  regulation  as  to 
rates  in  interstate  commerce? 

Mr.  AcwoRTH.  Yes;  and  not  merely  rates,  but  also  methods  of 
working  and  things  of  that  kind.  No,  sir;  I  know  nothing  of  the 
kind  in  the  world.  I  can  not  think  of  any  country  where  it  could 
exist. 

Senator  Robinson.  Is  it  your  opinion  that  the  service  on  the  rail- 
roads would  be  improved  if  we  had  a  simple,  single  standard  of 
regulation,  in  so  far  as  that  can  be  consummated,  rather  than  the 
present  double  standard  ? 

Mr.  AcwoRTi-i.  It  seems  to  me  that  it  must  be  so.  I  put  it  this 
way:  Suppose  two  States,  each  are  perfectly  wise,  but  decide  differ- 
ently— you  would  be  better  to  substitute  for  them  a  central  govern- 
ment that  was  not  as  intelligent.     [Laughter.] 

Senator  Robinson.  Very  good.  Now,  you  have  said  that  in  your 
opinion  the  main  trouble,  if  I  understood  you  correctly,  with  the 
difficulties  which  the  American  people  are  now  experiencing  in  ob- 
taining necessary  transportation  facilities  grows  out  of  the  fact  that 
the  rates  are  too  low  and  the  returns  on  capital  invested  are 
inadequate? 

Mr.  AcM'ORTH.  Yes,  sir.  I  would  put  it  more  as  prospect  than  as 
fact.  I  mean  the  facts  are  bad,  but  the  prospects  are  much  worse, 
and  people  always  invest  not  on  the  past  but  on  the  future. 

Senator  Robinson.,  Capitalists  regard  investments  in  railroad 
propei'ties  as  of  uncertain  value,  and  therefore  are  not  in  haste  to 
make  them? 

Mr.  AcAvoRTH.  Yes,  sir.  One  does  not  need  to  talk  to  people ;  one 
only  has  to  look  at  quotations  to  learn  that. 

Senator  Robinson.  But  the  railroads  have  contended  in  hearings 
before  this  committee  that  they  have  experienced  something  of  a 
breakdown  in  their  financial  credit.  Are  you  prepared  to  say 
whether  that  is  a  bona  fide  contention  or  not  or  one  designed  to 
secure  an  increase  in  rates?  Have  you  studied  that  particular  phase 
of  it? 

Mr.  AcwoRTH.  I  have  heard  the  charge  made;  I  have  heard  the 
suggestion  made,  but  it  seems  to  me  that  if  it  were  true  it  would  be 
necessary  to  go  further  and  to  assume  that  the  whole  of  the  figures 
that  are  produced  are  manufactured.  I  read,  for  example,  within  the 
last  two  or  three  days  a  statement  by  the  president  of  the  Pennsyl- 
vania Railroad.  He  had  paid  6  per  cent  dividend  for  a  good  many 
years  past.  He  said :  "  I  had  a  certain  margin  last  year.  I  can  see 
so  many  expenses,"  M'hich  he  itemized,  extra  coal,  extra  wages,  etc., 
"  in  this  current  year  that  I  know  must  come  onto  me  that  I  do  not 
see  that  I  have  enough  margin  to  pay  my  6  per  cent  dividend."  And 
he  gives  his  figures,  and  he  shows  he  is  so  many  millions  short  of 
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paying  his  6  per  cent  dividend.  That  is  the  Pennsylvania  Railroad. 
If  the  Pennsylvania  Railroad  makes  a  statement  like  that,  what  can 
3'ou  expect  of  the  average  railroad? 

Senator  Robinson.  Have  you  had  any  trouble  with  what  we  call 
car  shortage  in  England  ? 

Mr.  AcwoETH.  We  have  got  a  great  car  shortage  at  present. 

Senator  Robinson.  But  that  is  due  to  the  war'^ 

Mr.  AcwoETH.  Yes,  sir.  No ;  I  do  not  think  as  a  rule  it  ever  gets 
to  the  height  that  it  has  got  in  America,  and  that  it  constantly  gets 
in  Germany.  I  do  not  think  so.  We  have  always  been — capital  has 
been  very  easily  raised  in  England  and  we  have  always  been  pretty 
lavish  of  capital.  Our  facilities  are  larger  than  are  really  needed,  or 
at  least  have  tended  to  be  so,  and  the  same  with  equipment. 

Senator  Robinson.  How  often  has  that  trouble  manifested  itself 
in  Germany  ?    Does  it  occur  frequently  ? 

Mr.  AcwoETH.  That  is  a  regular  part  of  the  autumn  program. 

Senator  Robinson.  What  is  it  due  to  ? 

Mr.  AcwoRTH.  It  is  due  to  the  fact  that  in  the  autumn  people 
begin  to  get  in  coal  to  supply  their  houses  for  the  winter,  and  the 
Prussian  Government  says,  and  of  course  from  an  economical  point 
of  view  the}'  are  quite  right,  they  saj',  "  It  does  not  pay  us  to  keep 
cars  that  can  be  used  for  only  two  or  three  months  in  the  winter  and 
are  not  wanted  for  the  rest  of  the  year.  If  you  do  what  a  prudent 
housekeeper  would  do  and  get  in  your  coal  in  May  there  would  be 
no  difficulty." 

Senator  Robinson.  Do  you  think  car  shortage  conditions  in  the 
United  States  qxe  analogous  to  those  that  you  have  described  in 
Prussia?  Do  you  not  know  that  for  two  or  three  years  the  United 
States  has  been  almost  continuously  in  a  condition  of  car  shortage; 
that  it  has  not  been  confined  to  any  particular  season,  but  that  it  has 
extended  over  a  period  of  two  or  three  years  ? 

Mr.  AcwoETH.  I  have  not  got  the  statistics  of  the  United  States 
with  me,  but  my  recollection  is  very  distinct  that  three  years  ago 
they  had  at  least  200,000  cars  standing  empty  month  after  month. 

Mr.  EscH.  If  you  will  pardon  me,  I  think.  Senator,  the  shortage 
began  in  March,  1916. 

Mr.  AcwoETH.  I  mean  to  say  that  since  1907  thei'e  has  generally 
been  a  surplus.  While  I  was  not  here,  I  constantly  read  United 
States  reports  and  statistics  and  newspapers  and  so  on,  and  since  1907 
there  have  certainly  occurred  car  shortages — I  dare  say  you  know 
the  statements  published  month  by  month,  and  one  said  there  was  a 
shortage  and  another  said  a  surplus,  but  there  is  no  question  that 
since  the  panic  of  1907  that  it  has  nearly  always  been  a  surplus 
of  cars  and  not  ahvays  a  shortage. 

Senator  Robinson.  In  the  United  States? 

Mr.  AcwoRTii.  Oh,  certainly.  I  would  undertake,  sir,  to  say.  li 
you  look  at  the  diagram  you  will  see  that. 

Mr.  EscH.  There  was  no  shortage  m  1908,  none  m  1909;  a  httle 
for  a  brief  space  in  1910,  and  a  little  in  1912,  that  begins  the  first 
year,  March,  1916. 

Senator  Robinson.  I  know  from  personal  knowledge  that  the  car- 
shortage  condition  in  the  South— that  section  of  the  Union  I  come 
from — has  prevailed  for  two  or  three  years.    I  do  not  care  to  go  into 
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the  matter  in  great  detail  at  this  time,  but  I  know  that  complaint 
has  existed  there  for  approximately  three  years,  and  I  am  wonder- 
ing why  tlie  railroads  have  not  anticipated — I  am  told  that  now  it 
would  require  $2,500,000,000  surplus,  or  approximately  that,  to  pro- 
vide the  additional  cars  necessary  to  meet  the  requirements  of  the 
commerce  of  the  country,  and  I  am  wondering  why  the  railroad 
managements  of  the  United  States  have  not  anticipated  at  least  a 
part  of  this  requirement. 

Mr.  AcwoETH.  But  they  have  been  telling  you  so  for  a  long  while, 
sir.    They  have  said  "  Give  us  the  money  and  we  will  buy  the  cars." 

May  I  suggest — you  have  spoken  of  the  South — may  I  point  out 
how  that  exactly  confirms  what  I  have  said?  Southern  railways 
never  paid  dividends;  if  Southern  railways  paid  dividends  they 
could  buy  cars.  The  shortage  has  not  been  severe  where  the  rail- 
roads have  good,  fair  dividends  and  reasonable  financial  strength, 
and  can  raise  capital.  It  is  where  you  can  not  raise  the  capital  that 
you  go  short  of  equipment. 

Senator  Eobinson.  You  do  not  mean  that  as  a  universal  state- 
ment ;  you  mean  that  as  a  general  statement,  do  you  not  ? 

Mr.  AcwoETH.  I  mean  to  say  broadly  speaking. 

Senator  Robinson.  So  you  think  tliat  the  solution  of  the  car- 
shortage  problem  is  an  increase  of  rates  ? 

Mr.  AcwoETH.  Not  at  the  instant  moment.  I  mean  the  shops  are 
chock-a-block,  and  you  can  not  get  them,  but  the  thing  will  work 
itself  out  if  the  railroads  can  afford  to  buy  them,  and  they  can  not 
afford  to  buy  them  unless  they  have  got  credit  to  raise  the  money. 
That  is  the  whole  story,  as  I  see  it. 

Senator  Eobinson.  It  has  been  suggested  that  I  ffek  you  this  ques- 
tion :  Will  you  describe  in  detail  your  experience  and  study  of  Ameri- 
can railways  and  American  commercial  conditions?  More  in  detail, 
:ind  what  study  you  have  made  of  American  railway  conditions  and 
American  commercial  conditions? 

.  Mr.  AcwoRTH.  Well,  sir ;  I  first  came  here  in  the  year  1890.  There 
was  a  sort  of  crisis  in  the  relations  between  the  railways  and  the 
shippers  in  England  and  I  wanted  to  make  out  why  our  rates  were 
so  much  higher,  why  our  freighters  were  complaining  about  the 
rates,  and  I  knew  the  country  where  rates  were  the  lowest  was  the 
United  States,  and  I  came  over  here  to  study  the  question.  That 
was  in  the  year  1890.  Since  then  I  have  been  here  I  think  some- 
where about  a  dozen  times  on  separate  visits,  and  I  have  traveled 
all  over  the  country  and  talked  to  all  kinds  of  people,  members  of 
interstate  and  State  commissions  and  professors  of  economics,  and 
railway  men  and  railway  financiers,  and  so  on,  and  I  have  read,  I 
should  be  sorry  to  say,  how  many  American  railway  books,  and  so  on. 
I  have  endeavored  to  keep  myself  in  touch  with  the  situation.  But 
I  ought  to  say,  sir,  that  I  did  not  come  here  to  talk  about  American 
railways  at  all.  I  mean  I  should  not  like  to  be  supposed  to  desire 
to  volunteer  any  information.  I  came  here  to  give  an  account  of 
foreign  conditions. 

Senator  Robinson.  I  understood  that  your  principal  purpose  was ' 
to  discuss  conditions  in  the  railways  of  Continental  Europe  and  you 
have  done  that  to  very  great  profit  to  the  committee,  and  my  ques- 
tions concerning  American  railways  were  for  the  purpose  of  de- 
termining in  my  own  mind  the  value  of  your  conclusions  as  to  the 
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remedy  best  to  be  prescribed.  I  think  every  one  realizes  that  the 
transportation  system  in  the  United  States  is  threatened  with  a 
breakdown  and  that  something  must  be  done  to  relieve  it,  and  some 
oi  us,  at  least,  are  anxious  to  find  the  best  means,  the  fairest  means 
m  the  mterest  of  the  public,  of  relieving  that  situation,  and  I  feel 
that  your  experience  and  acquaintance  with  the  problem  in  a  general 
way  would  be  of  great  profit  to  us. 

Mr.  AcwoRTH.  I  am  much  obliged,  sir. 

Senator  Eobinson.  I  think  I  have  already  consumed  perhaps, 
gentlemen  of  the  committee,  as  much  time  as  I  should  take. 

Mr.  Sims.  Senator,  it  is  entirely  with  you. 

Senator  Robinson.  I  want  to  ask  Mr.  Acworth  one  or  two  other 
questions,  then  I  will  yield  to  Mr.  Sims. 

Mr.  Sims.  Use  all  the  time  you  wish,  Senator. 

Senator  Eobinson.  Your  investigations  have  led  you  to  the  con- 
clusion that  a  double  standard  of  regulation  is  confusing  and  tends 
to  inefficiency? 

Mr.  AcwoETH.  Well,  sir,  may  I  put  it  this  way?  Supposing  it 
b.ad  not  existed  from  historical  reasons,  can  you  imagine  that  any- 
body would  introduce  it  to-day  as  an  efficient  system  ? 

Before  you  came  in  something  was  said  about  Mr.  Bryan's  pro- 
posal to  have  State  branches  and  National  trunk  lines,  and  a  mem- 
ber of  the  committee  said  that  Mr.  Bryan  has  withdrawn  that,  so  we 
need  not  discuss  it.  Now,  in  effect  that  is  what  you  are  doing.  You 
liave  got  in  the  same  train,  you  are  breaking  up  what  is  essentially 
one,  you  have  got  two  passengers  in  the  same  train,  the  one  of  them 
who  is  moving  between  two  points  inside  the  State  and  the  State 
says  he  shall  pay  2  cents,  and  you* have  got  another  passenger  who 
is  moving  outside  the  State  and  sitting  alongside  him  in  a  chair  and 
paying  2J  cents,  because  the  Interstate  Commerce  Commission  takes 
charge  of  it. 

Of  course  it  is  for  you  to  consider  the  weight  to  be  attached  to  the 
situation  that  exists,  but  an  outsider  can  not  be  expected  to  think 
there  is  anything  to  be  said  for  it. 

Senator  Eobinson.  Do  you  think,  Mr.  Acworth,  that  the  enormous 
territorial  extent  of  the  United  States  makes  it  necessary  that  some 
local  authority  have  and  exercise  some  jurisdiction  in  rnatters  or 
regulation?  You  understand  what  I  mean,  the  impossibility  of  one 
central  tribunal  understanding  all  the  complicated  questions  ? 

Mr.  Acworth.  Oh,  yes,  sir ;  it  is  quite  clear ;  suppose  there  were  no 
State' jurisdictions.  It  is  quite  clear  you  would  have  to  do  one  of 
two  things,  either  your  Interstate  Commerce  Commission  would 
have  to  circulate,  or  it  would  have  to  have  branches  or  subordinates 
or  whatever  arrangement  you  think  proper,  localized.  That,  one 
assumes,  would  be  one  form  of  organization. 

In  Great  Britain,  which  is  a  mighty  small  country  compared  to 
the  United  States,  our  railway  commission  consists  of  three  mem- 
bers—two laymen  and  a  judge— a  judge  of  the  higher  court.  If  it 
sits  in  England  it  is  a  judge  of  the  English  high  court;  if  it  sits 
in  Scot-land  it  is  a  judge  of  the  Scottish  high  court;  and  if  it  sits  m 
Ireland  it  is  a  judge  of  the  Irish  high  court.  The  two  lay  members 
move  to  whichever  capital  the  commission  sits  m,  but  the  judge  is 
a  judge  of  that  country.     That  is  how  we  deal  with  it. 

Senator  Eobinson.  Well,  sir,  I  thank  you  for  your  testimony.  I 
yield  now  to  Mr.  Sims,  who  will  conclude  the  exercises. 
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Mr.  Sims.  Mr.  Acworth,  your  testimony,  taken  in  connection  with 
the  statements  of  the  railway  executives,  seems  to  leave  a  very 
gloomy  outlook  for  this  country.  I  am  not  asking  for  comment  just 
now.  •  I  want  to  premise  my  questions  with  that  statement :  You 
have  read  Mr.  Thom's  testimony  before  the  committee,  have  you  not  ? 

Mr.  Acworth.  No,  sir;  I  think  I  saw  a  short  abstract  of  it. 

Mr.  Sims.  You  ought  to  see  it  all.  It  is  worth  your  while  to 
read  it. 

Mr.  Acworth.  Judge  Lovett  sent  me  his,  and  I  have  read  that. 

Mr.  Sims.  Then  you  have  got  perhaps  not  so  thorough  a  state- 
ment as  that  of  Mr.  Thom,  but  naturally  along  the  same  lines.  They 
say,  or  at  least  Judge  Thom  does  emphatically,  who  represents  the 
entire  railway  executives  as  their  attorney,  and,  of  course,  speaks 
by  authority  of  all  of  them,  that  unless  legislation  along  the  lines 
which  they  propose  is  adopted  in  this  country,  unless  we  give  them 
the  legislation  they  ask,  or  other  legislation  that  will  have  the  same 
effect,  that  Government  ownership  is  inevitable.  They  do  not  say 
it  is  desirable.  They  are  not  working  for  it,  certainly,  but  they  say 
it  is  inevitable.  So  if  present  conditions  make  a  change  inevitable 
we  have  a  gloomy  outlook,  unless  we  know  we  can  get  relief  in  some 
way.  On  the  other  hand,  you  have  shown  that  all  Governments 
that  have  tried  public  ownership  have  made  a  failure  of  it,  and  that 
the  principle  of  public  ownership  is  a  failure  within  itself.  Now, 
we  are  confronted  with  the  difficulty,  perhaps,  of  not  being  able  to 
get  the  legislation  the  railway  executives  and  Judge  Thom  think 
we  have  to  have,  and  if  we  do  not  get  it  we  shall  have  Government 
ownership,  and  it,  to  your  judgment,  seems  to  have  been  a  failure 
whenever  tried.  So  it  looks  as  i^  we  are  confronted  with  a  failure 
without  any  reference  to  what  we  may  do  or  what  we  do  not  do. 
We  start  in  with  inevitable  failure  whichever  way  we  go.  I  believe 
you  started  out  by  saying,  in  substance,  that  railroad  building  or 
building  of  roads  was  regarded  in  all  countries  as  a  Government 
function  ? 

Mr.  Acworth.  I  was  using  "  road  "  in  our  English  sense,  where 
it  means  a  public  highway.  What  I  was  thinking  was  that  when 
railways  came  into  existence  it  was  supposed  that  they  were  merely 
public  roads  with  a  rail  instead  of  a  flat  surface. 

Mr.  Sims.  You  mean  to  say  that  the  building  of  highways  is  a 
means  of  transportation? 

Mr.  Acworth.  A  means  of  communication. 

Mr.  Sims.  And  is  a  Government  function? 

Mr.  Acworth.  It  always  has  been  so  recognized. 

Mr  Sims.  Then  what  has  already  been  recognized  I  suppose  should 
be  considered  as  settled? 

Mr.  Acworth.  No,  sir;  for  this  reason,  I  think,  I  venture  to  put 
this  as  the  point.  Transportation  was  never  recognized  as  a  Gov- 
erninent  function.  You  put  together  two  things — a  road  and  a 
carriage  on  it.  The  one  is  a  Government  function  and  the  other 
is  not. 

Mr.  Sims.  Let  me  ask  you  this  question:  Without  the  road  you 
never  would  have  the  carriage  or  the  vehicle? 

Mr.  Acworth.  No,  sir. 

Mr.  Sims.  Then  it  is  of  paramount  importance  that  we  have  the 
road  over  which  the  carriage  can  go? 
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Mr.  AcwoETH.  Yes,  sir. 

Mr.  Sims.  So,  after  all,  it  is  absolutely  a  fundamental  proposi- 
tion that  the  providing  of  an  essential  part  of  the  means  of  trans- 
portation is  a  Government  function,  is  it  not  ? 

Mr.  AcwoETH.  No,  sir ;  I  do  not  think  so. 

Mr.  Sims.  You  could  not  run  your  wagons  without  a  wagon  road  ? 

Mr.  AcwoRTH.  No;  and  your  road  would  be  no  good  unless  you 
had  a  wagon. 

Mr.  Sims.  But  the  road  is  the  primary  necessity,  is  it  not?  You 
have  got  to  have  it  first? 

Mr.  AcwoETH.  It  depends  on  which  takes  the  longest  to  build. 

Mr.  Sims.  Oh,  I  think  you  ought  to  be  frank  about  the  matter. 
You  are  here  volunteering  your  information,  which  I  admit  is  very 
great,  but  I  think  you  should  concede  frankly  those  things  which 
are  inevitable  facts. 

Mr.  AcwoETH.  It  is  onh^  an  academic  point,  in  any  event. 

Mr.  Sims.  It  being  a  Government  function  to  provide  the  primary 
ineans  of  transportation  or  communication,  then  the  Government  is 
undoubtedly  under  obligation  to  do  whatever  may  be  necessary  to 
accomplish  transportation.  I  am  starting  out  with  that  idea,  that 
it  is  primarily  a  Government  function.  Now,  how  many  Govern- 
ments in  Europe  have  not  adopted  ownership  ? 

Mr.  AcwoETH.  I  can  not  tell  you  the  exact  number. 

Mr.  Sims.  England  is  one  that  has  not? 

Mr.  AcwoRTH.  England,  Spain — — 

Mr.  Sims.  I  mean  large  governments. 

Mr.  AcwoETH.  Greece,  Turkey;  Holland  as  far  as  operation  is 
■concerned. 

Mr.  Sims.  You  mean  that  none  of  those  has  any  State-owned  rail- 
ways ? 

Mr.  AcwoETi-i.  Yes.  State-operated  railways.  France  has  about 
one-eighth  of  its  whole  mileage. 

Mr.  Sims.  Does  not  France  contemplate  owning  them  ail  i 

Mr.  AcwoETH.  No;  emphatically  not. 

Mr.  Sims.  Germany  has  it  completely? 

Mr.  AcwoETH.  Yes ;  practically. 

Mr.  Sims.  And  Eussia?  _        ,    ,  ,    .       ^,  -n      •   . 

Mr  AcwoETH.  A  large  proportion,  but  before  the  war  Ivussia  was 
soing  in  for  the  policy  of  subsidizing  private  railways. 

Mr.  Sims.  I  do  not  mean  they  own  all  the  railways,  but  practically 

all?    '  ,  ,     .,, 

Mr.  AcwoETii.  Yes ;  most  of  them. 

Mr.  Sims.  And  Japan  has  it? 

Mr.  AcwoETH.  Yes. 

Mr.  Sims.  And  India  has  it?  ,,         •     , 

Mr  AcwoETH.  Yes;  mainly  operated  by  private  companies. 

Mr  Sims   I  mean  Government  ownership  or  Government  responsi- 

'  mJ'  To.yor7roryefl  will  answer  straight  out  that  I  do  not 
.1,  1  ftn7  tW  is  anv  country  in  the  world,  except  the  United 
'^ngdom,  whe":  IL^^Z^eZnJnt  has  not  put  money  into  railway 

'^"^Mr^Sms.  And  it  has  done  it  in  this  country? 
Mr.  AcAvoETii.  Yes;  in  the  old  days. 
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Mr.  Sims.  All  the  railways  were  built— I  do  not  mean  every  mile 
of  railway,  but  there  was  nearly  always  a  contribution  from  the 
counties,  the  cities,  and  the  States,  and  sometimes  from  the  Federal 
Government  ? 

Mr.  AcwoETn.  Yes ;  in  the  very  early  days. 

Mr.  Sims.  And  in  nearly  every  instance  they  have  lost  their  money,, 
which  was  a  contribution  in  that  way  to  the  building  up  of  the  rail- 
roads of  the  country  ? 

Mr.  AcwoRTH.  It  may  be  so. 

Mr.  Sims.  Tennessee  to-day  owes  about  $6,000,000  as  a  result  of 
guaranteeing  railroad  bonds  before  the  Civil  War.  The  railroads 
have  not  paid  it,  and  we  have  had  to  pay  it,  or  rather  to  assume  it. 
Now,  we  are  in  this  situation  here,  with  48  States  with  sovereign  pow- 
ers, to  some  extent,  to  regulate  railroads  or  to  interfere  with  them 
in  such  a  way  as  to  be  a  burden  on  the  railroad  companies.  Now, 
what  might  be  entirely  practicable  and  feasible  in  England  along 
the  line  of  private  railroads  would  not  apply  in  this  country  with 
the  same  assurance  that  it  would  in  England.  We  are  confronted 
here  with  a  condition  in  which  the  railroad  companies  themselves 
say  that  they  can  not  get  sufficient  private  capital  on  account  of  all 
this  overregulation,  and  that  that  is  the  reason  they  are  not  building 
railroads,  and  we  know  that  they  need  to  duplicate  or  to  increase  the 
trackage  they  already  have  and  the  need  of  a  great  many  other 
additional  facilities.  It  is  frankly  admitted,  I  believe,  among  the 
best  authorities  that  for  the  next  10  or  12  or  maybe  15  years  they 
wight  to  spend  a  billion  dollars  a  year  on  construction;  I  do  not 
mean  in  building  new  lines,  but  also  in  additions  to  those  already 
constructed. 

Mr.  AcwoRTH.  Yes;  I  quite  understand. 

Mr.  Sims.  And  that  the  market  for  railroad  securities,  under  all 
this  regulation  and  under  State  charters,  can  not  be  secured  without 
legislation  which  would  be  contrary  to  the  very  principles  of  our 
Constitution,  and  they  frankly  state  that  Government  ownership 
has  got  to  come,  unquestionably,  because  we  can  not  cease  transpor- 
tation; we  must  have  communication. 

Mr.  AcwoRTH.  Of  course,  that  is  on  the  line  of  what  happefaed, 
especially  in  Italy.  The  Italian  Government  would  not  face  the 
question  of  what  to  do,  and  the  result  was  that  they  took  a  header 
into  interstate  ownership,  and  I  do  not  think  they  are  very  well  sat- 
isfied with  the  result.  Of  course,  it  may  happen  in  any  country.  If 
people  will  not  face  a  problem,  the  problem  will  come  to  them  sooner 
or  later,  and  they  will  have  to  face  it.. 

Mr.  SiJMS.  As  a  matter  of  course — and  what  I  am  saying  about 
Government  ownership  is  not  based  upon  the  idea  that  I  am  seeking 
to  bring  it  about  or  that  I  desire  it — if  we  can  have  as  good  transpor- 
tation and  as  much  of  it  and  as  cheaply,  and  as  thorough  develop- 
ment of  the  country  in  the  building  of  additional  lines  as  we  need, 
by  private  ownership,  and  serve  the  people  as  well  at  as  low  a  charge, 
I  certainly  do  not  want  to  go  into  Government  ownership  just  as  a 
mere  matter  of  experiment.  It  seems  that  in  every  case  you  have 
referred  to  they  went  into  Government  ownership  because  of  some- 
thing more  than  a  mere  theoretical  desire  to  experiment  with  it ;  and 
that  is  the  same  situation  that  confronts  us  here.  If  we  go  to  Gov- 
ernment ownership,  it  will  not  be  voluntary,  but  because,  under  our 


INTEESTATE   AND  FOREIGN   TRANSPORTATION,  1175 

conditions  here,  the  railroads  are  not  prosperous  and  can  not  expect 
to  be  in  the  future.  Now,  I  believe  you  attributed  the  comparative 
success  of  Government  ownership  in  Germany  to  the  fact  that  they 
have  a  flat  country  over  which  to  operate.  Was  it  not  just  as  flat 
when  the  roads  were  owned  privately  as  now? 

Mr.  AcwoETH.  Oh,  I  did  not  use  the  argument  for  that  purpose 
at  all. 

Mr.  Sims.  The  question  was  asked  you  by  Mr.  Hamilton  about  the 
country  being  flat? 

Mr.  AcwoETH.  Yes. 

Mr.  Sims.  And  it  was  suggested  that  that  was  one  reason  why  Gov- 
ernment ownership  had  succeeded  there  ? 

]\Ir.  AcwoETH.  That  is  why  they  show  large  profits. 

Mr.  Sims.  Why  would  not  the  same  conditions  operate  to  make 
the  privately  owned  railway  show  large  profits? 

Mr.  AcwoRTH.  If  the  conditions  had  been  the  same  when  the 
private  owners  had  a  chance,  but  they  were  not — they  had  not  a  uni- 
fied system,  they  had  not  the  enormous  traffic.  The  conditions  when 
the  private  owners  were  operating  them  were  so  entirely  different 
that  you  can  not  make  any  comparison  betwefen  them. 

Mr.  Sims.  But  it  was  not  due  to  the  topography  of  the  country 
and  to  the  fact  that  France  was  hilly  and  mountainous  ? 

Mr.  AcwoRTH.  No.  Prussia  had  then,  as  they  have  now,  the  ad- 
vantage of  a  flat  country — whoever  owns  the  railways.  But  the 
other  conditions  40  years  ago  made  it  impossible  for  the  private 
railroads  to  produce  as  good  results  as  the  public  railroads  do  pro- 
duce tp-day. 

Mr.  Sims.  Well,  as  a  means  of  avoiding  the  dangers  which  you  and 
nearly  every  other  railroad  man  whom  I  have  heard  speak  on  the 
subject  have  suggested — the  trouble  growing  out  of  political  condi- 
tions in  this  country,  making  Government  ownership  impracticable, 
in  your  opinion,  and  also  making  it  impossible  to  operate  the  roads 
we  have  and  to  improve  them  and  build  others  that  we  need,  without 
doing  it  only  by  an  ever-increasing  freight  rate,  what  would  you 
think  of  the  idea"  of  having  only  one  corporation  in  the  United  States, 
chartered  by  the  Government  of  the  United  States,  so  that  it  would 
be  a  Federal  corporation,  and  to  have  that  one  railroad  company  ac- 
quire every  mile  of  railroad  in  the  United  States  that  is  not  a  mere 
plant  facility — I  mean  every  road  that  does  any  real  commerce — and 
to  have  the  Government  guarantee  the  principal  and  4  per  cent  on 
the  bonds — not  exceeding  4  per  cent,  I  mean— and  authorize  the  issu- 
ance of  stock  and  let  the  private  individual  take  his  choice  between 
bonds  and  stock,  the  stock  paying  not  exceeding  6  per  cent,  and  then 
all  the  earnings  of  the  corporation  above  these  amounts  to  be  used 
for  railroad  purposes,  pure  and  simple,  the  Government  having  a 
lien  upon  every  mile  of  the  railroad  acquired  to  indemnify  itself 
against  possible  loss  by  reason  of  this  guaranty,  and  the  Govern- 
nient,  through  the  Interstate  Commerce  Commission  or  other  regulat- 
ing body,  passing  on  the  question  of  freight  rates,  on  the  question  of 
the  issuance  of  bonds,  and  let  the  Government  have  directors  in  this 
railroad  company  similar  to  the  members  of  the  Federal  Eeserve 
Board,  their  salaries  to  be  paid  out  of  the  earnings  of  the  company, 
and  all  the  surplus  to  remain  in  the  treasury  of  the  company  for  the 
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purpose  of  taking  care  of  weak  roads  or  weak  portions  of  a  road — 
it  would  all  be  one  road  then — or  to  tide  over  lean  years,  when  the 
rate  charged  for  passengers  and  freight  was  not  sufficient? 

That  would  get  away  from  the  political  influence  and  what  we  call 
in  this  country  "  pork-barrel '  legislation,  because  of  a  Senator  or  a 
Member  of  the  House  wanting  to  have  a  railroad  for  his  own  district 
to  help  him  along  politically.  We  would  in  this  way  have  govern- 
ment control  of  the  best  kind ;  we  would  have  all  the  incentive  of  pri- 
vate enterprise,  and  still  we  would  be  getting  away  from  the  waste- 
ful competition  and  duplication  of  services,  which  have  been  brought 
about  by  private  enterprise.  But  I  am  not  a  railroad  man — are  you 
a  practical  railroad  man  ? 
Mr.  AcwoRTH.  No,  sir. 

Mr.  Sims.  You  have  never  been  engaged  in  the  operation  of  rail- 
roads? 

Mr.  AcwoRTii.  I  am  a  director  of  various  railroads.  I  am  a  lawyer, 
practically  speaking. 

Mr.  Sims.  You  have  a  personal  interest  in  railroads  ? 
Mr.  Ac  WORTH.  I  have  a  very  intimate  personal  interest  in  all  kinds 
of  railroads.    I  have  spent  a  large  part  of  my  life  in  dealing  with  rail- 
way law,  as  a  lawyer. 

Mr.  Sims.  I  did  not  know  whether  you  had  simply  given  this 
matter  academic  thought  and  study,  or  whether  you  had  practical 
actual  operating  experienoe  with  railroads. 

Mr.  AcwoRTH.  No,  sir.  I  have  not  been  an  operating  railroad  man, 
hnt  I  have  been  as  close  to  it  as  anybody  could  be  without  actually 
being  an  active  operating  man. 

Mr.  Sims.  What  I  have  in  mind  is  that  you,  not  having  been  identi- 
fied with  the  administration  of  any  particular  railroad  company, 
can  look  at  it  in  a  broad,  unbiased  way. 

Mr.  AcwoRTH.  I  do  not  think  my  directorships  are  likely  to  bias 
my  judgment. 

Mr.  Sims  No.    You  know,  when  we  go  to  examine  a  railroad  man 
and  have  him  tell  us  about  his  own  company  and  his  own  system,  we 
cati  only  get  it  from  his  biased  point  of  view,  but  in  your  case,  I 
thought  it  would  be  an  entirely  unbiased  opinion. 
Mr.  AcwoRTH.  I  hope  so. 

Mr.  Sims.  Now,  then,  my  suggestion  would  get  away  from  the 
fears  of  political  interference  and  of  building  railroads  where  they 
were  not  needed  and  still  would  give  absolute  Government  super- 
vision ;  the  States  would  have  no  power  to  interfere  in  an  important 
way,  but  the  property  would  still  be  taxable  by  the  different  States. 
Now,  in  order  to  keep  away  from  Government  ownership,  which  you 
think  is  very  undesirable  in  any  country — I  suppose  these  countries 
you  have  been  talking  about  will  all  go  back  to  private  ownership ; 
they  will  find  that  it  is  a  failure  and  go  back  to  private  owner- 
ship  ■ 

Mr.  AcwoRTii.  Belgium  is  showing  signs,  after  70  years. 
Mr.  Sims.  Well,  Belgium  is  not  much  larger  than  Rhode  Island.; 
and  I  suppose  Germany  will  go  back  to  private  ownership? 
Mr.  AcwoRTH.  I  can  not  say,  I  am  sure. 

Mr.  Sims.  I  can  not  work  it  out,  because  I  am  not  a  railroad  man : 
but  I  thought  perhaps  you  were,  but  it  turns  out  that  you  are  not! 
But,  along  that  line,  we  have  the  Government  guaranty, "which  gives 
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a  market,  and  that  settles  the  question  of  credit,  and  then  we  have  not 
this^  political  trouble  that  you  spoke  of,  and  we  will  have  the  very 
highest  order  of  talent,  both  in  the  owners  and  the  operators.  Now, 
"^Thy  can  we  not  work  out  this  problem  along  that  line  and  forever 
reduce  rates  instead  of  forever  increasing  them?  I  said  not  over  6 
per  cent  for  dividends,  but  I  would  modify  that  by  saying  that  we 
might  give  the  stockholders  an  increase  of  dividends  upon  a  reduc- 
tion of  rates,  by  adopting  a  sliding  scale,  or  something  of  that  sort ; 
then  we  will  have  the  speculative  interest  of  the  individual  as  well 
as  other  advantages  growing  out  of  it.  Why  can  not  something  of 
that  sort  be  worked  out,  and  thus  avoid  the  inevitable  ruin  that  has 
been  pictured  by  you  and  by  the  railroad  executives,  because  I  hon- 
estly do  not  think  that  we  can  pass  the  bills  they  are  asking  for,  and 
I  do  not  think  that  this  country  is  now  ready  to  go  to  Government 
ownership  ? 

Mr.  AcwoRTH.  I  think,  sir,  that  the  fundamental  point  is  this :  I  do 
not  care  what  your  machinery  is ;  in  the  long  run  you  will  never  buy 
more  than  three-quarters  of  a  cent's  worth  of  work  for  three-quarters 
of  a  cent.  That  is  the  real  essence  of  the  American  situation.  What 
you  are  asking  the  railroads  to  do  is  to  work  at  a  price  that  they  can 
not  work  at ;  and  whoever  manages  the  railroads — assuming  that  this 
management  would  be  five  per  cent  more  economical,  if  you  like — 
the  rate,  then,  might  be  .5  per  cert  lower  than  it  is  under  the  existing 
conditions;  but  if  you  had  archangels  to  manage  the  American  rail- 
ways, and  only  allowed  them  an  average  income  of  7.38,  they  could 
not  do  the  work  and  raise  the  capital  necessary  to  increase  the  plant. 
That  is  my  first  answer,  and  the  other  poin^— 

Mr.  Sims.  If  the  Government  was  guaranteeing  the  bonds  and  the 
interest  ? 

Mr.  AcwoETH.  It  does  not  matter  who  guarantees  it.  Of  course, 
if  you  say  that  the  Government  is  prepared  to  allow  the  ordinary 
shipper  to  pay  less  than  the  service  is  worth  and  to  make  up  the  dif- 
ference out  of  taxation,  you  can  cut  your  rates  to  anything  you  like ; 
but  if  you  keep  your  rates  down  to  7.38,  what  is  going  to  happen  is 
that  the  Government  is  going  to  have  to  make  up  the  difference  out  of 
taxation  if  the  Government  undertakes  the  job.  I  see  no  way  out 
of  that. 

Mr.  Sims.  1  am  speaking  of  a  private  corporation. 

Mr.  AcwoRTH.  It  -does  not  matter.  If  the"  Government  guarantees, 
there  is  a  gap  between  the  guaranteed  interest  and  the  net  income, 
and  that  gap  has  got  to  be  filled  by  the  Government,  and  it  has  got 
to  impose  taxation  to  meet  that  g\uiranty.  You  can  not  get  away 
from  that.  My  fundamental  proposition  is  that  you  are  asking  for 
more  than  three-quarters  of  a  cent's  worth  of  work  to  be  done  for 
three-quarters  of  a  cent. 

Mr.  Sims.  Of  course  you  can  make  a  statement  and  assume  that 

that  is  the  fact.  ■       „    ,  ... 

Mr.  AcwoRTH.  Of  course  I  am  not  suggesting  that  my  opinion  is 

worth  anything.  ...        ,         ^,  ^,  . 

Mr.  Sims.  I  do  not  mean  that  your  opinion  is  not  worth  anything, 
but  you  said  "  if  you  do  so  and  so." 

Mr.  AcwoRTH.  I  am  asked  to  express  my  opinion,  and  I  say,  what- 
ever your  machinery  is  in  America,  the  fundamental  difficulty  is 
1006.37— PT  12—17 6 
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that  the  shipper  is  not  paying  enough  for  the  work  that  is  being  done 
for  him.    It  can  not  be  done  at  the  price. 

Mr.  Sims.  Would  not  the  consolidation  into  one  road,  thus  doing 
away  with  a  vast  amount  of  unnecessary  expenses  and  doing  away 
with  this  conflicting  regulation  by  the  different  States,  and  all  that 
cort  of  thing — would  not  that  of  itself  work  for  large  economies? 

Mr.  AcwoRTH.  It  will  work  an  economy  that  is  very  large,  in  mil- 
lions of  dollars,  but  that  is  very  small  compared  to  the  enormous 
billions  of  dollars  in  the  annual  budget  of  the  railways  of  the  United 
States. 

Mr.  Sims.  Last  year,  Mr.  Acworth,  if  I  recollect  correctly,  the 
gross  receipts  of  the  railroads  of  the  United  States  were  over 
$4,000,P00,000. 

Mr.  Acworth.  Yes. 

Mr.  Sims.  Now,  then,  Mr.  Lovett,  I  think,  gave  us  the  total  value 
of  the  railroads  of  this  country  as  about  $17,000,000,000.  Speaking  in 
round  numbers,  that  is  about  as  I  recall  it.  Now,  the  people  pay 
the  gross  earnings.  The  people  of  this  country,  or  the  patrons  of 
the  American  railroads,  in  1916  paid  one-quarter  of  the  entire  repro- 
duction value  or  the  actual  value  of  the  railroads;  one-quarter  for 
one  year's  service.  Therefore,  in  four  years  the  gross  receipts  would 
pay  for  the  railroads  absolutely. 

Mr.  Acworth.  Yes ;  if  j'ou  can  get  rid  of  your  expenses. 

Mr.  Sims.  Furthermore,  Mr.  Lovett  showed — and  it  is  certainly 
true — that  the  expenses  of  the  American  railroads  are  increasing  all 
the  time,  by  reason  of  the  increased  cost  of  terminals  and  the  in- 
creased demands  for  additional  terminals,  and  for  all  other  kinds  of 
facilities  and  for  labor. 

Mr.  Acworth.  Yes,  sir. 

Mr.  Sims.  Now,  all  the  unnecessary  duplications  of  service  are 
very  unnecessary  and  wasteful,  which  would  all  be  eliminated.  Evi- 
dently, it  is  a  great  deal  of  expense  to  the  railroads  to  carry  on  this 
present  campaign,  which  seems  to  be  necessary  in  order  to  save  their 
)  ights  as  they  see  it.  There  is  a  vast  expense  attached  to  State  rail- 
road commissions,  and  all  that  sort  of  thing,, and  then  we  talk  about 
the  railroads  not  being  in  politics !  I  would  like  to  know  how  any ' 
railroad  or  any  interest  in  this  country  can  keep  out  of  politics, 
the  rights  of  which  are  determined  by  legislation.  How  can  they 
keep  out  of  politics  ?  They  are  governed  by  law— bj^  city  ordinances, 
county  laws.  State  laws,  and  National  laws ;  and  so  why  are  they  not 
at  i^erfect  liberty  to  be  in  politics,  in  the  sense  of  shoAving  their  needs 
to  the  legislative  bodies?  Now,  all  such  expense  might  be  saved  if 
fill  roads  were  owned  by  one  single  corporation.  We  know  that  the 
great  systems,  like  the  Pennsylvania,  the  New  York  Central,  and 
the  Union  Pacific,  by  consolidating  many  small  lines  into  one  great 
system  have  been  a  great  benefit  to  the  section  they  served,  as  well 
as  to  their  stockholders  and  bondholders  and  the  country  at  large. 

Mr.  Acworth.  Yes;  but  if  you  will  send  to  the  Interstate  Com- 
merce statisticians  and  tell  them  to  make  you  a  figure  of  all  the 
expenses  of  the  kind  that  you  are  suggesting — the  cost  of  appearing 
before  legislative  committees,  the  cost  of  running  commissions, 
things  of  that  kind — and  put  them  together,  they  are  a  big  figure 
from  the  point  of  view  of  your  expenditures  and  mine;  when  we 

think  in  hundreds  of  rlnllars.  f.hev  circ.  inrlpprl     a  -vpnT  hicr  finrnTo    Vint. 


INTERSTATE   AND  FOREIGN   TRANSPORTATION.  1179 

put  alongside  the  billions  of  dollars  that  the  railroads  are  spending 
ev^y  year,  they  are  a  flea  bite. 

Mr.  Sims.  Well,  the  railroads,  like  the  Government,  have  not  a 
•J^ollar  of  their  own ;  they  only  pay  out  what  they  receive. 

Mr.  AcwoRTH.  Yes;  but  an  engine  does  not  burn  any  less  coal 
when  it  is  on  a  consolidated  railroad  than  when  it  is  on  an  inde- 
pendent line,  and  a  man  does  not  do  any  more  work,  and  those  are 
the  things  that  really  cost  money. 

Mr.  Sims.  Do  you  believe,  then,  in  competition  between  railways? 

Mr.  AcwoETH.  I  am  a  back  number  in  that  respect ;  yes,  sir. 

Mr.  Sims.  England  has  not  gotten  away  from  that? 

Mr.  AcwoRTH.  Yes ;  England  has,  to  a  considerable  extent ;  but  I 
am  getting  old,  and  I  am  out  of  date,  and  I  still  do  believe  in  com- 
petition to  some  extent. 

Mr.  Sims.  I  mean  competition  in  railway  service. 

Mr.  AcwoETH.  Yes. 

Mr.  Sims.  If  you  have  absolute,  reasonable,  and  just  regulation, 
what  good  does  competition  do,  except  at  a  competing  point,  where 
the  railroads  render  a  service  below  what  they  ought  to  charge  for  it? 

Mr.  AcwoRTH.  If  you  can  get  another  world,  where  there  is  no 
competition,  and  train  your  men  in  that  world,  and  then  bring  them 
into  this  world,  you  will  get  an  ideal  system;  but  if  you  have  rail- 
road service  with  no  competition,  the  men  who  have  been  trained 
under  a  noncompetitive  system  will  get  slack  without  it.  I  believe 
that  will  be  your  trouble. 

Mr.  Sims.  There  will  still  be  competition  with  other  means  of 
transportation — with  the  ocean,  the  lakes,  the  rivers,  and  the  trol- 
leys. 

Mr.  AcwoRTH.  Oh,  no  doubt;  but  at  present  the  president  of  a 
railroad  goes  to  his  superintendent  and  he  says,  "  Why  do  you  not 
do  as  well  on  this  division  as  the  other  felloAV  in  that  division?" 
And  then  the  directors  say  to  the  president  practically  the  same 
thing,  "Why  do  you  not  accomplish  on  our  line  what  the  other 
fellow  is  accomplishing  on  his  line?"  And  they  are  always  making 
comparisons.     I  do  not  think  you  can  do  without  it. 

Mr.  Sims.  You  are  still  standing  by  your  old  theory  of  competi- 
tion, which  you  have  stood  by  for  so  long,  like  some  of  our  Demo- 
crats, called  "  mossbacks." 

Mr.  AcwoRTH.  I  am  getting  old,  as  I  say. 

Mr.  Sims.  Now,  here  is  an  instance :  Three  hundred  million  dol- 
lars, or  something  like  that,  has  been  spent  for  two  splendid  pas- 
senger railway  terminals  in  New  York  City,  and  yet  the  entire  reve- 
nues of  the  two  systems  are  charged  with  the  expense  of  those  ter- 
minals; and  still  they  do  not  charge  the  passenger  1  cent  more  for 
these  terminals— it  is  an  absolutely  free  service,  as  tar  as  the  pas- 
senger is  concerned— and  I  will  go  on  the  railroad  that  has  that 
kind  of  a  terminal  every  time,  and  so  we  all  will,  as  a  matter  of 
convenience— and  a  very  great  convenience,  too  But  the  existence 
of  these  terminals  is  clue  to  competition,  so  Mr.  Lovett  says,  and 
he  is  a  director  of  the  New  York  Central.  So  competition  there 
brought  about  a  capital  increase  of  $300,000,000,  which  is  a  burden 
upon  all  the  commerce  of  those  roads  for  all  time  to  come. 

Mr.  AcwoETH.  I  do  not  agree  with  Judge  Lovett,  sir,  frankly. 

Mr.  Sims.  You  have  read  his  testimony  ? 
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Mr.  AcwoRTH.  Yes. 

Mr.  Sims.  I  am  taking  his  statement  as  to  the  facts. 

Mr.  AcwoETH.  I  am  speaking  of  what  you  have  quoted.  The 
Grand  Central  Terminal  does  not  bring  in  a  penny  of  revenue  to  the 
railroad,  but  it  is  highly  desirable,  and  it  is  a  great  convenience. 

Mr.  Sims.  And  it  is  paid  for  by  the  public. 

Mr.  AcwoETH.  Yes;  and  the  shareholders.  Those  terminals  are 
paid  for  by  the  shareholders  being  content  to  take  a  little  less  divi- 
dend, and  I  do  not  see  why  the  public  should  grumble  at  all. 

Mr.  Sims.  They  do  not  get  any  less. 

Mr.  AcwoRTH.  Well,  they  do  not  get  any  more.  1  have  been  a 
shareholder  in  the  Pennsylvania  for  years,  and  1  know. 

Mr.  Sims.  But  the  shareholders  own  the  railroad. 

Mr.  AcM'ORTH.  But  they  do  not  get  any  more  dividends. 

Mr.  Sims.  That  makes  no  difference. 

Mr.  AcwoRTH.  Oh,  yes;  it  does  to  the  shareholder. 

Mr.  Sims.  No;  it  does  not  make  a  particle  of  difference.  I  may 
own  a  farm  and  live  on  it,  and  may  never  get  a  dollar  out  of  it;  but 
if  1  am  putting  my  earnings  back  into  it,  I  am  simply  depositing  my 
earnings  in  the  farm. 

Mr.  AcwORTH.  I  would  agree  witli  you  if  I  had  any  chance  of  sell- 
ing my  shares  in  the  Pennsylvania  as  a  going  concern  instead  of  hav- 
ing to  sell  to  a  new  shareholder. 

Mr.  Sims.  Do  you  not  think  you  could  sell  your  stock  in  the 
Pennsylvania  Railroad  now  at  a  good  price? 

Mr.  AcwoRTH.  Yes;  but  for  a  great  deal  less  than  I  paid  for  it. 

Mr.  Sims.  The  public  is  not  to  blame  for  a  man  making  a  bad  in- 
vestment. 

Mr.  AcwoRTii.  I  bought  into  the  best  railroad  you  have  in  America. 

Mr.  Sims.  And  that  shows  that  one  of  the  greatest  experts  on  rail- 
roads in  the  world  did  not  know  how  to  judge  of  the  value  of  railroad 
shares. 

Mr.  AcwoRTH.  I  did  not  know  how  long  it  Avould  take  the  Ameri- 
c;an  railroads  to  convince  the  American  public  of  the  fact  that  you 
can  not,  in  the  long  run,  buy  a  thing  for  less  than  it  costs.  If  we  had 
known  that  the  American  people  would  not  understand  that  rates 
must  go  up  as  costs  go  up,  we  Europeans  would  not  have  put  our 
money  in  it.    That  is  clear. 

Mr.  Sims.  Suppose  you  put  the  rates  up  now,  and  then,  after  a 
Avhile,  everything  costs  more,  are  you  going  to  put  them  up  again? 

Mr.  AcwoRTH.  If  the  cost  goes  up,  yes;  just  like  the  bootmalter, 
and  everybody  else. 

Mr.  Sims.  Every  dollar  you  take  in  in  rates,  you  take  it  from  some 
other  man  who  owned  it  before,  and  so  the  thing  is  just  balanced; 
the  railroads  have  more,  and  the  public  has  less,  but  the  country  has 
just  what  it  had  before. 

Mr.  AcAVORTH.  The  country,  as  a  whole,  but  the  shareholder  has 
Tiot. 

Mr.  Sims.  But  the  shareholders  have  not  yet  reached  the  point 
where  they  are  very  much  afraid  of  their  shares.  If  you  had  much 
stock  in  the  Pennsylvania  and  the  future  was  as  gloomy  as  you  seem 
to  think  it  is,  you  would  be  thinking  about  selling  it  ? 

Mr.  AcwoRTii.  You  know  that  our  Government  has  taken  posses- 
.sion  of  all  our  American  stocks  to  finance  the  Avar. 
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-Mr.  Sims.  They  have  worked  selective  conscription  on  your  prop- 
Mr.  AcwoRTH.  Yes. 

Mr.  Sims.  Which,  of  course,  is  just  temporary. 

Mr.  AcwoRTH.  "  Selection  "  I  think  it  is  called. 

Mr  Sims.  "  Selective  "  is  the  term  they  use  here.  But  what  we 
have  here  is  a  practical  situation.  If  you  liave  read  Mr.  Thorn's  testi- 
mony, and  also  Mr.  Lovett's.  you  have  got  an  idea  of  what  it  is. 

Mr.  AcwoETii.  Oh,  I  know  the  situation  quite  well. 

Mr.  Sims.  I  do  not  believe  it  is  possible  to  get  the  legislation  that 
is  asked  for. 

Mr.  AcAvoRTH.  Then  I  am  sorry  for  the  American  public.  The 
American  public  will  suffer. 

Mr.  Sims.  Yes;  and  the  American  railroads  will  suffer,  too. 

Mr.  AcwoRTii.  The  people  of  the  United  States  are  going  to  have 
their  traffic  facilities  absolutely  blocked,  because  you  may  introduce 
bills,  but  you  are  not  going  to  get  the  Government  into  the  possession 
of  the  railroads  and  get  the  new  machinery  started  next  week  or  the 
vyeek  after  that.  There  will  be  a  gap  of  some  years,  and  before  that 
time  has  lapsed  you  will  have  that  machinery  broken  down. 

Mr.  Sims.  As  Senator  Robinson  has  saicl,  here  are  tAvo  years  in 
which  railroad  construction  has  been  almost  nil — only  about  1,000 
miles  each  year — and  this  country  will  not  stand  for  that. 

Mr.  AcwoRTH.  It  is  not  a  question  of  adding  1,000  miles  in  some 
backward  State? 

Mr.  Sims.  No;  it  is  not  a  question  of  a  backward  State.  The 
tracks  themselves  need  doubling. 

Mr.  AcAvoRTH.  You  Avant  immensely  more  equipment  in  larger 
terminals,  and  all  that  kind  of  thing. 

Mr.  Sims.  Well,  is  not  a  double  track  construction?  That  is  new 
construction,  is  it  not  ? 

Mr.  AcAvoRTH.  Yes ;  but  that  would  not  come  into  the  1,000  miles 
of  neAv  railroad. 

Mr.  Sims.  This  country  is  too  new  for  us  to  assume  that  railroad 
construction  is  complete. 

Mr.  AcAA'ORTH.  Oh,  yes. 

Mr.  Sims.  But  suppose  Ave  are  going  to  build  another  line,  and  Ave 
want  to  build  the  road  so  as  to  do  the  business  of  the  country,  but  not 
upon  a  confiscation  freight  rate.  Noav,  something  must  be  done.  We 
have  come  to  a  stream  and  there  are  tAvo  bridges,  and  you  say  that  if 
you  can  not  cross  on  one  you  Avill  not  cross  at  all.  Now,  looking  to 
the  public  interest,  I  Avant  to  do  whatever  Avill  serve  the  public  best. 

Mr.  AcAVORTH.  The  point  I  Avant  understood,  sir,  is  that  I  do  not 
care  what  machinery  you  use  in  operating  the  railroads;  that,  com- 
paratively, is  a  secondary  issue ;  but  Avhatever  machinery  you  use,  it 
is  inevitable  that  the  charge  you  make  for  doing  the  work  of  the  rail- 
roads has  got  to  go  up,  for  the  same  reason  that  the  charge  for  a  loaf 
of  bread  or  a  pair  of  shoes  or  anything  else  has  gone  up. 

Mr.  Sims.  You  Avcre  speaking  of  this  ton-mile  rate.  You  do  not 
insist,  of  course,  that  there  is  any  comparison  between  the  Belgian 
ton-mile  rate  and  that  of  the  United  States. 

Mr.  AcAvoRTH.  What  I  would  say  is  this:  The  conditions  in  Bel- 
gium or  in  Germany  or  in  France  are  such  that  you  ought  not  to 
expect  to  get  as  low  a  ton-mile  rate  there  as  here. 
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Mr.  Sims.  And  so  the  comparison  with  these  little  countries — thej 
do  not  have  the  conditions  that  we  have  here,  with  multiple  regula- 
tions and  multiple  sovereignty.  The  railroads  are  now  asking  for  a 
15  per  cent  increase,  and  if  you  noticed  Judge  Lovett's  testimony,  he 
told  us  what  they  did  in  Pennsylvania  in  the  case  of  a  former  in- 
crease.   They  turned  around  and  nullified  it  in  part. 

Mr.  AcwoETH.  Yes. 

Mr.  Sims.  How  many  States  will  nullify  this  increase  if  it  is 
allowed  ? 

Mr.  AcwoETH.  That  depends  on  whether  you  will  let  them. 

Mr.  Sims.  How  can  we  help  it? 

Mr.  AcwoRTH.  I  have  studied  the  decisions  of  your  Supreme  Court 
enough  to  know  that  they  have  said  that  you  have  ^reat  powers  under 
your  Constitution  over  the  States  in  the  matter  of  commerce. 

Mr.  Sims,  True ;  but  1  take  it  that  the  Penns3dvania  Railroad  would 
not  have  yielded  to  that  in  Pennsylvania  if  they  had  thought  they 
could  prevent  it.  But  the  question  is,  How  can  you  or  anybody  else 
show  us  how  to  solve  the  existing  difficulties  with  which  we  are 
confronted  ? 

Mr.  AcwoETH.  Well,  sir,  when  you  put  to  me  one  country  with 
260,000  miles  of  railroad  I  can  only  say  that  we  hesitated  long  in  .put- 
ting 20,000  miles  under  one  administration  in  Canada,  which  is  the 
biggest  thing  ever  put  together  in  the  world,  except  in  Prussia,  which 
has  26,000  miles,  and  yours  would  be  10  times  as  big. 

Mr.  Sims.  Before  the  Supreme  Court  held  that  the  purchase  of  the 
Southern  Pacific  by  the  Union  Pacific  was  a  violation  of  the  Sherman 
law,  Mr.  Harriman  had  under  his  control  28,000  miles  of  railway. 

Mr.  AcwoRTH.  Yes. 

Mr.  Sims.  And  it  was  generally  believed  that  the  service  on  all 
those  roads  was  better. 

Mr.  AcwoETH.  Yes. 

Mr.  Sims.  And  that  was  more  than  the  whole  Empire  of  Germany 
has  under  its  control  ? 

Mr.  AcwoETH.  Yes. 

Mr.  Sims.  It  seems  to  me  that  in  this  country  that  consolidation 
would  result  in  great  economies,  and  the  doing  away  with  wasteful 
methods  and  duplication  of  construction  and  service. 

Mr.  AcwoETH.  You  can  put  them  together,  but  you  must  break 
them  up  again. 

Mr.  Sims.  I  do  not  mean  under  one  manager,  but  in  one  corpora- 
tion. 

Mr.  AcwoETH.  But  the  corporation  must  have  one  head. 

Mr.  Sims.  Well,  the  Government  of  the  United  States  has  one  head, 
but  it  has  a  great  many  other  things  that  resemble  heads  that  are 
subordinate. 

Mr.  AcwoETH.  Yes ;  it  has  48  State  governments. 

Mr.  Sims.  And  a  single  corporation  can  have  just  as  many  sepa- 
rate subheads  as  may  be  necessary,  because  railroad  men  would  op- 
erate it  who  are  now  operating  the  railroads,  and  they  would  have 
all  the  skill  that  would  be  necessary,  and  would  not  be  fighting  with 
each  other.  Here  we  have  two  railroads  running  along  within  sight 
of  each  other  from  here  to  Baltimore  and  from  Baltimore  to  Phila- 
delphia, with  double  bridges,  double  tracks,  and  double  tunnels,  and 
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double  expense  all  the  way  through.  Of  course,  we  can  not  do  away 
Avith  those,  but  we  can  prevent  that  kind  of  thing  in  the  future,  but 
not  if  we  are  to  continue  cutthroat  competition  between  systems. 

Mr.  AcwoETii.  Competition  is  a  big  question,  sir.  Cutthroat  com- 
petition, of  course,  we  all  disapprove  of. 

Mr.  Sims.  Yes ;  provided  we  are  to  pass  on  the  "  cuthroat "  feature 
of  it. 

Mr.  AcwoRTH.  Reasonable  competition  in  facilities,  I  believe,  tends 
to  be  in  the  public  interest,  but  I  admit  that  I  am  in  an  increasing 
minority. 

Mr.  Sims.  To-day  the  Government  of  the  United  States  is  taldng 
the  taxes  of  the  people  and  improving  rivers  and  harbors  and,  it  is 
often  alleged,  for  the  purpose  of  affecting  freight  rates  on  existing 
railroads — to  make  those  railroads  less  able  to  serve  the  public — and 
sometimes  it  operates  to  make  a  man  who  secures  it  very  popular 
when  he  has  a  little  river  in  his  district  that  has  no  merit  to  urge; 
but  he  comes  here  and  says:  "I  want  to  regulate  the  railroads 
through  this  river,"  and  it  is  done  through  taxation. 

Mr.  AcwoKTH.  Do  j^ou  ever  get  a  report  afterwards  as  to  the  effect 
of  this  "  regulation  "  ? 

Mr.  Sims.  Now,  I  admit  that  we  are  in  a  situation  where  some- 
thing has  got  to  be  done.  The  railway  executives  say  that  if  some- 
thing is  not  done  to  give  them  relief.  Government  ownership  is  in- 
evitable. Now,  if  1  have  got  to  cross  the  river,  I  want  to  know  what 
kind  of  a  boat  I  am  going  across  in.  We  need  the  facts  as  to  those 
countries  which  have  had  government  ownership,  but  here  we  are  in 
a  situation  where  it  is  a  matter  of  choice,  and  not  a  matter  of  theory, 
but  rather  a  matter  of  necessity. 

Mr.  AcwoETH.  May  I  suggest  that  there  is  really.  If  1  may  say 
so,  there  is  not  any  need  for  a  heroic  remedy  at  all. 

Mr.  Sims.  Is  not  the  proposition  of  a  20  per  cent  increase  in  freight 
rates  a  heroic  remedy  as  to  the  industries  of  the  country  which  will 
have  it  to  pay? 

Mr.  AcwoRTH.  Not  when  the  20  per  cent  increase  on  the  product 
is  only  enough.  Do  not  people  take  into  consideration  that  if  cost 
of  production  goes  up  the  charges  will  be  made?  What  is  there  in 
a  freight  rate  that  is  different  from  anything  else? 

Mr.  Sims.  Upon  the  absolute  theory  of  private  ownership  with 
competition  to  regulate  private  ownership,  then  you  are  right  about  it. 

Mr.  AcwoETH.  Never  mind  who  owns  the  thing.  Supposing  the 
State  owns  the  railroad,  is  that  any  possible  reason  why  the  State 
should  carry  your  business,  your  bread,  or  your  beef,  or  any  of  your 
commodities,  whatever  they  are,  for  less  than  it  costs?  The  State 
ought  to  charge  a  fair  rate. 

Mr.  Sims.  Ther^  are  State  reasons  which  never  appeal  to  the 
private  owner.  We  have  put  in  $400,000,000  building  the  Panama 
Canal,  in  connection  with  which  the  transportation  facilities  may 
be  at  least  in  part  considered,  as  it  was  also  a  national  defense 
measure;  but  it  never  was  considered  that  we  would  pay  back  the 
money  out  of  the  operating  charges,  and  no  private  company  ever 
would  build  it  as  an  investment;  and  no  doubt  in  my  mind  there 
are  railway  improvements  needed  that  no  private  companies  will 
ever  build,"  because  they  will  not  pay  as  a  private  investment. 
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Mr.  AcAVOETii.  But  it  will  pay,  if  you  will  allow  the  railroad, 
whoever  owns  it,  to  say  to  the  man  who  wants  his  stuff  carried, 
"  I  will  carry  your  stuff  for  you  on  condition  you  will  pay  me  what 
the  service  is  worth,"  and  that  ought  to  be  said  to  the  freighter, 
Avhether  the  carrier  is  a  public  corporation,  whether  it  is  the  Nation 
or  a  private  individual ;  there  is  no  difference  in  the  principle.  There 
is  no  justification  for  asking  the  State  to  carry  the  traffic  of  the 
ordinary  shipper  for  less  than  a  reasonable  price  for  carrying  it, 
and  the  reasonable  price  means  the  cost  of  doing  the  work  and  the 
fair  interest,  the  fair  earnings  on  the  capital  that  is  applied  to 
enable  you  to  do  the  work. 

Mr.  Sims.  Profit  on  the  investment? 

Mr.  AcwoETH.  Yes;   return  on  the  investment. 

Mr.  Sims.  Does  it  not  stand  to  reason  that  you  can  do  a  better 
public  service  without  burdening  the  public  with  a  profit  than  you 
can  to  burden  them  with  a  profit,  as  far  as  the  financial  end  of  it 
is  concerned? 

Mr.  AcwoRTH.  Yes,  sir ;  I  think  that  comes  back  under  this  point. 
How  much  cheaper  will  the  private  corporation  do  the  service?  If 
the  private  corporation  saves  2  per  cent  of  the  cost  by  greater  effi- 
ciency and  takes  1  per  cent  for  dividends  and  the  other  1  per  cent 
goes  to  the  public  in  rate  reduction,  the  public  are  better  off  than 
if  the  less  efficient  State  corporation  does  it  at  the  2  per  cent  higher 
price  and  there  is  not  any  money  to  divide. 

Mr.  Sims.  If  rates  would  never  increase,  and  j^et  the  railroads 
would  have  all  the  money  they  need,  I  do  not  suppose  there  would 
be  any  clamor  at  all  about  this  thing.  But  you  come  here  with  the 
prime  demand  for  an  increase  in  freight  rates  of  20  per  cent  as  the 
solution  of  present  railroad  problems. 

Mr.  AcwoRTH.  I  do  not  demand  it.  I  say  the  facts  demand  it. 
The  butcher  does  not  demand  the  increase  in  the  price  of  meat. 

Mr.  Sims.  You  mean  the  situation  demands  it? 

Mr.  Agavorth.  The  butcher  adjusts  his  prices  to  the  cost  of  pro- 
duction.    Why  should  not  the  railroad?     There  is  no  difference. 

Mr.  Sims.  But  there  is  less  cost  without  profit  than  with  profit  in 
doing  the  same  service. 

Mr.  AcwoRTH.  But  the  profit  that  is  turned  over  is  mighty  small. 

Mr.  Sims.  That  is  all  true,  but  the  net  profit  of  railroads  in  the 
United  States,  as  shown  by  the  report  of  the  Interstate  Commerce 
Commission  in  1916,  was  over  $1,000,000,000. 

Mr.  AcwoETH.  That  was  not  a  profit. 

Mr.  Sims.  It  is  net  income. 

Mr.  AcwoRTH.  That  was  not  a  profit. 

Mr.  Sims.  They  reported  it  as  net  income. 

Mr.  AcwoRTH.  $900,000,000  and  some  odd  out  of  that  for  doing 
the  work. 

Mr.  Sims.  Is  that  after  paying  interest? 

Mr.  AcwoRTii.  Well,  it  is  the  net  profit  of  the  railroad  company. 

Senator  Robinson.  It  was  $601,000,000  and  some  odd. 

Mr.  Sims.  The  Interstate  Commerce  Commission  gives  it  as 
$1,000,000,000  and  some  odd  according  to  the  report  as  they  kept 
the  accounts. 

Mr.  Tiiom.  Judge  Sims,  the  way  the  Interstate  Commerce  Com- 
mission states  it  as  being  $1,000,000,000  and  two  hundred  odd  million 
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Was  before  interest  was  paid,  and  after  interest  is  paid  Senator 
Robinson  is  right— the  figure  was  about  $601,000,000. 

Mr.  Sims.  There  is  that  much  profit  to  tlie  railroads  after  all  op- 
erating costs,  maintenance,  and  expenses  were  paid.  If  the  Gov- 
ernment owned  the  railroads  they  would  not  pay  any  profit. 

Mr.  AcwoETH.  I  beg  pardon.  With  greatest  respect,  you  are  not 
correct.  If  the  Government  owned  it  thej'  would  have  to  provide 
the  capital  that  the  shareholders  are  now  providing,  and  on  that 
capital  the  Government  would  have  to  pay  interest  at  4  per  cent,  say. 

Mr.  Sims.  The  Government  would  have  to  pay  it  providing  the 
business  did  not  pay  it.  When  I  speak  about  profit  I  have  reference 
to  dividends;  I  do  not  have  reference  to  interest  on  bonds. 

Mr.  AcAVOETH.  But  please  remember  this.  The  dividends  represent 
the  money  put  into  the  property.  True,  if  you  made  it  a  bond  you 
would  have  got  the  money  a  little  cheaper ;  you  would  not  have  to  pay 
5  per  cent  on  it;  you  only  would  have  to  pay  4  per  cent,  but  the 
dividends  represent  money  put  into  the  property  and  the  Gov- 
ernment would  have  to  put  in  the  money  which  the  stockholders  now 
put  in.     They  could  have  got  it  cheaper,  but  only  a  little  cheaper. 

'Mr.  Sims.  I  am  not  talking  about  the  matter  as  it  originally  ex- 
isted.   I  am  talking  about  the  situation  which  now  confronts  us. 

Mr.  AcwoETH.  Suppose  you  buy  the  property,  the  Government 
has  got  to  issue  bonds  and  pay  interest  on  bonds. 

Mr.  Sims.  But  the  Government  will  issue  bonds  against  the  prop- 
erty and  the  property  earns  interest,  therefore  it  does  not  become 
a  tax  upon  other  taxable  property  at  all. 

Mr.  AcwoRTH.  But  it  has  got  to  earn  the  interest. 

Mr.  Sims.  It  earns  it  now? 

Mr..  AcwoETH.  Yes,  sir. 

Mr.  Sims.  Under  all  the  adverse  circumstances  it  has  to  confront, 
and  some  of  the  properties  pay  a  good  dividend? 

Mr.  AcwoRTH.  Yes;  and  some  pay  none. 

Mr.  Sims.  If  the  strong  roads  would  take  care  of  the  weak  ones, 
it  would  equalize  matters,  and  we  might  get  along  very  well,  but 
how  would  you  do  it  under  private  ownership  ? 

Mr.  AcAVORTH.  There  is  not  enough  to  go  around,  sir.  That  is  the 
difficulty. 

Mr.  Sims.  I  do  not  know  whether  there  is  or  not. 

Senator  Robinson.  Mr.  Sims,  have  you  about  concluded? 
'  Mr.  Sims.  I  may  not  be  able  to  conclude  in  two  days,  but  I  am 
ready  to  quit  at  any  time  the  committee  desires. 

I  have  some  notes  here,  but  I  have  not  tried  to  follow  them.  I 
just  wanted  to  get  Mr.  Acworth's  views  on  the  situation,  a  situation 
which  has  got  to  be  met  somehow  or  other. 

Mr.  Thom.  I  should  like  to  say,  if  you  will  permit  me,  in  reference 
to  what  transpired  here  the  last  year,  that  if  you  associated  the  year 
1916  with  the  preceding  years,  the  three  or  four  or  fi^'e  years  before, 
you  will  find  that  the  returns  on  the  book  values  are  very  much  less 
than  5  per  Cent,  and  for  that  series  of  years  are  less  than  the  previous 
series  of  the  same  number,  even  with  the  greater  earnings  of  last 

year.  .  ,  .      ■  •,,  , 

Senator  Robinson.  If  there  is  no  objection,  we  will  noAv  take  a 

recess.    We  may  be  able  to  conclude  in  the  morning. 

(Thereupon,  at  10.30  o'clock  p.  m.,  the  committee  adjourned  until 

in  o'clock  a.  m..  Wednesday,  May  9,  1917.) 
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United  States  Senate, 
Joint  Committee  on  Interstate  Commerce, 

Washington,  I).  C. 
The  joint  committee  met  at  10  o'clock  a.  m.,  Hon.  William  C. 
Adamson  (vice  chairman)  presiding. 

The  Vice  Chairman.  The  committee  will  come  to  order.  The 
Chair  understands  that  Senator  Cummins  desires  to  ask  Mr.  Acworth 
some  questions.     Senator,  j^ou  may  proceed. 

STATEMENT  OF  W.  M.  ACWORTH— Eesumed. 

Senator  Cummins.  Mr.  Chairman,  I  was  not  able  to  be  in  at- 
tendance upon  the  session  last  night  and  I  do  not  know  exactly  what 
the  line  of  cross-examination  was.  There  are  only  two  or  three 
questions  that  I  would  like  to  ask.  It  is  a  little  difficult  for  me  to 
propound  questions  upon  this  subject,  because  I  am  somewhat  in 
sympathy  with  the  views  of  the  witness,  and  I  do  not  want  what  I 
ask  to  be  considered  as  an  attempt  to  overturn  what  he  has  said. 

I  observe,  Mr.  Acworth,  in  comparing  the  rates  that  are  charged 
for  service  in  Prussia  and  Germany  and  the  rates  charged  in  the 
United  States,  that  you  found  the  German  rates  were  nearly  twice 
as  great  as  the  American  rates? 

Mr.  Acworth.  Yes,  sir. 

Senator  Cummins.  Did  you  in  that  comparison  take  into  account 
the  average  length  of  haul  in  the  United  States  as  compared  with 
the  length  of  haul  in  Prussia  or  Germany  ? 

Mr.  Acworth.  I  do  not  think  I  put  it  in  so  many  words.  I  did 
say  last  night — and  I  think  it  is  obvious  that  it  is  so — perfectly  im- 
partial railway  experts,  looking  at  the  figures,  would  say  you  nat- 
airally  would  expect  higher  rates  in  Germany  than  in  the  United 
States.  For  one  reason,  Germany  out  of  those  rates  succeeds  in  mak- 
ing a  very  handsome  profit.  Out  of  the  American  rates  there  is  not 
enouo-h  money  to  spare.  That  is  to  say,  the  American  rates  should 
be  hi*gher  under  American  conditions  and  the  Prussian  rates  could 
be  lowered  under  Prussian  conditions,  and  imagining  the  Ameri- 
can rates  put  up  somewhat  and  imagining  the  Prussian  rates  brought 
down  somewhat,  there  is  still  a  gap.  You  have  mentioned  the  haul. 
That  undoubtedly  accounts  for  a  good  deal-— 

Senator  Cummins.  I  am  not  thinking  of  the  financial  phase  of  it, 
or  the  financial  outcome.  I  am  only  thinking  of  a  proper  compari- 
son.    Our  average  rate  is  substantially  three-fourths  of  a  cent  pec 
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ton  per  mile.  The  average  Prussian  rate  is  about  1  cent  and  three- 
tenths  per  mile — I  am  not  giving  the  exact  figures. 

Mr.  AcwoRTH.  Yes,  sir ;  you  are  almost  accurate. 

Senator  Cummings.  1  have  stated  about  the  fact  ? 

Mr.  AcwoRTH.  Yes,  sir. 

Senator  Cummins.  Now  here  the  railway  rate,  looked  at  logically^ 
is  made  up  of  a  charge  for  terminal  service  and  a  charge  for  trans- 
portation or  haul. 

Mr.  AcwoRTH.  Yes,  sir. 

Senator  Cttmmins.  And  the  rate  per  ton  per  mile  will  decrease 
therefore  as  the  length  of  the  haul  increases.  ' 

Mr.  AcwoETH.  Yes,  sir. 

Senator  Cummins.  Now,  do  3'ou  remember  what  the  average  hauL 
in  Germany  or  in  Prussia  is  ? 

Mr.  EscH.  It  is  62  miles. 

Mr.  AcwoRTH.  1  Avas  going  to  say  70. 

Mr.  EscH.  Sixty -two  miles,  and"  in  the  United  States  254. 

Mr.  AcwoETH.  That  is  assuming  the  United  States  to  be  treated 
as  a  single  system.  The  average  haul,  treating  the  systems  sepa- 
rately, if  1  remember  right,  is  150. 

Senator  Cummins.  1  think  that  is  an  error.  I  think  the  haul  in 
the  United  States — the  haul  of  254  miles,  probably — is  on  the  single 
road. 

Mr.  EscH.  These  are  statistics  given  by  Dr.  Johnson. 

Senator  Cummins.  I  do  not  recall  precisely,  but  1  think  the  haul 
in  the  United  States  is  five  or  six  times  as  long  as  the  haul  in  Prussia. 

Mr.  AcM'ORTH.  I  would  not  contradict  you,  but  unquestionably  it 
is  very  much  longer. 

Senator  Cummins.  1  am  taking  the  haul  as  it  actually  occurs,  and 
not  confined  to  an  initial  road  or  any  particular  road,  and  a  just  com- 
parison necessarily  must  take  into  account  the  difference  between  the 
haul  in  this  country  and  the  haul  abroad? 

Mr.  AcwoRTH.  Unquestionably. 

Senator  Cummins.  My  only  point  was  that  in  the  comparisoil  of 
three-fourths  of  a  cent  in  our  country  and  a  cent  and  three-tenths  in 
Prussia ;  that  factor  was  not  taken  into  account. 

Mr.  AcwoRTi-i.  Of  course,  all  international  comparisons  have  to 
take  account  of  a  vast  number  of  things.  The  way  I  would  like  tO' 
put  it  is  this:  That  factor  of  length  of  haul  unquestionably  is  very 
favorable  to  the  United  States;  on  the  other  hand,  another  factor 
is  that  the  average  wages  paid  for  doing  the  work  are  double  in  the 
United  States.  That  tells,  of  course,  the  other  way.  I  do  not  think 
it  could  be  translated  into  statistical  figures,  but  the  point  I  would' 
make  is  this :  If  you  bring  an  impartial  railway  man  from  the  planet 
of  Mars,  who  has  no  views  on  State  ownership  pro  or  con,  and.  you 
show  him  the  Prussian  result  of  1.30,  show  him  the  American  result 
of  three-fourths  of  a  cent,  he  would  say,  making  all  allowances  on 
one  side  or  another,  there  is  a  big  balance  to  be  explained  by  efficiency. 
That  is  how  I  would  put  it.  How  big  the  balance  is  is  a  matter  of 
dispute,  but  I  feel  certain  any  impartial  person  would  say  there  is  a 
big  balance,  and  the  only  explanation  is  efficiency. 

Senator  Cummins.  It  is  easy  for  us  to  believe  that  American  rail- 
i-oads  are  more  efficient  than  Prussian. 

Mr.  AcwoRTH.  I  must  say  I  do  not  think  it  is  difficult. 
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oenator  Cummins.  It  is  quite  gratifying  to  our  pride,  I  am  sure. 
-tJut  I  do  not  desire  to  discuss  that  point.  I  simply  wanted  to  em- 
phasize the  one  thing. 

Mr.  Thom.  Senator,  may  I  give  you  the  exact  figures  of  the  aver- 
age haul  on  individual  railroads  in  the  United  States  in  the  Inter- 
»state  Commerce  Commission's  report?  I  have  it  before  me.  It  is 
162.37  on  individual  roads. 

Senator  Cummins.  I  am  familiar  with  that  report,  but  that  is  not 
&  fair  statement  of  it,  and  I  do  not  think  the  Interstate  Commerce 
Commission  meant  to  deceive  the  public  at  all;  I  am  sure  they  did 
Xiot.    That  means  simply  the  haul  upon  a  single  railroad. 

Mr.  AcwoRTH.  Yes,  sir;  that  is  right. 

Senator  Cummins.  And  not  the  haul  actually  occurring  in  trans- 
portation. 

Mr.  AcwoRTH.  I  think  it  was  gotten  wrong  on  the  stenographer's 
notes.    One  figure — 260 — was  mentioned. 

Senator  Cummins.  I  thought  it  was  a  little  more  than  that.  But 
this  same  report  states  the  average  haul. 

Mr.  AcwoETH.  Treating  it  as  a  system. 

Senator  Cx  mmins.  Looked  at  from  a  broader  standpoint,  namely, 
considering  all  railroads  as  a  single  road. 

Mr.  AcwoRTH.  Or  course,  Prussia  has  the  advantage  of  having 
been  able  to  concentrate  on  a  single  system,  and  of  course  the  delib- 
erate policy  of  the  Government  here  has  been  to  prevent  concentra- 
tion. That  makes  a  very  considerable  difference  in  the  length  of 
haul. 

Senator  Cummins.  The  matter  about  which  I  really  wish  to  ask 
you,  however,  is  more  fundamental.  It  may  be  it  is  not  entirely 
pertinent  as  cross-examination,  but,  nevertheless,  I  want  your  view 
upon  it.  You  said,  in  reviewing  state  ownership  historically — and 
I  think  you  said  very  truly — that  the  assumption  of  transportation 
by  the  State  has  nearly  always  been  brought  about  by  some  condition 
that  does  not  relate  to  either  efficiency  in  management  or  the  hope  of 
reducing  the  rate.  Some  other  considerations  are  those  which  seem 
to  make  it  necessary  for  the  State  to  assume  that  function.  I  under- 
stood you  correctly,  did  I  not? 

Mr.  AcwoETH.  I  would  rather  put  it  in  this  way — that  abstract 
questions  of  whether  on  the  whole,  regarded  as  a  historical  proposi- 
tion, the  State  would  be  more  efficient,  or  would  have  a  better  service, 
had  not  been  the  governing  consideration,  but  rather  the  special  cir- 
cumstances that  existed  at  the  time.  The  point  was  raised  here,  for 
instance,  Mr.  Sims  raised  it 

Senator  Cummins.  Let  me  give  the  special  circumstances  which 
seem  to  me  to  confront  the  people  of  this  country.  Our  railroads  are 
competitive,  and  it  is  impossible  to  destroy  competition  without  re- 
adjusting the  ownership  of  the  railroad,  as  I  look  at  it.  All  the 
railroads  of  this  country  must  carry  freight  at  substantially  the 
same  rate.  Let  us  assume  that  there  were  a  large  proportion  of 
those  roads  which  can  carry  freight  or  do  carry  on  their  business  at 
certain  rates  with  abundant  profit.  A  smaller  proportion  of  the 
railroads,  being  compelled  to  do  that  business  at  the  same  rates,  find 
themselves  in  hopeless  insolvency— I  am  assuming  that  the  same 
efficiency  as  found  in  the  management  of  all  the  roads — How  are  we 
to  meet  that  problem?    How  are  we  to  give  to  the  smaller  railroads 
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or  the  weaker  railroads  rates  that  will  be  compensatory  and  adequate 
for  a  reward  ujjon  the  capital  invested  or  the  value  of  the  property 
without  giving  to  the  stronger  railroads  rates  that  will  enable  them 
to  earn  more  than  they  ought  to  earn  ? 

Mr.  AcwoRTH.  Well,  sir,  the  question  is  very  difficult  to  answer, 
because  I  expect  my  idea  of  what  "  more  than  they  ought  to  earn  " 
may  not  be  the  same  as  yours. 

The  Vice  Chairman.  Well,  admitting  the  Senator's  premises. 

Mr.  AcwoETH.  I  will  admit  the  fact,  if  you  will  put  it  at  'ZU  per 
cent  as  the  point  beyond  which  they  ought  not  reasonably  to  be 
allowed  to  go. 

The  Vice  Chairman.  Let  it  be  20  per  cent. 

Mr.  AcwoRTH.  If  you  will  accept  20  per  cent  dividends  as  a  figure 
beyond  which  they  ought  not  to  be  allowed  to  go 

The  Vice  Chairman.  The  Senator  did  not  ask  you  whether  the 
pi'ofits  were  sufficient.  His  point  was  how  can  you  increase  one 
without  increasing  the  other  when  a  mere  division  of  freight  rates 
would  diive  the  business  from  one  to  the  other  and  rob  them  entirely 
of  the  business. 

Mr.  Acworth.  There  could  be  no  question  of  this,  it  is  not  pos- 
sible to  have  two  different  scales  of  rates  for  competing  companies 
alongside.  We  must  start  with  that.  Therefore,  if  you  are  to  deal 
with  that  proposition  that  the  two  railroads  must  be  kept  alongside, 
the  one  earning  less  than  a  reasonable  amount,  and  the  other  pos- 
sibly arriving  at  a  stage  when  it  would  earn  more  than  a  reasonable 
amount,  clearly  you  have  got  either  to  reduce  the  higher  or  put  up 
the  lower,  or  in  some  shape  balance  it  between  the  two. 

The  Vice  Chairman.  Now,  tell  the  Senator  how. 

Senator  Cummins.  1  think  possibly  we  do  not  look  at  it  from  pos- 
sibly the  same  standpoint.  Let  us  assume  that  the  railroads  which 
carry  in  the  United  States  80  per  cent  of  the  business  are  able  upon 
certain  rates — I  will  not  say  the  existing  rates,  but  certain  rates — to 
maintain  their  properties,  accumulate  funds  for  replacement  and 
betterment,  provide  for  all  the  exigencies  of  the  lean  years,  and  still 
pay  7,  8,  and  9  per  cent  upon  the  value  of  the  property.  The  rail- 
roads which  carry  20  per  cent  of  the  business,  being  compelled  to 
do  their  work  at  the  same  rate,  find  that  they  accumulate  nothing  for 
the  compensation  of  capital.  Now,  let  us  just  assume  further  still 
that  it  is  the  purpose  of  the  American  people  not  to  permit  the 
capital  invested  in  these  public  properties  to  earn  more  than  7,  8,  or 
{>  per  cent,  with  allowance  for  the  contingencies  that  I  have  men- 
tioned, how  are  we  to  meet  that  problem? 

Mr.  Acworth.  Well,  if  you  ask  me — if  it  is  not  criticism  of  the 
policy  which  the  United  States  has — and  I  feel  that  that  is  something 
that  a  stranger  ought  not  to  make — if  you  will  forgive  me  for  mak- 
ing it,  in  answer  to  the  question  I  should  say  this,  that  there  are  two 
possible  policies.  There  is  a  policy  of  trusting  to  private  enterprise. 
That  means  a  man  takes  his  risk,  and  he  also  takes  his  chances  of 
great  profits.  If  you  are  going  to  leave  the  20  per  cent,  or  whatever 
the  figures  are  at  tlie  bottom — 30  to  40  really,  that  are  not  earning 
dividends — if  you  are  going  to  leave  them  at  the  bottom,  without  earn- 
ing dividends,  the  only  way  to  get  the  capitalists  to  go  into  the 
business  is  to  leave  the  people  at  the  top  to  earn  something  a  great 
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deal  more  than  8  or  9  because  otherwise  the  average  is  not  good 
enough  to  tempt  capitalists. 

That  is  not  the  policy  you  have  adopted.  There  is  another  policy ; 
ot  course  it  is  difficult  to  introduce  it  afterwards  but  it  might  have 
been  a  perfectly  reasonable  policy  at  the  beginning.  On  the  one 
hand  you  say,  "  We  shall  not  allow  you  to  go  past  6  or  7  per  cent " 
but  give  support  to  the  people  at  the  bottom;  say  to  them  at  any 
rate  their  dividend  shall  not  be  worse  that  3,  provided  they  put  up  a 
railroad  that  the  public  have  agreed  they  want. 

I  can  understand  either  of  those  policies  but  I  can  not  conceive  as  a 
possible  policy  in  the  long  run  that  you  limit  at  the  top  and  give  no 
guaranty  at  the  bottom.  Of  course  Congress  can  do  what  it  likes  to  the 
railroads  that  are  already  there ;  they  can  not  get  out.  They  have  put 
their  money  in  that  as  a  permanent  property.  But  if  you  want — as 
you  do  want — to  have  building  go  on  every  year  and  have  new  money 
put  in  you  can  not  get  it  on  the  basis  of  saying  nobody  shall  get  any- 
thing to  speak  of  on  the  average,  and  a  large  number  shall  get  some- 
thing below  the  average.    It  can  not  be  worked ;  it  is  not  business. 

Senator  CrMMiNS.  I  do  not  think  that  is  the  only  alternative, 
though.  The  Government  could  make  up  out  of  its  Treasury  the 
deficit  or  loss  to  the  weaker  railroads. 

Mr.  AcwoRTH.  Yes,  sir;  that  was  my  idea;  that  is  what  I  meant. 
Let  me  put  it  again.  I  mean  that  the  necessary  complement  of  a 
policy  which  says  you  shall  not  go  past  7  or  8  or  9  is  a  policy  which 
says  you  shall  not  fall  under  2  or  3  or  4.  Where  the  money  is  com- 
ing from,  whether  from  raised  rates  or  direct  contribution  from  tax- 
payers is  a  separate  question. 

Senator  Citjimins.  Of  course.  Government  ownership  is  another 
way. 

Mr.  AcwoRTH.  Yes,  sir.  Then  again  you  would  have  the  case 
where  you  had  taken  over  the  railways  not  because  you  thought  the 
Government  would  manage  them  better,  but  because  there  had  come 
a  financial  knot  that  it  seemed  very  difficult  to  untie. 

Senator  CrMMixs.  We  assume  for  any  given  time  the  revenue  for 
a  large  proportion  of  the  railroads  is  sufficient  and  the  revenue  of  a 
smaller  proportion  is  insufficient..  Then  we  must  either  make  up 
the  sum  necessary  for  the  smaller  railroads  or  we  must  take  them 
all  over. 

Mr.  AcwoETH.  Yes;  but  it  is  a  dangerous  thing  to  answer  as 
broad  a  question  as  that  without  a  little  more  reflection.  However, 
it  looks  so. 

Senator  Cummins.  It  occurs  to  me  that  that  is  the  real  problem 
in  our  regulations.  There  is  another  alternative,  is  there  not?  We 
could  readjust  the  ownership  of  the  railways,  so  that  in  any  given 
system  the  surplus  revenue  of  the  strong  railroads  would  be  sufficient 
to  make  up  the  deficit  of  the  weaker  railroads. 

Mr.  AcwoRTH.  I  believe  that  is  a  very  practical  pohcy,  but,  of 
course,  it  is  a  policy  that  could  only  be  worked  out  in  20  years.  It 
could  not  be  done  by  hard  and  fast  orders  to  do  it  instantly.  You 
could  not  say  to  the  Pennsylvania  Railroad  to-morrow :  "  You  have 
got  to  take  over  the  Erie  and  spread  the  dividends  over  the  two 
capitalizations."  You  can  not  do  that;  but  if  you  encourage  gov- 
ernmental supervision  in  a  single  head  and  a  policy  of  consolidation. 


1192  INTEBSTATE   AND   FOREIGN   TBANSPOETATION. 

I  have  no  doubt  that  would  work  itself  out  in  the  course  of  time. 
That  is  what  is  happening  in  England,  and  has  been  for  a  good 
many  years. 

Senator  Cummins.  The  length  of  time  would  depend  on  a  good 
many  circumstances.  We  have  power,  I  assume,  to  do  it,  probably, 
under  our  form  of  government. 

Mr.  AcwoRTH.  To  order  one  company  to  take  over  another? 

Senator  Cummins.  I  assume  we  have  under  the  power  of  eminent 
domain  the  authority  to  dispose  of  ownership  as  we  might  see  fit. 

Mr.  AcwoRTH.  Clearly  you  could  take  possession  of,  we  will  say, 
the  Erie  Railroad,  but  the  further  stage  of  getting  the  Pennsylvania 
Eailroad  to  take  it  would  depend  on  whether  the  Pennsylvania  Rail- 
road Co.  thought  the  terms  were  good  enough. 

Senator  Cummins.  No;  I  do  not  mean  to  have  it  inferred  that  we 
would  compel  the  Pennsylvania  to  buy  that  property ;  but  if  a  com- 
pany were  organized  under  a  Federal  incorporation  law,  we  could 
give  it  the  authority  to  condemn  and  take  over  any  group  of  rail- 
ways that  we  might  think  the  public  interests  required  should  be  con- 
solidated into  one  ownership. 

Mr.  AcwoRTH.  That  is  to  say  you  would  take  one  strong  and  im- 
portant company  and  build  up  on  it  in  its  district? 

Senator  Cummins.  Yes. 

Mr.  AcwoRTH.  Of  course,  that,  I  think,  is  merely  in  the  line  of 
historical  development.  As  you  know  probably,  our  Government  has 
for  the  period  of  the  war  time  control  of  our  railways.  I  think  it  is 
quite  clear  that  they  will  never  go  back  to  private  ownership  exactly 
in  the  shape  they  left  them  in.  There  is  no  question,  I  think,  that 
with  us  there  will  be  very  much  of  what  you  have  suggested,  the 
building  up  on  the  basis  of  a  certain  number  of  strong  companies  in 
different  districts,  practically  absorbing  all  these  lines  within  that 
district. 

The  Vice  Chairman.  That  is  the  best  argument  I  have  ever  heard 
for  Federal  embargo.  I  have  always  believed  the  law  ought  to  com- 
ped  one  rich  person  and  one  poor  person  to  marry  so  as  to  maintain 
an  equal  distribution  of  the  wealth  of  the  country. 

Senator  Cum:\iins.  I  am  not  giving  my  adhesion  to  this  plan  irre- 
vocably. I  simply  intended  to  indicate  that  I  see  an  insoluble  prob- 
lem in  the  regulation  of  railways,  as  we  are  attempting  to  regulate 
them. 

That  is  all  I  care  to  ask,  and  I  am  very  much  obliged  to  you,  Mr. 
Acworth. 

The  Vice  Chairman.  Senator  Townsend,  will  you  proceed  ? 

Senator  Town.send.  As  I  said  to  begin  with,  I  feel  rather  guilty 
about  asking  questions  without  having  heard  the  witness,  because  I 
wo^uld  like  to  have  heard  him.  Senator  Cummins  has  covered  a 
point  that  I  had  thought  of  asking  you  if  he  had  not  already  cov- 
ered it.  I  suppose  that  you  agree  that  centralized  management  of 
many  concerns  is  likely  to  be  more  efficient  than  to  have  those  con- 
cerns managed  separately? 

Mr.  AcwoRTii.  Yes,  sir;  up  to  a  point.  I  take  it  there  is  really  a 
point  where  the  advantages  of  centralization  are  overbalanced  by  the 
disadvantages  of  getting  too  big  for  proper  supervision.  It  is  a 
point  to  be  ascertained  by  trial  and  error  in  the  individual  case,  but 
I  am  sure  that  it  exists  as  a  principle. 
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Senator  Townsend.  I  think  it  does.  I  listened  the  other  evening, 
when  you  were  mentioning  some  of  the  disadvantages  of  Government 
ownership.  Of  course,  one  of  the  arguments  that  is  made,  as  you 
undoubtedly  know,  for  Government  ownership  is  that  it  centralizes 
control.  You  have  shown  how,  under  the  Government,  that  is  not 
necessarily  efficient,  or  rather,  experience  showing  it  to  be  the  re- 
verse. The  point  that  Senator  Cummins  has  brought  out  has  been 
the  one  that  has  disturbed  me  not  a  little,  and  I  have  felt  that  its 
solution  was  hindered  by  the  very  laws  which  we  have  already  es- 
tablished in  this  country  which  prevent  combinations.  Under  the 
law  systems  have  been  disorganized,  disintegrated,  because  it  was 
felt  that  there  were  inimical  to  the  public  welfare,  in  the  form  of 
monopolies ;  but  have  you,  at  any  time  in  your  testimony,  suggested 
any  remedy  for  this  condition  of  which  the  railroads  complain, 
namely,  that  they  are  not  able  to  get  money  enough  to  operate  their 
roads  successfully  ? 

Mr.  AcwoETH.  As  I  see  it,  sir,  assuming  present  conditions  broadly 
to  continue,  there  are  two  things  necessary.  The  one  is  to  enable  them 
to  make  their  money  go  as  far  as  possible  by  avoiding  waste  effort; 
for  example,  the  point  that  was  raised  yesterday  of  State  regulation ; 
clearly,  regulation  by  48  States,  as  well  as  by  the  Federal  Govern- 
ment, results  in  a  great  deal  of  waste  motion  and  consequent  expense. 
Looking  at  it  purely,  I  mean,  from  the  cost  point  of  view,  the  Gov- 
ernment can  establish  a  uniform  control  and  thereby  decrease  ex- 
penses; but,  when  all  is  said  and  done,  to  decrease  expenses,  as  I  see 
it,  is  not  sufficient.  You  have  also  got  to  increase  rates,  and  the  only 
way  to  do  that  is  to  accept  the  fact  that  world  prices  have  gone  up  for 
everything  from  railway  service  to  boots  and  shoes,  and  that  the 
railways  must  be  allowed  to  put  up  their  prices.  It  seems  to  me, 
regarding  the  proposition  of  railways  as  existing,  in  whosoever's 
hands  they  are,  you  want  to  reduce  expenses  by  avoiding  waste  mo- 
tion, but  you  want  to  increase  rates,  because,  broadly  speaking,  they 
are  selling  railroad  transportation  at  an  uncommercial  price. 

Senator  Townsend.  Would  you  still  hold  that  opinion  or  would 
you  apply  that  opinion  to  all  railroads  regardless  of  the  efficiency 
of  their  management  ? 

Mr.  AcwoRTH.  Yes,  sir;  I  certainly  would.  I  would  say  this: 
That  the  Pennsylvania  is  as  good  a  proof  of  the  necessity  of  higher 
rates  as  the  most  bankrupt  railroad  in  the  States.  I  should  say  that 
if  conditions  continue  what  they  are.  Take  the  Pennsylvania,  which, 
by  the  good  fortune  of  its  original  shareholders,  got  the  first  call 
on  the  finest  traffic  region  in  the  Avorld,  which,  for  70  years — I  have 
never  seen  any  evidence  to  the  contrary — has  always  been  well  man- 
aged, has  always  been  efficiently  and  honestly  managed.  And  they 
are  to-day  able  to  earn  something  under  6  per  cent  on  their  prop- 
erty investment.  Now,  if  with  all  the  cards  in  your  favor  you  can 
only  get  6  per  cent,  why  should  anybody  put  his  money  into  a  less 
likely  looking  venture?  If  the  Pennsylvania  can  only  get  6  per 
cent,"  or  less  than  6  per  cent,  anybody  who  puts  his  money  into  an 
inferior  railroad  must  know  that  he  will  get  less  than  6  per  cent,  and 
he  will  not  do  it.  Therefore  it  is  to  the  public  interest  that  the 
Pennsylvania  should  be  earning  10  or  12  per  cent  to  encourage  money 
to  come  in. 
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Senator  Townsend.  I  do  not  care  to  go  into  an  argument  of.  that 
question.  I  am  willing  to  concede  that  the  Pennsylvania  Railroad 
is  well  managed,  but  the  question  as  to  whether  it  is  getting  insuffi- 
cient revenue  to  maintain  that  management  is  a  mooted  question 
now;  that  is  a  question  that  is  in  dispute,  and  I  do  not  care  to  go 
into  that,  but  I  will  take  the  case  of  a  road  where  it  is  equally  ad- 
mitted to  be  inefficiently  and  improperly  managed.  Under  those 
circumstances  you  think  that  they  should  have  more  money  to  meet 
the  extravagance  of  that  kind  of  management? 

Mr.  AcwoETH.  Well,  I  think,  sir,  the  broad  answer  is  what  I 
already  gave,  that  if  you  are  going  to  limit  at  one  end  the  maximum, 
you  must  put  in  at  the  other  end  a  minimum;  but,  clearly,  efficient 
regulation  by  a  central  body  can,  in  a  pretty  short  time,  put  an  end — 
it  can  not  make  everybody  equally  intelligent  or  equally  virtuous — 
but  it  can  put  an  end  to  evident  and  flagrant  mismanagement.  The 
public  authorities,  in  the  first  place,  could  interfere,  and  if  the  thing 
comes  out  so  that  nobody  can  deny  it,  you  can  pretty  well  rely  on  the 
shareholders  to  interfere.     It  is  a  slow  process,  but  it  works. 

Senator  Townsend.  Yes,  exceedingly  slow. 

Mr.  AcAVOETH.  Yes,  it  is  slow. 

Senator  Townsend.  And  it  has  been  somewhat  discouraging, 
although  1  recognize  that  the  railroads  have  been  handicapped,  to  a 
certain  degree,  by  legislation.  Now,  I  was  interested  in  your  state- 
ment a  moment  ago  that  at  the  close  of  the  war  in  your  country,  in 
Great  Britain,  a  readjustment  of  ownership  would  occur,  if  the 
properties  go  back  to  private  ownership. 

Mr.  AcwoETH.  It  looks  very  much  like  it. 

Senator  Townsend.  How  are  they  going  to  do  that? 

Mr.  AcwoETH.  Of  course,  this  is  all  hypothetical  ? 

Senator  Townsend.  Yes;  I  realize  that. 

Mr.  AcwoRTH.  And  I  have  been  out  of  England  for  six  months, 
and  things  have  developed  since  I  have  been  there,  but  it  seems  to  me 
that  it  is  evident  that  what  will  happen  is  this:  The  Government, 
nominally,  can  hand  back  the  railways  on  six  weeks'  notice.  As  a 
matter  of  practice,  it  is  clear  that  they  can  not  do  it ;  it  is  clear  that 
there  are  too  many  new  problems  that  have  arisen  that  would  have 
to  be  solved,  and  the  Government  can  only  hand  back  slowly,  and, 
as  I  see  it,  they  would  probably  hand  back  under  certain  terms — ^they 
will  arrange  that  they  hand  back  to  one  of  the  great  systems  the 
great  bulk  of  its  lines,  and  suggest  that  it  cut  off  its  own  excrescences 
into  other  people's  territory,  and  hand  them  over  to  somebody  else, 
and,  on  the  other  hand,  that  certain  small  companies  in  its  district 
be  not  handed  back  to  their  former  shareholders,  but  that  they  make 
a  bargain  with  the  big  company,  and  be  handed  over  to  it.  The 
Government  would,  as  it  were,  take  the  position  of  a  new  manager 
who  came  into  a  great  concern,  with  many  branches,  and  who  came 
to  the  conclusion  that  it  was  desirable  to  shut  down  such  and  such 
a  plant,  and  transfer  the  operations  to  another  works  that  could  do 
it  more  economically,  and  one  thing  and  another  of  that  kind. 

Senator  Townsend.  How  could  the  Government  enforce  that  kind 
of  an  arrangement? 

Mr.  AcwoETH.  Well,  governments  have  great  persuasive  power, 
and  with  us,  of  course,  the  Government  can  do  anything.  There  is 
nothing  in  the  nature  of  constitutional  limitations  with  us ;  the  Gov- 
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ernment  can  enact  to-morrow  that  your  coat  be  transferred  to  your 
neighbor,  and  there  is  no  appeal,  so  there  is  no  legal  difficulty,  but 
it  would,  I  have  no  doubt,  be  adjusted  by  give  and  take. 

Senator  Townsend.  How  could  you  compel  my  neighbor  to  take 
the  coat.  In  other  words,  how  could  you  compel  a  railroad  to  take 
another  railroad  the  operation  of  which  was  not  profitable? 

Mr.  AcwoETH.  Of  course  I  am  talking  law  and  not ,  practical 
politics. 

Senator  Townsend.  Yes. 

Mr.  AcwoRTH.  As  a  matter  of  Jaw,  supposing  the  Government 
says  to  the  Northwestern  Railway,  "  You  should  take  in  the  North 
Staffordshire,"  which  is  a  small  line  lying  inside  of  it,  and  they 
say,  "  We  will  not."  The  Government  could  in  that  case  enact  that 
from  a  certain  date  the  Northwestern  itself  should  be  taken  over ; 
there  would  be  no  difficulty  about  that.  If  they  like,  they  can  take 
the  property  of  the  Northwestern  Railway  and  hand  it  over  to  the 
North  Staffordshire  or  hand  both  over  to  a  newly  incorporated  com- 
pany. There  is  no  limit  to  that,  but  our  Government  has  worked 
in  entire  harmony  with  the  companies. 

The  Vice  Chairman.  A  condition  of  that  sort  is  calculated  to 
produce  harmony? 

Mr.  AcwoRTH.  I  beg  your  pardon. 

The  Vice  Chairman.  The  power  of  the  Government  to  do  that  is 
calculated  to  produce  harmony,  I  should  think. 

Mr.  AcwoETH.  That  is  no  doubt  so. 

Senator  Townsend.  Well,  by  analogy,  would  that  be,  in  your 
judgment,  the  proper  way  for  the  United  States  to  proceed — to  take 
charge  of  the  railroads  and  then  apportion  them  out  into  systems  ? 

Mr.  AcwoRTH.  Well,  sir,  if  you  ask  me  personally,  I  should  not  like 
your  Government  to  take  the  railways,  for  fear  they  should  stick  to 
its  fingers,  and  I  should  suggest  that  you  must  come  to  rearranging. 
There  are  two  theories :  The  one  is  to  adopt  the  French  system  and 
put  all  the  railroads  in  a  given  district  into  one.  Some  friends  of 
mine  who  have  thought  a  great  deal  about  the  matter  believe  that 
that  is  what  you  are  coming  to.  It  seems  to  me  that  the  objection  to 
that  is — all  the  railroads  between  New  York  and  Chicago,  for  in- 
stance, are  an  obvious  district.  Now,  I  can  not  imagine  myself  that 
you  would  put  together  two  railroads  like  the  Pennsylvania  and  the 
New  York  Central ;  it  seems  to  me  that  they  should  remain  separate ; 
but  the  alternative  scheme  is — and  I  say  I  think  it  is  what  we  are 
coming  to  in  England — that  you  would  build  upon  the  New  York 
Central,  on  the  one  hand,  as  one  of  the  great  old  lines  by  bringing  in 
a  good  many  lines  that  are  now  independent.  Similarly  you  would 
build  up  on  the  Pennsylvania,  let  us  say,  the  Norfolk  &  Western 
and  the  Chesapeake  &  Ohio  and  the  Western  Maryland  and  railroads 
of  that  kind  that  naturally  would  seem  to  belong  to  that  traffic 
basin  so  to  speak.  But  that,  one  way  or  another,  consolidation  is 
coming,  I  have  no  doubt. 

Senator  Townsend.  I  think  I  have  no  further  questions  to  ask. 

The  Vice  Chairman.  I  suppose  the  New  York  Central  might 
colonize  New  England,  and  take  it  under  its  wing,  and  redeem  the 
New  Haven  and  Hartford  ?  . 

Mr.  AcwoRTH.  Of  course,  sir;  you  raise  a  very  good  instance  of 
the  local  feeling.     You  all  know  New  England  much  better  than  I 
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do,  but  I  should  have  thought  that  New  England  had  a  sort  of  feel- 
ing of  being  a  distinct  entity,  and  that  New  England  would  exceed- 
ingly resent  being  handed  over  to  a  non-New  England  company. 

The  Vice  Chairman.  My  enforced  absence  last  night  denied  me 
the  pleasure  of  hearing  a  part  of  the  cross-examination;  and  I  hope 
I  will  not  trench  on  anything  that  has  already  been  gone  over.  You 
will  prdon  me,  if  I  do ;  I  shall  not  be  prolix  at  all.  Of  course,  your 
reputation  is  that  you  are  a  great  lawyer  in  England,  but  what  has 
been  the  nture  of  your  practice? 

Mr.  AcwoETH.  I  should  be  sorry  to  say  that  I  was  a  great  lawyer, 
sir,  but  my  practice  has  been  wholly  in  matters  that  concern  railways 
and  other  public  utilities. 

The  Vice  Chairman.  Have  you  represented  the  railroad  corpora- 
tions ? 

Mr.  AcwoRTH.  Yes ;  and  very  often  their  opponents. 

The  Vice  Chairman.  Did  you  ever  sue  any  railroads? 

Mr.  AcwoRTH.  I  beg  j)ardon?  > 

The  Vice  Chairman.  You  never  sued  any  railroads? 

Mr.  AcwoRTH.  No ;  I  have  never  had  anything  to  do  with  damage 
questions,  or  anything  of  that  kind.  I  have  frequently  opposed  the 
railroads,  and  have  also  appeared  for  them  in  the  Railway  Commis- 
sion, on  questions  of  rates  and  things  of  that  kind;  but  my  main 
practice  has  been  before  Parliamentary  committees.  I  do  not  know 
whether  you  know,  sir,  but  our  custom  is  that  if  a  railroad  wants  to 
issue  new  capital,  or  to  make  a  new  branch,  or  anything  of  that 
kind 

The  Vice  Chairman.  My  only  idea  was  to  develop  whether  you 
had  appeared  chiefly  as  representing  the  railroads,  or  against  them. 

Mr.  AcwoRTH.  On  which  ever  side  saw  fit  to  hire  me. 

The  Vice  Chairman.  You  are  a  director  in  a  good  many  railroads, 
are  you  not? 

Mr.  AcwoRTH.  No.  I  am  a  director  of  the  London  Underground 
Company,  which  owns  or  controls  most  of  the  transport  facilities  in 
London — street  railways  and  electric  railways  and  omnibuses — a 
great  many  things. 

The  Vice  Chairman.  Are  you  financially  or  professionally  inter- 
ested in  any  American  railroads? 

Mr.  AcwoRTH.  I  think  I  have  got  a  few  thousand  dollars  left,  sir, 
but  they  are  mostly  sold,  as  all  our  American  securities  are  since  the 
beginning  of  the  war.  I  had,  a  dozen  years  ago,  most  of  my  money 
in  American  railways,  but  it  is  mostly  out  now. 

The  Vice  Chairman.  From  your  interesting  statement,  if  I  under- 
stand you  correctly,  I  would  gather  two  or  three  lessons.  One  is  that 
whatever  degree  of  superior  efficiency  may  exist  in  the  Prussian  sys- 
tem is  due  to  two  facts ;  that  is,  uniform  or  central  control  and  high 
rates.    Is  that  a  proper  inference  from  the  results  in  that  country  ? 

Mr.  AcwoRTH.  Which  country  are  you  now  speaking  of? 

The  Vice  Chairman.  Prussia — Germany. 

Mr.  AcwoRTH.  Prussia? 

The  Vice  Chairman.  Yes ;  and  the  further  lesson  that  I  gather  is 
that  those  same  things  could  be  obtained  without  Government  con- 
trol—both uniform  control  and  higher  rates  could  be  attained  with- 
out Government  control? 
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Mr.  AcwoRTH.  Oh,  yes,  sir;  clearly.  There  is  no  necessary  connec- 
tion with  Government  control  in  either  of  those  things. 

J- he  Vice  Chairman.  It  is  only  a  question  of  having  men  with 
^®^se  enough  to  manage  them  and  authority  to  do  it? 

Mr.  AcwoRTH.  Yes. 

1  he  Vice  Chairman.  I  do  not  care  to  go  over  all  your  testimony 
about  Crovernment  ownership,  but  I  do  want  to  ask  you  two  or  three 
further  questions,  and  that  is  the  reason  I  asked  you  in  regard  to  your 
experience  and  observation  of  these  operations. 

Mr.  AcwoRTH.  Yes. 

The  Vice  Chairman.  In  your  testimony  you  have  talked*  largely 
about  small  countries,  comparatively.  Of  course,  Australia  and 
South  Africa  and  Canada  are  larger. 

Mr.  Agworth.  Yes. 

The  Vice  Chairman.  But  the  proportion  of  business  is  not  so 
dense  ? 

Mr.  Acwoeth.  Yes;  of  course,  every  country  is  very  small  com- 
pared to  the  United  States. 

The  Vice  Chairman.  In  this  country  we  not  only  have  the  vast 
extent,  but  we  have  a  large  and  dense  business. 

Mr.  AcwoRTH.  Yes. 

The  Vice  Chairman.  With  oceans  on  two  sides  and  bays  and  inlets 
and  rivers  on  every  hand. 

Mr.  AcwoRTH.  Yes. 

The  Vice  Chairman.  So  that  we  can  hardly  hope  to  get  more  than 
a  few  hundred  miles  away  from  what  is  called  water  competition. 
Now,  I  want  to  call  your  attention  to  what  I  conceive  to  be  the  two 
great  difficulties  in  regulating  these  railroads.  This  country  is  com- 
mitted to  regulation,  and  the  carriers  now  say  they  are  submitting  to 
regulation,  and  they  are  exercising  the  rights  of  American  citizens  to 
participate  in  making  the  regulations.  The  difficulty  is  to  stop  the 
people  from  complaining  about  their  rates  not  being  the  same — that 
is  one  great  difficulty — and  the  other  is  to  know  how  to  settle  disputes 
between  the  carriers  and  their  employees.  Now,  to  go  3,000  miles, 
with  people  at  each  end  of  the  route  demanding  to  buy  at  the  same 
price  that  exists  at  the  other  end  of  the  line,  that  seems  to  be  an 
impossible  and  preposterous  proposition;  and  yet  that  is  just  about 
the  actual  condition  in  this  country? 

Mr.  AcwoRTH.  Yes. 

The  Vice  Chairman.  And  if  they  can  go  from  Boston  to  Cali- 
fornia, and  then  from  California  back  to  Boston  at  a  low  rate,  every 
intermediate  point  complains  that  it  is  discriminated  against.  Now, 
I  want  to  know  if  you  in  your  experience  have  fallen  upon  any  sys- 
tem or  any  suggestion  of  a  system  whereby  rates  could  be  made  or 
charges  could  be  made  so  as  to  silence  those  complaints  ? 

Mr.  AcwoRTH.  No,  sir.     I  do  not  believe  that  you  can  make  such 

j.j^j;gg you  can  not  do  it — as  will  look  reasonable  to  the  man  in  the 

street  who  has  never  had  it  explained  to  him.  I  think  what  you 
have  got  to  do  is  to  approach  it  from  the  other  end,  and  to  do  what 
a  well-known  public  man  said  in  England— you  have  got  to  educate 

your  masters.  .        .  ,  . 

The  Vice  Chairman.  I  want  you  to  get  the  reasoning  into  this 
record,  so  that  the  folks  who  do  not  understand  it  may  read  it. 
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Mr.  AcwoRTH.  Let  us  take  the  conspicuous  instance  that,  after  20 
years  of  discussion  and  litigation,  has  practically  been  decided  by  the 
Interstate  Commerce  Commission  that  it  is  reasonable  to  charge 
more  for  a  carload  of  freight  when  shipped  from  Chicago  to  Denver 
than  from  New  York  to  San  Francisco.  Now,  I  think  if  you  will 
give  me  an  average  intelligent  man,  and  let  me  sit  down  with  him 
for  an  hour,  I  shall  be  able  to  make  him  understand  that. 

The  Vice  Chairman.  You  mean  that  you  can  make  him  under- 
stand what  we  are  holding  now  ? 

Mr.  AcwoRTH.  Yes. 

The  Vice  Chairman.  But  I  want  to  know  if  there  is  any  practice 
in  any  country  or  any  practice  that  can  be  fallen  upon  of  adjusting 
those  rates  in  such  a  manner  as  will  eliminate  the  necessity  for 
apologizing  for  or  explaining  the  present  system? 

Mr.  AcwoRTH.  Frankly,  no ;  because  that  means  that  you  will  have 
to  go  to  equal  mileage  rates,  or  something  of  that  kind,  and  equal 
mileage  rates,  to  anybody  who  understands  the  system,  are  a  flagrant 
injustice. 

The  Vice  Chairman.  What  do  you  say  about  having  a  service 
charge  for  all  stations  alike,  and  then  charging  a  mileage  rate  on  top 
of  that? 

Mr.  AcwoRTH.  It  will  not  work.  Railroads  are  a  commercial  busi- 
ness and  you  can  not  get  away  from  commercial  considerations,  which 
come  in  in  all  kinds  of  ways. 

The  Vice  Chairman.  If  you  charge  the  same  terminal  fees  for 
handling  for  a  station  6  miles  away  as  you  would  for  one  a  thousand 
miles  away,  the  people  at  the  station  6  miles  away  would  complain 
that  the  combined  charges  would  be  too  high,  would  they  not? 

Mr.  AcwoRTH.  Yes.  The  Prussians  frankly  grade  their  terminals. 
They  always  make  a  terminal  charge  in  addition  to  the  mileage  rate, 
and  they  make  a  less  terminal  charge  if  the  traffic  is  going  20  miles 
than  if  it  is  going  200  miles. 

The  Vice  Chairman.  Although  the  terminal  service  is  precisely 
the  same? 

Mr.  AcwoRTH.  Yes;  precisely  the  same;  but  it  is  done  because 
otherwise  the  rate  would  be  too  high  for  the  traffic. 

The  Vice  Chairman.  Is  there  any  country  where  there  is  a  prac- 
tice of  charging  a  terminal  fee  or  a  terminal  rate  so  as  to  add  then 
for  each  successive  station  only  a  small  increment  of  the  rate?  Is 
there  any  existing  system  anywhere  now  where  that  is  practiced? 

Mr.  AcwoRTH.  Well,  the  Prussian  system  is  this :  There  is  a  charge 
put  down,  a  fee  for  receiving  the  freight. 

The  Vice  Chairman.  Is  not  that  uniform? 

Mr.  AcwoRTH.  A  trifling  fee ;  it  is  a  cent  or  two. 

The  Vice  Chairman.  I  say,  is  not  that  uniform? 

Mr.  AcwoRTH.  Yes.  Then  there  is  another  charge  for  weighing 
it,  and  there  is  another  charge  for  issuing  a  receipt  for  it — a  penny 
or  two — and  this  is  all  put  into  the  bill.  Then  there  is  a  charge  for 
terminals,  and  then  there  is,  in  the  case  of  most  classes  of  traffic,  a 
charge  of  so  much  per  mile ;  and  if  it  goes  1  mile  it  is  a  five-hundredth 
part  of  what  it  is  if  it  goes  500  miles. 

The  Vice  Chairman.  They  charge  for  each  mile  in  proportion  to 
the  distance? 


INTERSTATE   AND  FOREIGN   TRANSPORTATION.  1199 

Mr.  AcwoETH.  Yes.  Let  me  elaborate  that,  because  it  might  be 
very  misleading.  That  is  so  on  most  classes  of  traffic,  but  it  is  not 
so  on  the  classes  of  traffic  under  which  most  of  the  actual  tonnage  is 
iiauled.  Supposing  you  are  sending  coal.  If  there  is  not  an  excep- 
tional rate — as  there  very  often  is — if  there  is  not  what  you  call  a 
•commodity  rate — supposing  coal  is  going  on  the  ordinary  coal  tariff, 
it  goes  on  what  we  call  in  England  a  sliding  scale.  The  first  10  miles 
are  so  much  per  mile,  and  the  next  20  miles  are  so  much  per  mile, 
and  the  next  30  miles  are  so  much  per  mile,  and  so  on. 

The  Vice  Chairman.  That  is  a  descending  scale? 

Mr.  AcAvoRTH.  Yes;  a  sliding  scale,  decreasing  per  mile  as  the 
mileage  increases,  and  the  Prussians  use  both  systems — flat  mileage 
rates  and  increasing  mileage  rates — alongside. 

The  Vice  Chairman.  You  do  not  think  it  would  be  practical  in  a 
country  like  the  United  States— I  will  say  "  in  the  United  States," 
because  I  suppose  there  is  no  other  like  it — to  say  at  the  receiving 
terminus  that  the  charge  shall  be  uniform  and  at  the  delivering  ter- 
minus it  shall  be  uniform,  but  that  there  shall  be  a  descending  scale 
of  rate!  per  mile,  so  that  in  the  case  of  100  stations  the  increase  at 
«ach  station  might  be  infinitesimal? 

Mr.  AcwoRTH.  I  frankly  say  that  it  would  be  a  revolution,  by  the 
side  of  which  abolishing  Congress  and  the  President  would  be  a 
trifle.  It  vould  upset  the  whole  daily  life  of  the  country.  It  has  all 
grown  up  on  a  system  that  has  worked  itself  out  in  70  years,  and  I 
have  seen  in  my  experience 

The  Vice  Chairman.  You  have  known  revolutions,  even  political, 
to  be  beneficial  to  mankind  ? 

Mr.  AcwoRTH.  But  that  would  be  shutting  up  one  big  manufac- 
turing town  and  opening  it  elsewhere.  Nobody,  until  they  go  into 
it,  can  appreciate  what  that  would  mean. 

The  Vice  Chairman.  For  the  United  States  to  take  over  260,000 
miles  of  railroad  would  be  revolutionary,  would  it  not? 

Mr.  AcwoRTH.  Yes. 

The  Vice  Chairman.  And  for  them  to  compel  a  rich  railroad  to 
acquire  a  poor  one  would  be  revolutionary,  too,  would  it  not  ? 

Mr.  AcwoETH.  I  think  you  can  encourage  without  compelling. 

The  Vice  Chairman.  The  question  with  me  is  not  whether  it 
would  be  revolutionary,  but  I  am  trying  to  find  out  if  you,  as  a 
world-wide  expert,  can  give  us  any  real  valuable  opinion  as  to 
whether  such  a  thing  as  that  could  be  possible  and  worked  out 
■efficiently  ? 

Mr.  AcwoRTH.  Frankly,  I  do  not  believe  you  can.  You  can  put 
it  on  paper — I  could  put  the,  scheme  on  paper — but  when  you  came 
up  to  the  fact  and  took  it  to  Pittsburgh  and  took  it  to  Youngstown 
and  to  Chicago,  you  would  probably  find  yourselves  torn  in  pieces. 

The  Vice  Chairman.  Is  it  your  deliberate  opinion  that  the  system 
which  we  have,  as  it  is  being  worked  out,  is  the  best  possible  if  we 
will  go  on  and  improve  it  ? 

Mr.  Acwoeth.  Yes,  sir;  absolutely.  If  you  ask  a  French  expert 
or  a  German  expert  or  an  English  expert  what  are  the  best  railways 
in  the  world,  I  suppose  they  will  each  say  their  own  country  first, 
but  they  will  always  say  the  United  States  second. 

The  Vice  Chairman.  I  am  not  asking  you  which  is  the  best. 
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Mr.  Ac  WORTH.  Nobody  has  any  doubt  that  they  are  the  best  rail- 
roads in  the  world,  on  the  whole. 

The  Vice  Chairman.  As  a  witness  who  has  been  all  over  the 
world  and  studied  railroads  all  over  the  world,  I  am  asking  you  as 
a  practical  proposition. 

Mr.  AcwoRTH.  Yes. 

The  Vice  Chairman.  I  am  not  asking  you  what  is  the  best  rail- 
road or  which  country  has  the  best  railroads,  but  the  best  system  of 
regulating  the  railroads. 

Mr.  AcwoRTH.  The  proof  of  the  pudding  is  in  the  eating.  The 
result  is  that  you  have  got  the  best  railroads  in  the  world.  But  I 
can  see  no  need  for  revolution ;  I  do  not  see  any  necessity,  either,  for 
purchase  or  for  entire  reconstruction  of  the  railroads  or  anything  else. 
I  think  the  thing  can  work  itself  out  quite  satisfactorily  under  con- 
sistent regulation,  accepting  at  the  outset  that  whoever  runs  the 
railroads — the  Government  or  anybody  else — they  must  either  charge 
higher  rates  or  get  the  money  from  the  taxpayers. 

The  Vice  Chairman.  I  will  not  stop  to  quarrel  with  you  about 
the  question  of  rates  or  what  the  facts  are  at  present  with  regard 
to  them,  but  suppose  now  that  we  come  to  the  hypothetical  situation 
suggested  by  Col.  Cummins.  If  you  authorize — do  not  compel,  but 
authorize — a  company  to  take  over  another  company,  or  authorize  a 
new  corporation  to  take  over  both,  or  any  number  of  them,  from 
your  experience,  and  as  a  judge  of  human  nature  and  corporate 
practice,  would  thej'  be  likely  to  assimilate  the  poor  ones  with  the 
rich  ones  ?  Would  they  not  go  on  in  the  same  old  practice,  both 
as  corporations  and  as  men,  to  acquire  the  strong  ones  which  are 
attractive  to  one  another  to  combine? 

Mr.  AcwoRTH.  No.  Certainly  within  my  lifetime  the  process  has 
been  going  on  in  England  of  the  big  railroads  absorbing  the  small 
railroads,  which  are  nearly  always  poor.  That  has  been  going  on 
as  long  as  I  can  remember. 

The  Vice  Chairman.  But  they  hold  out  prospects,  though? 

Mr.  AcwoRTH.  Sir? 

The  Vice  Chairman.  A  road  may  be  rich  in  prospects,  if  not  in 
immediate  carriage? 

Mr.  AcwoRTH.  A  big  railroad  can  afford  to  pay  a  better  price  for 
a  poor  property  than  it  is  worth  to  the  owners  of  it.  They  can  fit 
it  in,  and  they  can  save  a  certain  amount  of  money  by  better  organi- 
zation; they  can  raise  new  money  that  is  required  to  put  the  prop- 
erty into  good  condition  on  very 'much  cheaper  terms  than  the  poor 
corporation  can  do,  and,  for  various  reasons,  they  can  afford  to  offer 
terms  that  are  attractive  to  the  owners. 

The  Vice  Chairman.  Railroad  men  are  very  often  mistaken,  you 
know,  about  whether  a  railroad  is  necessary  or  appropriate  in  a  par- 
ticular place. 

Mr!  AcwoRTH.  Yes. 

The  Vice  Chairman.  Sometimes  they  take  the  notion  that  the 
country  is  sufficiently  occupied  with  railroads,  and  that  the  propo- 
gation  ought  to  stop,  and  that  there  should  not  be  any  more  rail- 
roads, and  that  they  should  be  allowed  to  make  all  the  inoney.  For 
instance,  about  the  time  I  was  born  railroad  investors  said  it  would 
not  do  to  build  a  railroad  where  Atlanta,  Ga.,  now  is;  that  therp' 
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"Was  no  come  out  in  that  country  at  all,  and  the  proposition  was,  if  it 
was  to  be  built  at  all,  to  run  it  down  to  Decatur  or  Stone  Mountain, 
or  somewhere  else,  and  yet  they  have  built  up  the  strongest  point  in 
the  South.  And  I  remember  a  man  who  was  the  president  of  the 
L^entral  of  Georgia  Railway,  who  was  the  smartest  man  who  has 
ever  been  president  of  the  railroad— the  others  all  being  dead  or 
removed— and  he  said  it  would  not  do  to  build  a  railroad  to  Car- 
rollton,  and  that  they  had  built  a  bridge  across  the  Chattahoochee 
Kiver  50  years  too  soon,  but  I  told  him  that  they  did  not  build  it  50 
years  too  soon,  but  rather  100  years  too  late,  and  if  it  had  been  built 
sooner  it  would  now  be  blossoming  like  New  York. 

Mr.  AcwoRTH.  Well,  sir,  I  found  an  English  newspaper  article  of 
the  year  1842  wherein  it  was  pointed  out  that  England  was  very 
much  oversupplied  with  railroads.  I  think  they  then  had  about  500 
miles. 

Mr.  Sims.   He  was  an  expert,  likely  ? 

Mr.  AcwoETH.  1  do  not  know,  sir;  he  did  not  put  his  name  to  it. 

The  Vice  Chairman.  I  should  like  to  ask  you  on  another  branch 
of  the  case.  In  any  of  the  countries  you  have  mentioned,  and  in  all 
of  your  experience,  has  there  been  any  legal  tribunal  especially  exist- 
ing to  adjust  disputes  between  carriers  and  their  employees? 

Mr.  AcwoETH.  A  member  of  the  committee  asked  me  about  Aus- 
tralia, and  I  am  sorry  to  say  I  do  not  know  as  well  as  I  ought.  My 
recollection  is  that  in  Australia  the  State  railroads  are  required  to 
have  an  arbitration  inside  the  company ;  that  the  men  appoint  a  rep- 
resentative, and  the  employer  appoints  a  representative,  and  they  put 
in  an  arbitrator.  I  think  it  is  something  of  that  kind.  In  Canada, 
as  I  dare  say  you  know,  there  is  an  arrangement  under  which  before 
a  strike  may  legally  take  place  a  board  of  inquirers  come  into  a  dis- 
pute.    I  expect  you  know  the  Le  Mieux  act. 

The  Vice  Chairman.  I  know  a  great  many  resort  to  advisory 
boards  and  boards  for  investigation  and  report,  but  it  occurs  to  me 
that  before  j^ou  can  honestly  say  there  shall  not  be  a  strike  that  there 
ought  to  be  some  legal,  final,  and  decisive  method  of  settling  these 
disputes  between  the  people  so  a  strike  would  not  be  desirable  or 
necessary. 

Mr.  AcwoRTH.  We  have  an  arrangement  in  England  which  I  think 
you  have  not  had.  We  have  had  various  strikes  and  threats  of 
strikes.  We  now  have  what  since  1911  we  call  conciliation  boards. 
Each  railroad  has  a  certain  number  of  conciliation  boards ;  one  deals 
with  the  enginemen  and  firemen,  and  another  perhaps  deals  with  the 
track  hands,  and  another  deals  with  station  workers,  and  so  on,  dif- 
ferent classes.  And  there  is  a  board,  we  will  say,  of  six  or  eight 
members,  four  of  them  representing  the  men,  four  of  them  represent- 
ing the  company,  and  they  meet  together,  and  any  question  m  ref- 
erence to  employment  can  be  raised  before  them.  They  have  not  any 
powers  to  order  anything. 

The  Vice  Chairman.  In  our  system  of  regulation,  where  a  com- 
mission has  the  last  word,  barring  an  appeal  to  the  courts  as  to  rates 
and  practices,  where  it  is  now  acknowledged  or  at  least  held  by  the 
Supreme  Court,  I  suppose  it  will  be  ackowledged  by  at  least  one  side, 
if  not  by  both,  that  Congress,  in  its  regidatory  powers,  may  do  all 
things,  directly  or  indirectly  connected  with  the  operation  of  these 
railroads,  in  interstate  commerce,  I  mean ;  of  course,  it  is  in  interstate 


1202  ISTTERSTATE  AND  FOREIGN  THANSPORTATION. 

commerce.  Now,  what  do  you  think,  under  that,  of  the  practica- 
bility and  advisability  of  establishing  by  law  a  tribunal,  whethei: 
independent,  coordinate,  or  the  same  tribunal,  that  shall  finally  pass 
upon  all  questions  of  the  salaries,  practices  of  the  employees  of  that 
carrier,  and  matters  in  dispute  with  the  carrier? 

Mr.  AcwoETH.  It  seems  to  me  that  an  expert  body  constantly  keep- 
ing in  touch  with  the  situation  and  knowing  the  drift  of  sentiment 
and  knowing  the  wages  in  comparison  with  other  trades,  and  every- 
thing of  that  kind,  is  most  valuable.  The  point  where  you  always 
come  up  against  a  difficulty  is  if  you  give  that  body  compulsory 
powers  it  is  quite  easy  to  compel  the  company,  but,  so  far  as  our  ex- 
perience goes,  it  is  not  possible  to  compel  the  men. 

The  Vice  Chairman.  You  can  decide  that  question.  If  they  do 
not  like  it,  they  can  retire. 

Mr.  AcwoETH.  Yes ;  but  I  mean  to  say  you  give  an  award  against 
the  men  and  the  men  thereupon  go  out  as  a  body  and  the  railroads 
are  tied  up.    You  can  not  tolerate  that. 

The  Vice  Chairman.  I  am  not  talking  about  continuing  the  pres- 
ent intolerable  conditions  of  a  strike  that  will  paralyze  public  busi- 
ness. I  premised  my  question  to  you  by  stating  the  case.  It  is  a 
quasi  public  business ;  the  Sujoreme  Court  has  enunciated  that  it  is  a 
quasi  public  business.  We  will  regulate  rates  and  practices  of  the 
railroads  between  them  and  their  customers.  The  Supreme  Court 
has  clearly  established  now  that  you  can  regulate  the  practices 
between  them  and  their  men.  Why  is  it  not  possible  to  stop  all  of 
this  foolishness  by  saying  this  is  a  quasi-public  business,  society  can 
not  be  interfered  with,  public  business  can  not  be  obstructed,  we  will 
fix  a  determining  official  board  here  to  say  whether  an  engineer  or 
a  fireman  or  a  president  or  a  general  manager  or  a  superintendent 
is  getting  more  money  than  he  is  worth  out  of  this  road.  What  is 
the  reason  that  would  not  be  consistent  with  our  system  ? 

Mr.  AcwoETH.  I  think  the  real  answer  is  this:  Supposing  the 
Supreme  Court  says  there  are  100,000  enginemen — or  whatever  the 
number — or  50,000,  and  they  are  not  to  get  any  more  money,  and  they 
have  claimed  more  money,  and  they  thereupon  all  go  out — the  Su- 
preme Court,  I  have  no  doubt,  can  legally,  if  I  may  express  an 
opinion  on  American  law — I  presume  it  is  clear  that  the  Supreme 
Court  can  put  them  in  jail  for  disobedience  to  an  order  of  the  court; 
but,  as  a  matter  of  practical  politics,  I  do  not  think  you  can  put 
50,000  men  in  jail. 

The  Vice  Chairman.  It  is  not  necessary  to  say  that  they  will  go 
to  that  extremity.  They  are  merely  to  finally  determine  the  case 
between  this  railroad  company  and  its  employees.  It  settles  that 
status,  and  if  they  do  not  like  it  they  can  resign. 

Mr.  AcwoETH.  They  will  all  resign  in  a  body;  that  is  your  diffi- 
culty. 

The  Vice  Chairman.  That  is  a  business  the  officials  of  the  railroad 
liave  helped  to  build  up,  and  while  they  have  preached  combinations, 
as  you  have  alluded  to  yourself,  they  have  taught  the  men  to  combine. 
But  getting  to  the  court,  it  deals  with  individuals  and  not  bodies  of 
men. 

Mr.  AcwoRTH.  May  I  give  you  an  instance  which  happened  in 
England?  If,  under  war  conditions,  where  it  is  much  easier  for  the 
state  to  play  the  despot — 
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J- he  Vice  Chairman.  We  do  not  have  any  despots  in  this  country; 
Aveare  all  equal  and  all  vote  for  whom  we  like. 

Mr.  AcwoHTH.  Let  me  say  then,  for  the  State  to  give  preemptory 
orders.  We  had  the  Avorkmen  in  the  coal  mines  in  South  Wales,  on 
whom  the  English  fleet  absolutely  depended  for  its  coal.  They  went 
out ;  they  struck.  They  were  in  a  very  bad  temper.  There  was  great 
Iriction  between  the  masters  and  the  men  in  that  district.  They  went 
■out.  The  Government  announced  that  they  were  doing,  as  they  cer- 
tainly were,  an  illegal  thing,  in  leaving  their  business,  and  the  Gov- 
ernment threatened  that,  if  they  did  iiot  go  back  by  a  certain  day, 
legal  proceedings  would  be  taken  and  they  would  be  liable  to  fine  and 
imprisonment.  The  Government  had  to  withdraw  that  notice  before 
there  was  a  ghost  of  a  chance  of  getting  the  men  back.  The  Govern- 
ment knew  it  could  not  put  a  couple  of  hundred  thousand  men  in 
jail.  The  men  simply  said,  "  If  you  threaten  us  with  jail  we  will  not 
do  any  work.  No'w  take  back  your  threat  and  we  will  talk  about  it." 
I  do  not  see  any  way  you  can  get  rid  of  that  difficulty. 

The  Vice  Chairman.  You  do  not  think  it  is  practical  to  establish  a 
tribunal  that  could  settle  those  disputes? 

Mr.  AcwoRTH.  It  is  quit  practicable  to  establish  a  tribunal 

The  Vice  Chairman.  Then  what  good  would  it  do? 

Mr.  AcwoRTH.  I  think  it  would  be  of  a  very  great  good,  provided, 
say,  you  do  not  try  to  go  too  far  and  too  fast.  I  am  sure  you  can 
not  give  a  tribunal  power  to  comple  a  whole  class,  in  practice;  you 
can  put  it  into  your  law,  but  it  will  not  work. 

The  Vice  Chairman.  I  do  not  think  the  law  would  undertake  to 
deal  with  the  whole  crowd  in  practice;  I  think  it  would  undertake 
to  deal  with  the  individauls. 

Mr.  AcwoRTH.  But  if  all  the  individuals  held  together  and  all 
went  out  together.  May  I  say  just  one  thing,  which  is  rather  ger- 
mane to  this  subject  ? 

The  Vice  Chairman.  There  is  not  any  doubt  that  the  Supreme 
Court  holds  that  we  can  prevent  strikes  altogether,  but  we  do  not 
■want  to  do  that  until  we  provide  some  way  to  make  them  unneces- 
sary and  undesirable. 

Mr.  Acworth.  It  is  easy  to  provide  the  tribunal.  It  is  easy  to  give 
it  the  powers,  and  difficult  to  execute  the  powers. 

May  I  tell  you  this,  because  it  is  quite  new^,  as  far  as  I  know? 
As  I  mentioned  yesterday  in  our  report  on  Canada,  \yhich  has  just 
come  out,  we  are  recommending  a  system  of  20,000  miles  be  put  to- 
gether under  the  charge  of  trustees,  who  are  really  public  authori- 
ties, and  we  have  recommended  that  one  of  the  five  trustees  shall  be 
appointed  on  the  special  ground  that  he  is  in  touch  with  the  railway 
employees  and  is  a  person  specially  possessing  the  confidence  of  rail- 
way employees.  Now,  as  far  as  I  know,  that  is  a  new  recommenda- 
tion. Whether  the  Government  will  accept  it,  I  do  not  know,  but 
it  bears  on  the  point  of  how  to  deal  with  the  question. 

The  Vice  Chairman.  I  want  to  recur  to  the  point  Senator  Cum- 
mins talked  to  you  about.  There  is  a  line  from  New  York  to  New 
Orleans,  let  us  suppose.  It  may  be  continuous  or  it  may  be  combined, 
made  up  by  different  roads  adding  their  lengths  to  one  another.  But 
you  can  deal  with  each  road  which  may  be  a  part  of  any  line,  or  you 
may  say  each  one  from  New  York  to  New  Orleans  is  a  continuous 
road.    One  of  those  roads  has  either  natural  or  temporary  advantages 
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over  the  other,  and  it  is  prosperous.  I  am  assuming  a  case ;  I  have 
not  any  in  mind  that  fit  this  assumption.  Its  competitor  is  not  pros- 
perous. Its  management  may  be  just  as  honest,  but,  no  matter  what 
its  misfortunes  may  result  from,  it  is  not  doing  well.  If  we  increase 
the  rates  for  both,  the  business  immediately  leaves— well,  if  you 
increase  both  the  one  which  does  not  need  the  revenue  gets  unneces- 
sary profit,  while  the  other  may  get  what  it  needs,  but  if  you  increase 
it  alone,  without  increasing  its  competitor,  then  the  business  leaves 
it  and  goes  tp  its  competitor,  and  it  is  in  worse  condition  than  it  was 
before. 

Now,  if  the  figures  which  Senator  Cummins  stated  were  true,  and 
I  am  not  stopping  now  to  discuss  whether  they  are  or  not,  there 
are  two  views  about  it  that  75  or  80  per  cent  of  the  business  is  done  by 
roads  which  are  prosperous  and  do  not  need  any  help  and  only  20  or 
25  per  cent  is  done  by  roads  which  are  weak  and  do  need  help,  al- 
though they  may  be  more  numerous  than  the  other  bunch  of  roads, 
is  it  right  to  permit  the  roads  doing  75  per  cent  of  the  business  to 
exact  from  the  public  hundreds  of  millions  of  dollars  that  the  roads 
do  not  need  in  order  to  enable  the  roads  that  are  not  doing  well  to 
pick  up  some  revenue  or  ought  we  not  to  find  some  other  means 
temporarily  to  tide  them  over  ? 

Mr.  AcwoETH.  Yes,  sir.  I  would  be  very  much  inclined  to  agree 
if  it  were  a  case  of  80  per  cent.  -" 

The  Vice  Chairman.  That  is  the  assumed  case,  and  plenty  of 
men  say  that  is  true. 

Mr.  AcwoRTH.  Well,  if  it  were  true,  it  might  be  cheaper  and  not 
unreasonable  to  help  the  20  per  cent. 

The  Vice  Chairman.  Probably  if  you  had  associated  with  myself 
and  Senator  Cummins  as  much  as  you  have  with  your  railroad  con- 
ferees, you  might  be  more  doubtful  yourself  about  the  position,  but 
there  are  plenty  of  men  who  think  those  figures  are  approximately 
correct ;  that  there  are  at  least  two-thirds  of  the  roads  that  are  pros- 
perous. Now,  you  have  heard  of  business  men  who  really  were  in 
financially  bad  condition — if  they  had  let  it  be  known  what  their 
condition  was  they  would  be  bankrupt — but  they  kept  a  stiff  upper 
lip  and  tided  over  the  troubles  and  got  rich,  or  simply  realized  on 
their  assets  and  remained  rich.  I  will  suggest  to  you  that  these  rail- 
roads, by  long  campaign,  by  a  year  or  two  of  calamity  talk  about 
the  wretchedness  of  their  condition,  have  scared  capital  and  have  put 
themselves  in  worse  condition  than  they  ever  would  be,  but,  be  that  as 
it  may,  we  are  simply  assuming  the  figures.  Now,  it  is  a  practical 
question  if  some  of  the  roads,  leaving  out  all  proportionate  figures, 
if  some  of  the  roads  are  doing  well  and  others  are  not,  is  it  neces- 
sary to  permit  some  of  them  to  tax  the  people  unnecessarily  in  order 
to  help  the  others  or  should  we  not  find  some  other  way  to  do  it  ? 

Mr.  Ac  WORTH.  It  seems  to  me  it  all  depends  on  the  balance. 

The  Vice  Chairman.  Then  go  on  the  assumption  that  I  make. 
Come  back  to  the  assumption  that  Senator  Cummins  and  I  ad- 
vanced. Say  three-fourths  of  the  business  of  the  country  is  done 
by  roads  that  are  prosperous. 

Mr.  AcwoRTH.  Prosperity  meaning  so  good  a  dividend  that  they 
are  able  to  attract  as  much  new  capital  as  they  require? 
■     The  Vice  Chairman.  I  am  not  talking  about  how  big  the  dividends 
may  be. 
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Mr.  AcwoETH.  I  want  to  understand  what  we  mean  by  prosperous. 

The  Vice  Chaikman.  That  is  not  necessary.  You  and  I  might 
differ  about  what  that  is.  But  if  we  conclude  that  two-thirds  of  them 
do  not  need  the  help  right  now  and  that  the  other  one-third  does, 
assume  for  the  minute  that  you  are  wrong  and  I  am  right,  assume 
a  case  without  reference  to  the  opinion  of  either  of  us,  because 
there  are  more  folks  who  believe  in  my  assumption  than  do  in  your 
idea,  now  assuming  that,  is  it  right  to  tax  the  public,  to  permit  these 
roads  to  tax  the  public,  to  increase  their  wealth  that  they  do  not 
need  when  we  might  find  some  other  way  to  tide  over  those  who  are 
about  to  break  ? 

Mr.  AcwoKTH.  Well,  sir,  it  is  really  very  difficult  for  an  English- 
man to  answer,  because  to  talk  of  taxing  the  public  for  a  railway 
rate 

The  Vice  Chairman.  That  is  what  the  railroads  are  permitted 
to  do. 

Mr.  AcwoETH.  I  mean  it  does  not  seem  to  me  that  it  is  anything 
Hke  taxation.  The  railroads  have  got  a  commodity  to  sell,  and  they 
ought  to  be  allowed  to  sell  it  at  a  price  that  leaves  them  a  fair  profit. 

The  Vice  Chairman.  Strike  out  the  word  "  tax "  and  say  "  ex- 
act " — ^the  power  to  exact. 

Mr.  AcwoRTH.  The  power  to  charge? 

The  Vice  Chairman.  The  power  to  take  money,  let  us  say,  which 
they  do  not  need. 

Mr.  AcwoRTH.  Let  us  say  "  charge." 

The  Vice  Chairman.  I  do  not  care  what  your  word  is.  Are  you 
going  to  authorize  them  to  take  hundreds  of  millions  of  dollars  they 
do  not  need  in  order  to  help  a  few  that  do  need  some  assistance? 

Mr.  AcwoRTH.  It  seems  to  me,  if  I  may  put  it  in  the  old  economic 
form,  that  you  ought  to  allow  everybody  to  charge  such  a  rate  as  is 
high  enough  to  keep  in  business  the  last  man  that  the  public  requires. 
If  you  remember  when  we  used  to  read  in  the  old  political  economy 
textbooks  about  rent,  they  said  rent  was  the  difference  between  the 
amount  that  it  was  necessary  to  give  to  the  man  who  cultivated  the 
worst  field  of  wheat  that  was  required  to  supplj^  the  public  with 
wheat  and  the  value  of  product  of  the  best  field. 

The  Vice  Chairman.  Your  idea  is  that  it  is  proper  and  necessary  to 
preserve  the  relations  of  all ;  that  if  one  is  rich  or  the  other  is  poor, 
whatever  is  done  in  the  way  of  legislation  you  would  keep  things 
that  way  ? 

Mr.  AcwoETH.  I  would  put  it  this  way :  That  it  can  not  be  right  to 
prevent  the  poorest  railroad  that  the  public  require — if  a  man  builds 
a  railroad  that  the  public  does  not  want  he  must  take  the  risk — but 
if  the  public  wants  the  railroad  it  can  not  be  right  to  refuse  the  man 
who  supplied  it  a  decent  commercial  return  on  the  article  he  is  sell- 
ing to  the  public.  Now,  if  somebody  else  can  sell  more  articles,  or 
can  produce  them  more  cheaply,  and  so  can  make  a  larger  profit; 
that  is  his  luck,  and  he  gets  the  balance. 

The  Vice  Chairman.  That  would  be  true  of  two  merchants  if  the 
Government  did  not  undertake  to  regulate,  but  there  is  more  in  this 
than  you  seem  to  talk  about.  The  idea  in  this  thing  is  that  the 
people  need  these  railroads,  especially  during  this  time  of  war  they 
|iave  got  to  use  them.  Now,  we  also  believe  that  the  poorest  people 
in  this  country  have  a  right  to  some  transportation  as  well  as  the 
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richest,  and  that  a  new  country  that  has  been  developed  and  built 
up  has  the  right  to  some  facilities  to  build  it  up  just  as  these  others 
were  done  in  the  days  of  their  infancy.  Now,  we  have  got  to  have 
the  use  of  these  railroads  in  this  war.  There  is  not  any  doubt  about 
that. 
Mr.  AcwoRTH.  Yes,  sir. 

The  Vice  Chairman.  The  Government  may  be  obliged  to  call  on 
the  weakest  one,  yet  having  undertaken  to  regulate  these  railroads 
the  Government  will  hardly  be  willing  to  permit  the  bulk  of  them 
that  are  prosperous  in  this  time  of  public  stress  to  increase  their 
charges,  because  some  of  the  little,  weaker  ones  that  we  need  to  use 
are  in  need  of  money.  Now,  in  order  to  preserve  their  efficiency  and 
continue  their  use  and  operation,  at  least  during  the  time  of  public 
necessity,  had  we  not  just  as  well  lend  those  little  roads  some  money 
to  help  them  to  carry  on  the  war  as  to  lend  it  to  our  allies  to  fight 
Germany,  and  let  them  pay  it  back  in  transj)ortation  ? 

Mr.  AcwoRTH.  You  are  asking  me — I  am  not  supposing  that  I 
shall  influence  the  policy  of  the  United  States. 

The  Vice  Chairman.  Yes;  but  you  are  a  witness,  and  a  witness 
may  come  from  St.  Augustine  or  Patagonia,  or  anywhere  else;  it 
makes  no  difference  if  what  he  says  is  valuable. 

Mr.  AcwoRTH.  I  will  answer  you  frankly.  I  have  been  watching 
the  United  States  railways  for  over  a  quarter  of  a  century.  I  have 
read  the  newspapers;  I  have  read  a  great  many  articles  and  books 
of  professors  of  political  economy  and  judgments  of.  the  courts,  and 
I  am  absolutely  out  of  sympathy  with  them.  I  do  not  understand 
this  theory  of  having  a  right  to  regulate,  meaning  a  right  to  pre- 
vent a  man  who  has  put  his  money  into  a  commercial  enterprise  from 
earning  a  commercial  return.  I  am  frankly  out  of  sympathy  with 
the  whole  idea. 

The  Vice  Chairman.  We  have  heard  that  speech  now  for  20  years, 
ever  since  I  have  sat  on  the  committee,  that  they  can  come  in  and 
defy  the  right  of  the  Government  to  reach  them  because  it  is  their 
private  monopoly,  utterly  regardless  of  the  fact  that  they  are  public 
servants,  doing  an  interstate  commerce  that  the  Constitution  says 
Congress  shall  regulate,  and  every  solitary  effort  to  regulate  them  has 
been  fought  with  bulldog  tenacity  to  the  last  extremity  of  the  law. 
I  have  no  doubt  if  all  that  money  had  been  properly  spent  instead 
of  fighting  in  the  courts  and  before  committees  of  Congress  the  rail- 
roads would  have  been  prosperous  to-day. 

Mr.  AcwoRTH.  Well,  sir,  all  the  money  spent  on  fighting  the  Gov- 
ernment would  not  go  far  in  building  a  railroad. 

The  Vice  Chairman.  I  do  not  think  they  bought  any  Congress- 
men, but  they  spent  lots  of  money  fixing  up  their  cases,  and  they 
fought  mighty,  mighty  hard,  and  they  have  made  jj'our  speech  time 
and  time  again.  Now,  if  they  would  come  in  as  good  citizens  and 
say,  "We  are  Americans  and  subject  to  law,  just  as  you  are;  we 
want  to  help  regulate  and  have  a  right  to  have  a  voice  in  it,"  that 
would  be  another  matter,  but  to  come  up  boldly  and  say,  "  You  have 
no  right  to  regulate  us  because  this  is  private  property,"  this  is  a 
public  business,  and  the  Constitution  says  we  shall  regulate  it. 

Mr.  AcwoRTH.  Do  not  mistake  me.  I  was  not  going  to  argue 
against  regulation.  I  believe  that  Government  regulation  is  abso- 
lutely essential. 
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The  Vice  Chairman.  Yet  you  said  this  was  private  property  and 
you  could  not  understand  the  authority  of  the  Government  to  regulute 
that  private  business. 

Mr.  AcwoETH.  No,  sir ;  forgive  me.  I  did  not  malt e  myself  clear. 
J  can  not  understand  that  regulation  is  the  same  thing  as  limiting  or 
cutting  down  profits.     They  seem  to  me  to  be  two  separate  things. 

The  Vice  CThaieman.  The  law  tells  every  man  what  he  shall  and 
what  he  shall  not  do.     Some  are  in  the  right  and  some  in  the  wrong. 

Mr.  AcwoETH.  The  laws  says,  for  example,  a  saloonkeeper  shall 
only  open  at  certain  hours,  etc.  It  does  not  attempt  to  regulate 
whether  he  shall  make  20  or  40  per  cent  dividends  out  of  his  business. 

The  Vice  Chairman.  The  proper  authority  could  do  it. 

Mr.  AcwoRTH.  It  has  not  done  it. 

The  Vice  Chairman.  Congress  would  not  do  it  except  in  the  parts 
of  the  country  subject  to  its  regulations. 

Mr.  AcwoRTH.  There  are  a  great  many  businesses.  You  tell  a  fac- 
tory it  shall  only  run  during  certain  hours. 

■  The  Vice  Chairman.  They  regulate  banking;  they  regulate  usury ; 
yet  the  railroads  are  the  only  people  who  come  in  and  say,  "  You 
limit  what  we  shall  charge,  yet  put  a  minimum  on  what  we  shall  do." 

Mr.  Acwoeth.  Isi  not  banking  a  fair  instance  ?  You  regulate  bank- 
ing with  great  care,  with  much  more  detail  than  we  do.  Have  you 
ever  attempted  to  impose  a  limit  on  bank  dividends  ? 

.The  Vice  Chairman.  We  govern  the  interests.  No  matter  about 
the  details.  The  point  you  made  was  that  it  was  private  capital  and 
private  business  the  Government  is  regulating. 

Mr.  AcwoRTH.  No,  sir ;  forgive  me.  I  really  did  not  say  so.  What 
I  said  was 

The  Vice  Chairman.  If  the  Government  takes  all  regulation  off  of 
Judge  Sims,  here,  and  leaves  him  to  follow  his  natural  inclination, 
he  could  go  .out  and  get  rich  in  15  minutes. 

Mr.  Sims.  I  wish  I  were  unregulated,  then. 

Mr.  Acwoeth.  I  said  it  should  not  be  regarded  as  a  necessary  part 
of  regulation  to  interfere  with  the  commercial  result  of  the  opera- 
tions. It  seems  to  me  banking  is  a  perfectly  fair  parallel.  You  regu- 
late banking ;  you  insist  on  certain  reserves  being  kept ;  you  insist  on 
the  books  being  opened  to  the  public  examiner,  etc. ;  but  whether 
the  bank  shall  have  10  or  50  per  cent  and  how  much  of  its  profits  it 
pays  out  in  dividends  and  how  much  it  puts  to  reserve,  the  bank 
settles  for  itself. 

The  Vice  Chairman.  I  do  not  think  there  is  any  law  about  the 
railroads  as  to  what  dividend  they  shall  declare. 

Mr.  Acwoeth.  No,  sir;  but  have  you  ever  suggested  that  because 
such  and  such  a  bank  is  paying  20  per  cent,  therefore  the  Government 
ought  to  require  it  to  lend  money  cheaper  to  its  customers  ? 

The  Vice  Chaieman.  And  we  never  have  about  the  railroads. 

Mr.  AcwoRTH.  Yes,  sir.  What  you  have  done  to  the  railroads  is 
practically  this.  It  is  as  if  you  had  said  to  a  bank,  "  You  are  paying 
20  per  cent;  the  market  rate  for  a  borrower  is  5  per  cent;  you  are 
rich  and  you  can  afford  it,  and  you  shall  lend  to  your  customers  at 
^  per  cent." 

The  Vice  Chairman.  We  have  said  to  the  railroads  only 

Mr.  Acwoeth.  You  have  reduced  the  rates. 
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The  Vice  Chairman.  That  is  an  argument  the  railroads  make  and 
none  of  us  believe. 

Mr.  AcwoRTH.  You  asked  me.     I  believe  it. 

The  Vice  Chairman.  You  have  a  good  many  times  taken  refuge 
under  the,  fact  that  you  did  not  live  here  and  did  not  know  all  these 
things. 

Mr.  AcwoRTH.  Lookers-on  see  most  of  the  game,  sir. 

The  Vice  Chairman.  You  do  not  think  it  would  be  practicable  for 
the  Government  during  the  war,  when  it  is  making  loans,  to  lend  to  a 
railroad  that  needs  money  in  order  that  the  Government  may  use  it 
during  the  war,  and  let  the  railroad  pay  it  back  in  service,  or  any 
other  way  it  can  ? 

Mr.  AcwoRTH.  I  do  not  think  it  will  have  any  money  to  pay  back 
with. 

The  Vice  Chairman.  If  the  Government  wanted  to  haul  cannons 
and  troops  to  send  over  to  France  to  help  whip  Germany,  it  could  do 
that  much,  could  it  not?  I  have  in  mind  some  of  these  weak  rail- 
roads which  run  through  a  far  better  country  than  some  of  the  strong 
ones;  if  they  had  just  a  little  chance  and  would  quit  their  crying 
calamity  they  would  get  to  being  profitable. 

Mr.  AcwoRTH.  Well,  the  investing  public  does  not  agree  with  you. 

The  Vice  Chairman.  No,  sir ;  some  of  these  investors  have  got  the 
idea  in  their  heads  that  we  have  got  railroads  enough;  that  we  do 
not  want  to  build  any  more;  and  they  have  stated  before  this  com- 
mittee that  none  would  be  built  in  the  future  except  what  the  existing 
railroads  would  build. 

Mr.  AcwoRTH.  I  think  that  is  true. 

The  Vice  Chairman.  I  do  not.  I  think  legislation  is  going  to  try 
to  turn  the  other  way  so  that  some  more  will  be  built  by  somebody. 
I  know  of  a  thousand  or  two  thousand  miles  which  ought  to  be  built, 
yet  these  existing  railroads  surround  that  country  and  snj,  "  No,  you 
do  not  need  any  railroads  there." 

Mr.  AcwoRTH.  You  know  what  we  have  done  in  England  about  the 
war  question.  Our  Government,  from  the  day  the  war  broke  out, 
assumed  the  whole  responsibility  for  the  railroads,  and  did  it  this 
way :  They  said,  "  We  will  guarantee  to  each  company  the  same  net 
income  that  it  was  earning  in  the  last  complete  year  before  the  war," 
and  therefore  whether  the  railroad  makes  a  profit  or  makes  a  loss, 
as  compared  with  1913,  makes  no  difference  to  the  company,  the 
Government  takes  the  profit,  if  there  is  any,  or  pays  the  difference,  if 
there  is  any. 

The  Vice  Chairman.  We  have  got  a  statute  in  the  books,  one  as 
old  as  that,  which  authorizes  the  President  in  time  of  war  to  seize 
all  the  railroads  and  operate  them  during  the  war ;  but  we  have  met 
with  two  contentions  in  trying  to  make  that  practical.  The  carriers 
themselves  want  to  make  various  provisions  about  how  they  shall 
be  paid  and  when  they  shall  be  paid,  and  all  that,  while  the  men 
running  the  roads  want  certain  provisions  to  look  after  their  in- 
tests,  and  all  that,  you  know,  and  in  the  midst  of  the  confusion  I 
thought  of  this  proposition  that  I  want  to  ask  you  about:  Instead 
of  seizing  the  roads  under  our  constitutional  power,  why  is  it  not 
more  practical  and  more  satisfactory  to  everybody  to  authorize  the 
President  just  to  order  the  officials  of  a  railroad,  without  seizing 
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the  road  by  the  Government,  to  render  what  practical  service  he 
wants,  in  preference  to  other  service,  and  pay  for  it. 

Mr.  AcwoETH.  Of  course,  I  could  not  attempt  to  judge.  I  take 
it  the  war  service  in  the  United  States  either  will  be  a  very  small 
percentage  compared  to  what  it  is  in  a  country  like  England,  where 
we  have  got  practically  everybody ■ 

The  Vice  Chairman.  That  would  not  justify  taking  over  the  roads, 
would  it? 

Mr.  AcwoETH.  You  mean  here? 

The  Vice  Chairman.  Yes. 

Mr.  AcwoRTH.  I  mean  to  say  it  is  not  obviously  so  urgent  to  deal 
with  it.  You  can  deal  with  it  on  a  basis  of  paying.  I  do  not  think 
that  is  going  to  be  your  difficulty.  Your  difficulty,  it  seems  to  me, 
is  going  to  be  this :  You  are  going  to  divert  traffic  from  one  road  to 
another  in  order  to  get  it  through  as  quickly  as  possible.  You  may 
deprive  one  railroad  of  the  traffic  that  they  normally  would  have 
had,  and  you  may  put  it  on  another  railroad.  You  may  take  it  out 
of  Peter's  pocket  and  put  it  into  Paul's,  and  Peter  will  grumble, 
and  justly.  That,  I  think,  is  going  to  be  your  difficulty — adjusting 
the  fair  payment  between  one  railroad  company  and  another — if  you^ 
,from  the  outside,  deliberately  upset  the  previous  course  of  traffic. 

The  Vice  Chairman.  We  already  have  a  provision  in  our  act  to 
regulate  commerce  to  authorize  the  President  in  time  of  war  to 
order  the  railroads  to  do  military  service  in  preference  to  the  service 
of  other  people.  That  is  a  bare  statement  of  it  without  going  into  all 
the  details  or  making  provision  for  adjusting  the  thing,  and  it  did 
occur  to  me  that  it  was  far  preferable  to  merely  authorize  the  Presi- 
dent to  command  a  particular  service  and  pay  for  it  than  to  com- 
mandeer the  entire  system  of  railroads,  especially  in  view  of  your 
opinion  that  the  service  required  will  not  be  so  great  in  this  country 
as  it  will  be  in  England  and  France. 

Mr.  AcwoRTH.  But  the  difficulty  is  not  to  pay  for  the  service  but 
to  compensate  the  man  for  the  service  you  have  not  given  him  a 
chance  for  rendering  and  earning  the  money  for. 

The  Vice  Chairman.  They  have  not  compfained  about  that. 

Mr.  AcwoRTH.  It  is  going  to  be  the  man  who  has  lost  on  the 
traffic,  and  therefore  his  revenue,  who  has  the  best  ground  to  com- 
plain, as  I  see  it. 

The  Vice  Chairman.  Yet  if  we  were  to  take  over  the  railroads 
without  specifically  providing  for  all  of  those  details,  the  next  gen- 
eration would  never  be  done  paying  for  depriving  them  of  all  this 
service. 

Mr.  Acworth.  Our  system  works  as  simply  and  easily  as  pos- 
sible. There  was  never  an  argument  between  the  Government  and 
the  railroads.  Wherever  the  balance  is  one  way  or  the  other,  the 
Grovermnent  just  pays  it  over.  There  is  an  audit  going  on  all  the 
time. 

The  Vice  Chairman.  You  have  got  all  the  details  fixed  ? 

Mr.  Acworth.  They. do  not  fix  them  at  all. 

The  Vice  Chairman.  They  do  not  have  to? 

Mr.  Acworth.  You  fix  nothing,  v  You  merely  say  that  a  given 
company  had  in  1913  a  revenue  of  a  million  dollars.    Now,  in  1915 
it  has  got  to  have  a  net  revenue  of  a  million  dollars.    Supposing  it 
100637— PT 12—17 8 
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receives  over  the  counter  for  doing  service  $8,000,000  and  it  spends 
$7,000,000  in  doing  the  service,  it  has  got  its  million. 

The  Vice  Chairman.  Then  you  do  not  allow  for  any  speculative 
profits  that  the  railroad  might  claim  it  could  have  made  under  other 
conditions  ? 

Mr.  AcwoETH.  Certainly  not.  You  draw  a  line;  you  say  there  is 
your  figure,  noV  there  is  what  you  are  going  to  receive.  If  the  bal- 
ance, after  paying  working  expenses,  gives  you  just  that,  nobody 
pays  anything. 

The  Vice  Chairman.  Sir,  on  behalf  of  the  committee  I  want  to 
assure  you  that  we  have  enjoyed  sincere  pleasure  in  your  visit  and  in 
hearing  your  luminous  statement  on  the  subject. 

Mr.  AcwoETH.  May  I  end,  as  I  began,  by  saying  that  I  am  very 
grateful  to  the  committee  for  their  great  courtesy  in  holding  a  special 
session  in  order  to  accommodate  me? 

Mr.  Sims.  Let  me  ask  you  a  question.  Do  the  German  railways 
make  a  charge  for  carrying  the  mails  and  keep  a  separate  item,  or 
are  the  mails  carried  just  like  your  English  troops  are  now  carried, 
without  charge? 

Mr.  AcwoETH.  The  mails  in  Germany  are  carried  under  the  same 
arrangement  that  existed  with  private  companies  before  the  State 
took  them  over,  which  is,  broadly,  that  the  post  office  is  entitled  to 
a  certain  amount  of  accommodation  on  every  train  free. 

Mr.  Sims.  What  I  want  to  know  is  this :  Does  the  Government, 
as  a  government,  put  part  of  the  general  revenues  into  the  railway 
fund  for  carrying  the  mails? 

Mr.  AcwoRTH.  Broadly,  not.     I  do  not  think  it  does  pay  anything. 

Mr.  Sims.  You  spoke  about  earning  $50,000,000  or  $60,000,000  on 
the  average.  That  "means  also  in  addition  to  the  $50,000,000  or 
$60,000,000  free  service  for  carrying  the  mails? 

Mr.  Acworth.  In  addition  to  that  the  railways  render  a  large 
amount  of  free  service  to  the  post  office. 

Mr.  Sims.  In  this  country  it  would  probably  increase  the  receipts 
to  the  Government  out  of  railway  operation.  Do  you  know  what 
that  amount  is? 

Mr.  Acworth.  I  do  not  think  any  figures  have  ever  been  taken 
out.  The  same  thing  happens  in  France.  The  French  railways 
carry  the  mails  free. 

Mr.  Thom.  Mr.  Chairman,  may  I  make  a  suggestion.  Mr.  Ac- 
worth  has  testified  from  a  paper  which  I  hold  in  my  hand,  entitled 
"  Historical  Sketch  of  Government  Ownership  of  Railroads  in  For- 
eign Countries,"  by  W.  M.  Acworth.  I  would  like,  with  the  per- 
mission of  the  committee,  to  insert  it  in  the  record. 

The  Chairman.  How  many  pages  are  there  in  that? 

Mr.  EscH.  There  are  60,  I  should  say. 

The  Vice  Chairman.  Does  that  contain  the  same  matter  that  you 
have  gone  over  in  your  statement? 

Mr.  AcwoETH.  My  statement  in  chief  was  picking  out  the  salient 
points  of  this  paper. 

The  Vice  Chaieman.  Is  that  the  same  matter  that  Mr.  Thom  holds 
in  his  hand? 

Mr.  Acworth.  Yes,  sir. 

The  Vice  Chairman.  The  reporter  will  insert  the  pamphlet  in 
the  record. 
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(The  pamphlet  referred  to  by  the  vice  chairman  will  be  found 
printed  in  full  on  p.  1215.) 

Mr.AcwoETH.  Mr.  Chairman,  a  question  was  asked  me  yesterday 
about  our  Canadian  report — I  have  forgotten  just  which  member  of 
the  committee  asked  it. 

The  Vice  Chairman.  Do  you  think  we  had  better  print  all  of 
that  or  just  certain  divisions  of  it? 

Mr.  AcwoETH.  That  is  entirely  with  the  committee,  Mr.  Chairman. 

The  "Vice  Chairman.  We  do  not  know  much  about  it. 

Mr.  AcwoETH.  I  do  not  want  to  make  any  suggestions.  It  is  a 
volume  of  200  pages,  of  which  about  100  is  appendix.    ' 

The  Vice  Chairman.  Is  it  capable  of  such  subdivision  as  that 
we  can  print  the  more  valuable  part  and  exclude  the  other  ? 

Mr.  AcwoETH.  I  think  if  you  were  to  print  any  part  of  it — if  it 
interests  the  committee  to  have  anything  printed,  you  should  print 
the  part  that  deals  with  the  principles,  and  not  necessarily  print  the 
statistics  as  to  the  length  of  the  Canadian  railroads,  etc. 

The  Vice  Chairman.  "Will  you  hand  that  part  of  it  to  the  reporter. 

(The  pamphlet  referred  to  by  the  vice  chairman  will  be  found 
printed  in  full  on  p.  126-3.) 

The  Vice  Chairman.  The  committee  will  now  adjourn  subject  to 
the  call  of  the  chairman. 

(Accordingly  at  11.45  p.  m.  the  joint  committee  adjourned  subject 
to  call  of  the  chairman.) 
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HISTORICAL  SKETCH  OF  GOVERNMENT  OWNERSHIP  01 
RAILROADS  IN  FOREIGN  COUNTRIES. 


INTRODUCTORY. 

On  the  24:th  of  May,  1830,  the  first,  few  miles  of  the  Baltimore  & 
Ohio.  Kailroad  were  opened  for  traffic.  Four  months  later — oi 
September  15 — came  the  opening  of  the  whole  30  miles  of  the  Liver 
pool  &  Manchester — a  yet  more  conspicuously  dramatic  event,  foi 
not  only  did  this  line  connect  two  of  the  greatest  cities  in  the  work 
but  a  cabinet  minister  Avas  killed  by  one  of  the  first  trains  run.  Anc 
so  at  the  outset  the  United  States  and  England,  the  two  countriei 
where  capital  was  most  abundant  and  most  venturesome,  accepted 
half  unconsciously,  no  doubt,  the  principle  to  which  they  have  sinc< 
adhered,  and,  relying  on  that  spirit  of  individual  enterprise  whicl 
centuries  of  history  had  called  forth  and  fostered,  intrusted  thi 
development  of  their  railways  to  the  unaided  energy  of  private  citi 
zens  organized  into  voluntary  corporations. 

"The  English  and  American  maxim  is,"  says  Mr.  A.  T.  Hadley 
president  of  Yale,  in  his  well-known  book.  Railroad  Transportation 
its  History  and  its  Laws,  "  that  whatever  can  be  done  without  Gov 
ernment  should  be  thus  done.  The  continental  principle  is  tha 
whatever  can  be  done  by  Government  should  be."  How  far  oper 
ating  a  railroad  was  a  thing  that  could  be  done  by  Governmen 
must  have  been  a  difficult  question  to  solve  in  the  early  days.  For 
though  construction  and  maintenance  of  roads  and  canals  had  lon| 
been  recognized  as  a  Government  function,  no  Government  hac 
ever  monopolized  the  carriage  of  traffic  on  these  highways;  and  a' 
a  very  early  stage  in  railway  history  it  became  clear  that  the  owne: 
of  the  road  must  in  this  case  have  also  the  exclusive  right  of  car 
riage  along  it. 

But  abstract  considerations  are  apt  to  go  to  the  wall  when  prac 
tical  questions  press  for  instant  solution.  On  October  4,  1830,  Bel 
gium,  which  had  in  1815  been  made  by  the  Treaty  of  Vienna  pan 
of  the  kingdom  of  Holland,  declared  its  independence.  And  if  inde 
pendence,  economic  as  well  as  political,  was  to  be  secured,  if  Bel 
gium  was  to  hold  its  own  against  Holland,  if  Antwerp  was  to  b( 
able  to  compete  with  Rotterdam,  it  was  urgent  that  the  great  traffic 
route  from  the  Rhine  and  the  German  frontier  through  Liege  anc 
Brussels  to  the  Scheldt  and  the  North  Sea  should  be  under  Belgiar 
control.  A  railway  must  be  built.  If  built  by  private  capital,  th* 
capital  would  almost  certainly  be  Dutch.  Accordingly,  as  early  a; 
1834,  the  Belgian  Parliament  resolved  that  the  railway  should  b( 
built  and  worked  by  the  Government.  And  by  1840  upward  of  20( 
miles,  the  main  trunk  lines  of  the  Belgian  State  system  as  it  exists 
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to-day,  were  already  in  operation.  And  so  to-day  we  have  behind 
us  three-quarters  of  a  century  of  history  during  which  the  character- 
istics good  and  bad  of  State  and  private  railways  can  be  compared 
and  contrasted. 

COMPAKATIVE    STATISTICS. 

"Most  countries  own  their  own  railways."  This  statement,  true 
but  misleading,  is  often  made.  Bulgaria  owns  its  railways,  l,204r 
miles  in  all.  The  United  States  has  more  than  200  times  the  Bul- 
garian mileage,  all  owned  by  private  corporations.  Bulgaria  counts 
as  a  country;  the  United  States  counts  as  one  also.  According  to 
the  latest  figures  in  the  Archiv  fiir  Eisenbahnwesen,  the  oflBcial  organ 
of  the  Prussian  state  railway  administration,  there  were  in  Europe 
at  the  end  of  1913  216,396  miles,  of  which  116,111  (rather  more  than 
half)  were  state  railways.  There  were  in  the  whole  world  nearly 
700,000  miles  of  railway  of  which  less  than  one-third  were  state 
railways.^ 

The  capital  invested  in  railways,  according  to  the  same  authority, 
amounted  to  208,000,000,000  marks,  or  $4^,547,680,000,  It  is  not 
possible  to  work  out  the  respective  proportions  of  State  and  private 
capital.  Suffice  it  to  say  that  whereas  33  of  the  nations  enumerated 
own  their  railways  in  whole  or  in  part  the  United  States  and  Great 
Britain,  where  the  railways  are  all  in  private  hands,  account  between 
them  for  more  than  half  of  the  world's  total  railway  capital.  The 
Archiv  gives  no  figures  of  traffic — of  work,  that  is — done  for  the 
public.  But  Mr.  Slason  Thompson,  in  his  Railway  Statistics  for 
United  States  of  America  for  the  year  1915  (p.  41),  states  that  the 
25  principal  countries  of  the  world  have  187,530  locomotives,  of  which 
89,668  (almost  half)  are  in  the  United  States  and  the  United  King- 
dom, while  out  of  5,816,441  freight  cars  these  two  countries  have 
3,123,660^  (a  good  deal  more  than  half).  On  the  whole,  having 
regard  lo  the  enormously  greater  capacity  of  an  engine  or  a  freight, 
car  in  the  United  States  than  elsewhere,  it  is  probably  safe  to  make 
the  broad  statement  that  two-thirds  of  the  railway  mileage  of  the 
world  has  been  built,  two-thirds  of  the  railway  capital  of  the  world 
has  been  provided,  and  two-thirds  of  the  current  railway  work  of  the 
world  is  done  by  private  enterprise,  and  only  the  remaining  third  by 
national  undertakings. 

It  has,  however,  already  been  pointed  out  that  if  the  nations  of  the 
world  were  polled,  great  and  small,  and  assigning  to  each  nation  one 
vote,  as  at  The  Hague  convention,  a  considerable  majority  would  be 
found  to  have  decided  in  favor  of  entire  or  partial  State  ownership. 
The  United  States  and  the  United  Kingdom  are  the  only  nations  of 
the  first  rank  who  own  no  railways.  Spain,  Turkey,  and  Greece,, 
among  the  less  important  European  countries,  are  in  the  same  posi- 
tion. Every  other  European  nation  and  most  of  the  extra  European 
countries  own  some  at  least  of  their  railways,  though  several  of  them, 
and  those  not  the  least  important — British  India,  for  instance,  and 
Holland — have  handed  over  the  working  of  the  national  railways, 
partly  in  the  case  of  India,  wholly  in  the  case  of  Holland,  to  private 

iThe  exact  figures  are  690,1.38  and  225.914  miles,  respectively. 

2  These  figures  take  no  account  of  the  freight  cars  in  the  United  Kingdom,  estimated  at 
500,000  as  a  minimum,  which  are  In  the  service  of  the  railways  but  the  property  not  ot 
the  railway  companies  but  of  private  Individuals. 


INTERSTATE   AND  FOREIGN   TRANSPORTATION.  1217 

companies.  Mexico  is  set  down  in  the  Archiv  as  owning  its  railways; 
but,  in  fact,  the  Mexican  Government  is  not  the  owner  but  only  the 
majority  shareholder,  a  shareholder  who,  as  long  as  Mexico  Avas  an 
organized  community,  was  content  to  vote  the  election  of  a  board  of 
directors  put  forward  by  the  private  minority  holders  of  the  railway 
stock. 

CHANGES  OF  OWNERSHIP  AND  TIIE  CAUSES. 

Another  point  should  be  noted.  There  is  no  country  which  has 
throughout  its  history  kept  its  whole  railway  system  in  its  own 
hands.  In  Belgium  in  1860  the  State  lines  were  less  than  half  of  the 
whole  mileage.  In  1870  the  State  proportion  had  fallen  to  little 
more  than  one-quarter.  Prussia  at  the  same  date  was  still  a  country 
of  mixed  ownership,  as  the  Scandinavian  countries  are  still.  But 
after  the  war  with  France  in  1870  Belgium  began  to  buy  up  the 
private  companies,  and  Bismarck  inaugurated  a  new  policy  in  Ger- 
many. He  attempted  to  acquire  the  private  lines  for  the  new  Ger- 
man Empire.  Foiled  in  this  attempt  by  the  local  particularism  of 
the  separate  States,  he  carried  through  in  Prussia  a  thoroughgoing  ^ 
policy  of  nationalization ;  and  his  policy  was  followed  by  the  other 
German  States  within  their  own  jurisdiction.  To-day  private  owner- 
ship in  Germany  is  almost  extinct,  and  the  railways  in  each  several 
State  of  the  Empire  are  the  property  of  that  State.  Germany's 
example  was  contagious.  In  recent  years  the  Russian  Government 
has  bought  out  a  good  many  companies.  Austria  has  carried  the 
same  process  even  further.  Belgium  has  acquired  all  the  private 
lines  of  sejious  importance.  In  1898  Switzerland  nationalized  its 
railways.  Italy  did  the  same  in  1906 ;  Japan  in  1907.  Last,  but  not 
least,  in  1908  the  French  Government  took  over  the  Western  Rail- 
way, one  of  the  six  great  systems  among  which  France  had  been  dis- 
tricted since  the  beginning  of  its  railway  history.  Even  though,  on 
the  other  hand,  within  the  same  period  Brazil  and  several  of  the 
Central  American  States  sold  to  private  companies — mainly  as  an 
available  asset  to  satisfy  clamorous  creditors — railways  which  they 
had  owned,  it  is  evident  that  the  idea  of  nationalization  has  been  in 
the  ascendant  in  recent  years.  IIow  far  does  history  help  us  to 
explain  the  fact? 

President  Hadley  wrote  in  1886 : 

The  motives  which  have  led  governments  to  extend  the  sphere  of  their  busi- 
ness activity  have  been  three : 

1.  To  increase  their  own  political  influence. 

2.  To  mate  up  for  the  lack  of  private  enterprise. 

3.  To  avoid  the  abuses  incident  to  private  management. 

Thirty  years  have  elapsed  since  that  was  written,  and  in  the  light 
of  subsequent  experience  perhaps  the  case  may  now  be  stated  as 
follows : 
Governments  go  into  the  railway  business  for  three  reasons : 
1.  For  political  reasons.  These  reasons  may  be  either  external  or 
internal.  External  reasons  are  to  obtain  control  of  an  instrumest  of 
war  that  can  be  used  either  for  aggression  or  for  defense,  or  to  pre- 
vent the  control  of  this  instrument  by  capitalistic  subjects  of  another 
possibly  hostile  power ;  or,  again,  to  be  able  to  use  the  railway  tariffs 
as  an  auxiliary  in  support  of  the  policy  embodied  in  the  customs  tar- 
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iffs  of  the  country.  The  main  internal  reasons  are  either  to  unify  the 
nation  or  to  centralize  authority  or  to  obtain  new  sources  of  revenue 
independent  of  the  taxes  voted  by  Parliament. 

2.  To  make  up  for  the  lack  of  private  enterprise. 

3.  With  the  idea  of  procuring  for  their  citizens  better  conditions — 
lower  rates,  greater  facilities,  more  impartial  treatment,  etc. — than 
private  enterprise  has  given  or  is  expected  to  give. 

It  would  require  a  volume  to  tell  in  full  the  events  which  led  up  to 
nationalization  even  in  any  one  country,  to  enumerate  the  various  rea- 
sons, and  to  estimate  the  comparative  value  to  be  assigned  to  each. 
But  the  outline  of  the  story  can  be  briefly  told. 

NATIONALIZATION  IN  PRUSSIA. 

Prussia,  the  leading  instance  of  state  ownership,  as  being  at  once 
the  largest  and  usually  regarded  as  the  best  example  of  an  efficient 
national  railway  system,  must  be  dealt  with  first.  At  a  later  stage  in 
this  paper  we  shall  have  to  consider  two  questions  of  first-rate  im- 
portance : 

1.  Are  the  Prussian  railways  really  efficient  when  judged  by  the 
standard  of  comparable  private  undertakings ;  and 

2.  Assuming  for  the  sake  of  argument  that  the  Prussian  railways 
are  efficient,  is  their  efficiency  under  an  autocratic  government  any 
ground  for  expecting  that  national  rq^^ilways  would  be  equally  efficient 
under  the  democratic  form  of  government  that  exists  in  the  United 
States  and  the  United  Kingdom? 

For  the  moment  we  are  only  concerned  with  the  history  of  the 
nationalization  policy  inaugurated  by  Bismarck. 

When  railways  first  came  into  existence  Germany  was  only  a 
"  geographical  expression."  Each  State — there  were  some  two  score 
of  them — was  practically  an  independent  sovereignty.  At  the  out- 
set several  of  the  most  important  States  of  the  second  rank — Bavaria, 
Wirtemberg,  Baden,  and  Saxony — followed  the  example  of  Belgium. 

The  Grand  Duchy  of  Mecklenburg  offers  a  curious  example  of 
vacillation.  At  first  its  railways  were  in  private  hands;  then  they 
became  the  personal  property  of  the  grand  duke;  then,  in  1878,  just 
at  the  time  when  Prussia  was  nationalizing  its  railways,  they  passed 
back  into  private  hands;  and  finally,  in  1890,  they  were  acquired  by 
the  State.  Speaking  broadly,  one  may  say  that  in  the  richer  and 
more  commercially  developed  parts  of  Germany  the  railways  were 
in  private  ownership;  in  the  more  backward  agricultural  districts 
they  were  in  the  hands  of  the  various  State  governments.  This  is 
well  exemplified  by  the  history  of  the  Kingdom  of  Prussia.^  At 
as  early  date  private  railways  were  constructed  in  Westphalia,  along 
the  Ehine,  and  connecting  the  Rhine  and  Hamburg  with  Berlin. 
But  private  enterprise  hesitated  to  build  railways  over  the  poor 
country  from  Berlin  eastward,  and  the  State  had  to  undertake  the 
task.  So  that  almost  from  the  beginning  Prussia  had  experience  of 
State  railways.  Then,  after  the  war  with  Austria,  in  1866,  Prussia 
annexed  Hanover,  Hesse-Cassel,  and  other  smaller  States,  and  so 

1  The  King  of  Prussia  Is,  under  the  constltutiqn  of  1870,  also  German  Emperor.  But 
Prussia  still  remains  a  separate  State.  It  is  much  as  though  the  governor  of  the  State 
of  New  York  was  always  also  President  of  the  United  States.  But  New  York  Is,  in 
population,  less  than  one-tenth  of  the  United  States.     Prussia  is  three-fifths  of  Germany. 
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entered  into  possession  of  a  considerable  additional  mileage  of  State 
railways. 

Then  came  the  war  with  France  in  1870,  resulting  in  the  unifica- 
tion of  Germany  under  the  leadership  of  Prussia.  And  Bismarck, 
in  order  to  cement  together  the  newly  formed  Empire,  attempted 
to  acquire  all  the  railways  of  Germany  for  the  Empire  as  one  single 
unit.  But  the  feeling,  for  State  rights,  especially  in  the  south,  was 
too  strong  even  for  Bismarck.  The  Kingdoms  of  Bavaria  and  Sax- 
ony replied  to  the  Prussian  proposal  by  promptly  taking  into  their 
own  hands  such  private  lines  as  existed  in  their  territories.  Foiled 
in  this  attempt,  Bismarck  determined  at  least  to  nationalize  all  the 
Prussian  railways.  Probably  he  had  a  stronger  case  for  his  action 
than  has  ever  existed  at  any  time  in  any  other  country.  The  private 
systems  were  comparatively  small  and  of  very  different  financial 
strength.  The  shape  of  Germany,  the  fact  that  traffic  passed  in  all 
directions  over  its  frontiers,  the  fact  that  it  possessed  no  dominating 
central  city  such  as  Paris  or  Vienna  or  London — all  these  causes 
had  resulted  in  a  condition  of  what  might  be  called  railway  anarchy. 
There  was  no  uniformity  of  tariffs,  scarcely  even  of  operating  regu- 
lations and  conditions.  While  traffic  from  abroad  was  attracted  to 
roundabout  routes  by  reduced  rates  often  accompanied,  it  was 
alleged,  by  secret  rebates,  the  local  rates  were  high,  and  the  exchange 
of  traffic  between  two  neighboring  systems  was  actually  discouraged. 

In  the  session  of  1879  the  ministry  submitted  to  the  Prussian 
Parliament  an  elaborate  memorandum  in  support  of  the  policy  of 
nationalizing  the  railways  remaining  in  private  hands.^  It  mar- 
shaled with  great  skill,  and  applied  to  the  special  case  of  Prussia, 
all  the  familiar  arguments  in  favor  of  railways  nationalization.  It 
began  by  emphasizing  the  importance  of  railways  for  military  pur- 
poses— it  is  interesting  to  observe  that  the  "  military  "  note  is  struck 
hard  at  the  outset — and  for  the  development  of  trade.  It  went  on 
to  declare  that  various  abuses  were  inseparable  from  private  man- 
agement. These  abuses  it  described  as  (1)  the  existence  of  numer- 
ous concerns  of  doubtful  solvency  and  restricted  capacity  of  service, 
(2)  abuse  by  the  concessionaires  of  their  privileged  position,  (3) 
opposition  to  desirable  reforms,  (4)  complicated  and  arbitrary  varia- 
tions in  their  methods  of  organization,  (5)  chaos  of  tariffs,  (6) 
quarrels  and  waste  resulting  from  the  fierce  competition  of  numer- 
ous separate  administrations. 

Perhaps  it  is  desirable  at  this  stage  to  bring  the  allegation  that 
all  these  abuses  are  inseparable  from  private  management  to  the 
test  of  nearly  40  years  of  subsequent  history  and  to  deal  with  them 
seriatim  as  follows:  (1)  There  are  no  concerns  of  doubtful  solvency 
and  restricted  capacity  among  the  private  railway  companies  of 
France,  and  none  of  more  than  trifling  importance  in  England.  (2) 
Appears  to  mean  that  a  company  strives  to  gain  an  adequate  net 
revenue  before  it  will  reduce  its  rates,  which  is  true.  But  as  the 
Prussian  memorandum  lays  down  in  the  strongest  terms  the  obliga- 
tion of  a  State  system  to  do  the  same  thing,  and  as  the  Prussian  Gov- 
ernment has  for  many  years  offered  an  unyielding  opposition  to  any 
reduction  of  rates,  while  it  has  extracted  from  passengers  and  ship- 

^Begrilnaing  des  Gesetzentwurfes  betreffend  den  Erwerb  mebrerer  Prlvateisenbahnen 
liir  den  Staat.  Abgeordneten  Hauses  Verbandlungen  Session  1878-1880,  Acktenstiick, 
No.  5. 
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pers  a  net  revenue,  which,  after  paying  interest  in  full  of  the  rail- 
ways' debt,  yields  in  normal  times  a  sum  of  some  $50,000,000  toward 
the  general  expenses  of  Government,  the  abuse,  if  it  be  an  abuse, 
does  not  seem  to  be  confined  to  private  railways.  (3)  In  answer  to 
this  charge  it  is  sufficient  to  say  that  it  is  the  private  railways  of 
England,  France,  and  the  United  States  which  have  led  the  world 
in  improvements,  while  it  would  be  difficult  to  mention  a  single  re- 
form for  which  the  world  is  indebted  to  the  State  railways  of  Prus- 
sia. (4)  As  has  been  said,  had  this  charge  been  confined  to  the 
private  railways  of  Prussia,  there  was  a  considerable  foundation 
for  it.  But  it  applies  neither  to  France,  England,  nor  the  United 
States.  In  all  these  countries  the  private  companies  have  worked 
out  among  themselves  uniform  codes  of  rules  in  reference  to  opera- 
tion, construction  of  equipment,  interchange  of  traffic,  and  every- 
thing else  required  to  avoid  interruption  of  through  service.  (5) 
As  for  chaos  of  tariffs,  the  French  tariffs  are  simpler  and  more 
logical  than  those  of  Prussia,  and  for  all  ordinary  traffic  they  are 
uniform  throughout  the  whole  of  France.  Perhaps  the  most  scien- 
tific tariff  in  the  world  is  that  which  for  very  many  years  has  ruled 
in  the  trunk  line  territory  of  the  United  States  with  its  simple  and 
easily  intelligible  New  York-Chicago  basis.  (6)  As  for  "  quarrels 
and  waste,"  quarreling  is  only  a  bad  name  for  competition.  Com- 
petition may  or  may  not  be  a  good  thing.  But  it  is  not  inseparable 
from  private  ownership.  The  French  companies  have,  with  negli- 
gible exceptions,  never  competed  with  one  another,  while  the  English 
have  in  large  measure  ceased  to  do  so.  Competition  would  probably 
have  muchc  more  largely  diminished  in  the  United  States  also  had 
not  the  deliberate  policy  of  Congress  been  to  keep  it  alive.  So  far  as 
competition  implies  waste — ^that  is,  the  expenditure  of  money  that 
in  the  absence  of  competition  would  not  have  been  spent — one  can- 
not have  omelettes  without  breaking  eggs.  Prussia  has  abolished 
competition.  Her  railway  accounts  give  us  no  reason  to  think  she 
has  thereby  abolished  waste.  But  with  this  point  it  will  be  neces- 
.sary  to  deal  hereafter. 

To  return  to  the  memorandum.  The  Prussian  ministry  go  on  to- 
say  that  as  early  as  1873  a  special  commission  had  reported  that  a 
universal  State  system  should  be  regarded  as  the  ultimate  aim  to- 
be  sought.  They  then  go  on  to  set  down  the  advantages  of  a  single- 
unified  management.    These  they  summarize  as  follows : 

Avoidance  of  the  construction  of  competing  lines. 

A  reduction  of  the  numbers  of  officers  and  staff  and  of  the  amount, 
of  correspondence. 

Unification  of  tariffs  and  train  schedules. 

Simplification  of  dealing  with  damage  claims. 

Provision  of  interchange  stations. 

Better  use  of  equipment. 

Avoidance  of  duplications  of  service  and  of  roundabout  routing- 
of  traffic  resulting  in  higher  operating  costs  and  consequently  higher 
rates. 

It  is  the  duty  of  the  State,  says  the  memorandum,  to  secure  'to  the 
public  rates  which  shall  be  low,  steady,  and  uniform.  It  is  also  im- 
portant to  the  State  that  the  railway  tariffs  should  correspond  with 
the  fis'.!al  policy  of  the  country  and  not  be  allowed  to  neutralize  th& 
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that  the  railways  of  the  country  must  be  in  a  single  hand,  this  ob- 
ject may  be  attained  in  four  different  ways:  (1)  A  single  private 
company  may  both  own  and  operate,  (2)  a  privat«  company  may 
operate  the  lines  which  the  State  owns,  (3)  the  State  may  operate 
a,ll  the  private-owned  companies,  (4)  or,  lastly,  the  State  may  both 
own  and  operate  the  whole  system.  And  it  is  for  this  last  solution 
that  the  memorandum  declares.  Confidence  is  expressed  that  the 
zeal  of  the  staff  will  suffice  to  render  unnecessary  the  stimulus  of 
competition.  The  State,  it  is  said,  having  no  shareholders  greedy  for 
their  annual  dividend,  can  afford  to  take  longer  views  than  a  com- 
pany. But  it  must  continue  to  charge  rates  sufficient  to  cover  ex- 
penses, interest,  and  sinking  fund  and  the  "  current  expenses  of  the 
State."  Whether  this  meant  what  it  said,  or  whether  it  only  meant 
the  liabilities  of  the  State  in  its  capacity  as  railway  owner,  it  is  im- 
possible to  decide. 

This  much,  however,  is  certain.  The  act  as  it  passed  the  Prussian 
Parliament,  contrary  to  what  had  generally  been  understood  during 
its  progress,  contained  no  express  provision  that  railway  revenues 
should  be  used  only  for  railway  purposes.  And  ever  since  the  rail- 
ways have  been,  to  use  the  favorite  phrase  of  domestic  critics,  "  the 
milch  cow  of  the  treasury." 

On  the  whole  it  is  absolutely  clear  that,  though  there  were  con- 
siderable abuses  of  private  ownership  in  Prussia,  and  though  the 
desire  for  unification  of  management  both  from  the  commercial  and 
the  operating  point  of  view  was  not  without  weight,  the  main  reason 
for  Bismarck's  action  was  of  a  political  nature.  It  is  in  harmony 
with  all  Prussian  history  that  the  importance  of  military  considera- 
tions and  the  necessity  of  making  public  control  paramount  in  the 
life  of  the  country  should  weigh  above  all  other  considerations  with  a 
Prussian  statesman ;  and  after  the  war  with  France  and  the  creation 
of  the  German  Empire  these  considerations  might  be  expected  to 
have  even  greater  weight  than  at  any  other  time. 

SWITZERLAND. 

Were  it  not  that  the  scale  is  so  disproportionate  as  to  make  a  com- 
parison almost  laughable,  for  the  railroads  of  the  United  States  earn 
as  much  money  in  two  days  as  the  Swiss  railway  system  in  a  twelve- 
month, Swiss  history  would  be  a  stronger  argument  than  most  that 
are  "put  forward  for  the  nationalization  of  American  railroads. 
Switzerland  has  owned  and  operated  its  railways  for  more  than  15 
years.  Switzerland  is  a  democracy.  And  Switzerland,  though  the 
results  fell  very  far  short  of  the  expectations  entertained  at  the  time 
of  purchase;  managed  its  railways,  on  the  whole,  with  fair,  if  by  no 
means  with  brilliant  success,  until  the  breaking  out  of  the  European 
war  upset  the  entire  life  of  the  country.  _ 

Switzerland  is  a  union  of  three  nationalities — German,  French, 
and  Italian.  But  the  German  population  is  a  good  deal  more  than 
two-thirds  of  the  whole ;  and  naturally,  therefore,  German  political 
and  social  theories  have  great  influence.  As  early  as  1891  the  Swiss 
Legislature  passed  a  law  aiithorizing  the  purchase  of  one  of  the 
principal  railways,  the  Swiss  Central.  But  this  law  was  defeated 
on  a  referendum  by  a  majority  of  more  than  two  to  one.  The  move- 
ment, however,  in  favor  of  nationalization  continued.     In  1897  an 
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act  for  the  purchase  of  all  railways  except  lines  of  purely  local  inter- 
est passed  the  two  chambers,  with  majorities  of  98  to  29  and  25  to 
17,  respectively;  and  this  time  on  a  referendum  there  was  a  two-to- 
one  majority  in  favor.  The  memorandum  prefixed  to  the  bill  repeat- 
ed the  arguments  in  favor  of  State  ownership  in  words  that  might 
almost  have  been  copied  from  the  Prussian  memorandum  which  has 
already  been  dealt  with.  There  was,  however,  one  additional  argu- 
ment which  apparently  had  as  much  weight  as  all  the  others  put 
together.  Swiss  railway  shares,  it  was  stated,  had  of  late  years 
ceased  to  be  held  as  permanent  investments,  and  had  passed  in  large 
measure  into  the  hands  of  speculatots  who  were  not  Swiss  citizens, 
but  foreigners.  And  this  dangerous  state  of  affairs  could  not  be 
allowed  to  continue.  It  had,  in  fact,  been  found  that  in  three  out  of 
five  companies  the  majority  of  the  registered  shareholders — and  un- 
der a  law  of  1895  "  registered  "  shareholders  alone  were  entitled  to 
vote — were  foreigners. 

It  is  not  necessary  to  go  into  the  history  of  the  purchase.  Three 
of  the  principal  roads  were  transferred  to  the  State  in  1901,  a  fourth 
in  1903,  and  the  last,  the  Gotthard,  in  1909.  The  purchase  price 
which  was  fixed  in  every  case  by  agreement,  exceeded  by  about  11 
per  cent  the  estimate  of  the  cost  originally  put  forward  by  the  Gov- 
ernment. Warned  by  Prussian  history,  the  act  laid  down  categori- 
>cally  that  the  railway  budget  was  to  be  absolutely  and  completely 
independent  of  the  ordinary  budget  of  the  State.  Any  surpluses 
obtained  were  to  be  devoted  solely  to  railway  purposes,  either  to  be 
used  as  capital  or  to  be  devoted  to  reduction  of  rates  and  improve- 
ment of  service. 

In  the  early  days  of  nationalization  there  was  a  very  serious  in- 
crease in  expenses,  due  partly  to  a  more  generous  service,  but 
mainly  to  increased  wages  and  reduced  hours  for  the  staff.  For  the 
four  years  following  on  1903  the  cost  of  staff  increased  year  by  year" 
as  compared  with  the  previous  year  by  the  following  percentages: 
10.16,  7.08,  9.99,  9.27.  Between  1900  and  1911  the  number  of  the 
staff  increased  46  per  cent,  while  wages  increased  92  per  cent.  In 
1912  a  further  increase  of  less  than  1  per  cent  in  number  of  staff 
corresponded  with  an  increase  of  no  less  than  10.2  per  cent  in  wages. 
The  increase  in  the  number  of  the  staff  was,  no  doubt,  justified  by 
a  25  per  cent  increase  in  road  mileage,  and  an  increase  of  100  per 
cent  in  passenger  traffic  and  of  67  per  cent  in  freight  traffic.  But 
the  rise  of  over  100  per  cent  in  the  wages  bill  upset  the  equilibrium 
entirely.  The  operating  ratio  went  up  from  65.53  per  cent  in  1903 
to  71.03  in  1908.  In  three  years,  after  meeting  operating  expenses 
and  the  charges  of  the  debt,  there  was  an  accumulated  deficit  of  over 
$2,500,000. 

The  management  took  fright.  They  cut  down  renewals,  reduced 
services,  increased  rates  and  fares,  stopped  automatic  increases  in 
staff  wages,  and  by  refraining  from  filling  up  vacancies  gradually 
reduced  the  number  employed.  The  public  and  the  employees  sub- 
mitted, not  Avithout  natural  reluctance,  and  the  financial  equilibrium 
was  restored.  After  placing  to  sinking  fund  an  average  of  about 
a  million  dollars  per  annum  the  railways  just  cover  interest  on  their 
debt  at  the  rate  of  3J  per  cent.  But  the  rosy  views  of  the  authors 
of  State  purchase  have  been  far  from  materializing.  They  promised 
reductions  of  rates  and  fares,  and  with  the  great  increase  in  traffic 
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density  ought,  one  can  not  but  think,  to  have  been  able  to  obtain 
them.  The  average  fare  was  indeed  reduced  by  13J  per  cent  be- 
tween 1900  and  1911.  But  freight  rates  were  rather  worse  than 
stationary.  The  ton-mile  rate  was  slightly  under  3  cents  a  mile  in 
1900;  in  1911,  it  was  slightly  over.  The  authors  of  the  purchase 
further  estimated  that  the  profits  to  be  realized  would  suiEce  to 
extinguish  the  railway  debt  within  60  years.  In  fact,  the  sum  paid 
for  the  acquisition  of  the  railways  was  $205,493,880.  And  the  debt 
at  the  date  of  the  last  account,  with  one-quarter  of  the  period  ex- 
pired, so  far  from  being  reduced  had  risen  to  $270,132.80. 

ITALY. 

The  history  of  Italian  railways  is  much  too  complicated  to  be 
even  sketched  in  outline  here.  An  admirable  summary  coming  down 
to  1884  will  be  found  in  Hadley's  "  Railroad  Transportation."  Italy 
has  experimented  with  every  conceivable  form  of  railway  policy. 
It  has  tried  State  ownership  and  operation,  private  ownership  and 
operation.  State  ownership  with  private  operation,  and  now  for  the 
last  10  years  it  has  reverted  to  both  ownership  and  operation  by  the 
State.  The  country  has  been  hampered  in  its  railway  development  by 
various  causes — geographically  by  its  shape  and  by  the  mountainous 
divisions  between  east  and  west;  politically  by  the  fact  that  not 
until  1870  did  the  whole  of  Italy  become  a  united  kingdom;  and 
financially  by  the  fact  that  the  economic  development  is  backward, 
the  people  very  poor,  and  at  least  till  quite  lately  subject  to  a  crush- 
ing burden  of  taxation. 

As  the  Kingdom  of  Italy  gradually  grew  together  out  of  its  com- 
ponent States  it  was  necessary  to  make  railways  to  cement  its  unity. 
Further,  the  State  was  compelled  to  take  over  the  liability  for  rail- 
ways which  other  people  had  constructed.  The  Austrians,  for  exam- 
ple, had  built  railways  in  Lombardy  and  Venetia,  but  when  they  were 
expelled  from  those  Provinces  in  1859  and  1866,  respectively,  the 
State  had  to  buy  out  the  Austrian  company  or  else  leave  two  of  the 
richest  Provinces  still  subject  to  the  domination  of  the  hated  for- 
eigner. 

Between  1866  and  1885  the  bulk  of  the  railways  of  the  country  were 
in  the  hands  of  the  State.  In  the  latter  year,  as  the  result  of  an 
inquiry  by  a  commission  which  sat  from  1878  to  1881,  studied  the 
history  of  the  railway  world  in  exhaustive  detail  and  embodied  its 
report  in  seven  quarto  volumes,  the  Italian  railway  system  was 
handed  over  to  two  great  operating  companies  on  a  60  years'  lease, 
terminable  at  the  end  of  20  or  40  years — the  Mediterraneo  and  Adri- 
atico,  respectively.  The  essential  idea  was,  as  indeed  the  names  of  the 
companies  imply,  that  one  system  should  operate  along  the  western 
coast  and  the  other  along  the  eastern.  Each  company  was,  either 
by  its  own  lines  or  by  means  of  trackage  rights,  to  have  access  to 
the  great  centers — Milan,  Florence,  Eome,  Naples — and  in  this  way 
it  was  hoped  that  competition  would  secure  adequate  services  and 
reasonable  rates. 

The  leasing  system  was  not  a  success,  mainly  because  both  the 
lessors  and  lessees  took  too  sanguine  a  view  of  the  prospects  of  the 
future.  Almost  at  the  outset  it  became  evident  that  additions  and 
improvements,   especially   additional   rolling   stock,   were   urgently 
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needed ;  and  there  were  no  additional  net  receipts  to  pay  the  interest 
on  the  capital  required.  Why  should  the  Government  find  this 
money  for  railways  not  in  their  hands ;  and,  on  the  other  hand,  why 
should  the  companies  take  the  risk  on  so  short  a  tenure?  There 
was  another  very  serious  factor.  The  railway  staff,  who  had  great 
political  influence,  and  who  assert,  probably  not  without  reason, 
that  they  were  overworked  and  underpaid,  were  clamoringj  and  in 
some  cases  even  striking,  for  better  conditions  of  service.  And  last, 
but  not  least,  the  rolling  stock  was  grossly  inadequate,  and  what 
there  was  was  almost  falling  to  pieces.  In  the  result  Parliament, 
with  a  sudden  resolve  to  cut  a  knot  which  it  could  not  untie,  on 
April  22,  1905,  determined  to  take  over  the  railways  as  from  the 
following  1st  of  July. 

Undoubtedly,  as  agencies  of  public  service,  the  Italian  railways 
have  been  considerably  improved  in  the  last  10  years.  The  number 
of  locomotives  increased  in  eight  years  from  3,580  to  5,322,  and  the 
number  of  freight  cars  from  69,000  to  105,000.  And  the  improve- 
ment is  even  greater  than  these  figures  would  indicate,  for  old  stock 
has  been  scrapped  and  replaced  by  new  and  efficient  equipment, 
lines  have  been  improved  and  doubled  on  a  considerable  scale,  and 
the  services  undoubtedly  much  improved.  But  the  financial  results 
are  very  serious,  especially  for  a  country  so  poor  as  Italy.  The  de- 
mands of  the  staff  which  the  railway  administration  has  found  itself 
powerless  to  resist,  have,  in  the  eight  years,  1906  to  1913,  implied  an 
additional  expenditure  of  $18,330,440.  In  the  same  period  the 
number  of  staff  increased  from  121,000  to  149,000,  equal  to  23  per 
cent.  Per  kilometer  of  road .  worked  there  were  9.3  men  at  the 
earlier  dates  and  10.9  at  the  later.  But  while  numbers  increased  23 
per  cent,  cost  increased  57  per  cent;  in  other  words,  the  average 
wage  per  employee  increased  27  per  cent. 

The  gross  receipts  rose  in  the  eight  years  from  $78,724,416  to 
$120,595,000,  or  well  over  50  per  cent,  while  the  length  of  line 
operated  remained  practically  unchanged.  Per  train-mile  the  in- 
crease was  from  $1.41  to  $1.63  or  about  16  per  cent.  With  much 
greater  density  of  traffic  and  a  considerable  increase  in  earnings 
per  train-mile,  one  would  naturally  have  expected  a  substantial 
improvement  in  the  operating  ratio,  once  road  and  rolling  stock  had 
been  brought  into  good  order.  But  the  opposite  has  been  the  case. 
In  the  first  year  of  nationalization  the  operating  ratio  was  73.4;  in 
no  subsequent  year  has  it  fallen  below  79.5  per  cent;  and  for  the 
three  years  1911-1913  it  averaged  84.4  per  cent.  Each  year  shows  a 
substantial  advance  in  operatmg  costs  over  the  year  preceding  it. 
The  figure  in  the  first  year  of  the  period  was  $57,886,600;  in  the 
last  it  is  $102,264,560,  an  increase  of  over  78  per  cent. 

The  final  result  is  that,  whereas  in  the  financial  year  1906-7  the 
railways  paid  over  to  the  treasury  $9,796,366  as  a  return  on  a  capital 
of  $1,091,404,045,  which  is  roughly  1  per  cent,  in  the  last  year  they 
only  returned  $5,402,656  on  a  capital  that  meanwhile  had  risen  to 
$1,374,975,952,  which  is  roughly  two-fifths  of  1  per  cent.  An  attempt 
was  made  in  1909  to  raise  the  rates,  but  the  ministry  failed  to  carry 
their  proposals  and  went  out  of  office. 

How  far  the  Italian  Government  is  satisfied  with  the  existing 
situation  may  be  judged  from  a  significant  fact  which  has  not 
hitherto  received  the  publicity  which  it  merits.    In  at  least  two  cases 
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ust  before  the  war  concessions  had  been  granted  to  a  private  enter- 
)rise  which  was  to  take  over  a  portion  of  the  existing  State  railway, 
,0  build  an  extension  with  the  help  of  substantial  State  subsidies, 
md  then  work  on  its  own  account  both  sections  as  one  undertaking. 

AUSTRALIA. 

The  most  conspicuous  instance  of  railways  being  constructed  by 
the  State  because  private  enterprise  refused  to  undertake  the  task 
IS  to  be  found  in  the  Australasian  colonies  of  Great  Britain.  The 
A.ustralasian  population  is  of  pure  British  stock,  and  when  the 
aecessity  of  railway  building  became  manifest,  as  true  Britishers 
they  naturally  expected  private  enterprise  to  undertake  the  task. 
But  local  capital  was  scant  and  England  was  far  away.  Moreover, 
Australasia  was  in  the  throes  of  the  gold  fever  resulting  from  the 
discovery  of  the  rich  fields  of  Ballarat  and  Bendigo.  And  such 
local  capital  as  was  available  was  not  likely  to  be  put  into  railway 
enterprise  to  earn  a  possible  5  per  cent  when  the  gold  fields  oifered 
prospects  of  a  fortune  in  a  few  months.  And  accordingly  as  the 
need  of  railroads  was  imperative,  the  governments  of  the  separate 
colonies  borrowed  money  on  their  own  credit  and  set  to  work  to  con- 
struct their  own  State  railway  systems.  Once  embarked  on  such 
ownership  they  have  never  gone  back  from  it.  Certain  local  lines 
have  from  time  to  time  been  built  by  private  capital,  but  they  have 
never  been  important.  On  the  one  hand  neither  local  nor  English 
capital  has  been  overanxious  to  go  into  the  business,  and  on  the 
other  the  State  railways  have  been  jealous  of  interference  by  private 
companies.  Speaking  broadly,  the  seven  separate  States  which 
make  up  Australasia  have  among  them  over  20,000  miles  of  railway 
owned  and  worked  by  the  respective  governments.  And  it  must 
be  frankly  said  that  public  opinion  is  entirely  in  favor  of  this  sys- 
tem. No  proposal  to  divest  the  States  of  their  ownership  would  be 
listened  to  for  a  moment.  And,  having  regard  to  the  well-known 
fact  that  State  socialism  has  been  carried  further  in  Australia  than 
in  any  other  part  of  the  world,  this  is  not  surprising. 
,  Whether  the  Australian  public  are  really  competent  to  judge  how 
far  they  have  got  a  good  bargain  may  be  illustrated  by  the  following 
anecdote:  Some  years  ago  a  distinguished  railway  man  went  from 
America  to  assume  the  post  of  chief  commissioner — in  other  words, 
president — of  one  of  the  most  important  Australian  State  systems. 
After  he  had  been  in  charge  for  a  year  or  two  he  sent  to  a  railway 
friend  at  home  statistics  showing  the  improvements  and  economies 
effected  under  his  management.  The  friend,  in  acknowledging  the 
receipt,  pointed  out  that  the  figures  furnished  did  not  include  the 
ton-miles  of  traffic,  and  therefore  neither  receipts  nor  cost  could  be 
worked  out  on  a  ton-mileage  basis,  and  asked  whether  it  was  possible 
that  a  railway  man  accustomed  to  American  methods  failed  to  keep 
statistical  records  in  this  form.    The  answer  was,  in  effect,  as  follows : 

I  have  the  ton-mileage  figures.  I  dare  not  publish  them.  If  I  did 
publish  them  they  would  show  a  ton-mile  rate  so  excessive,  as  com- 
pared with  other  countries  similarly  situated,  where  the  traffic  is 
mainly  in  agricultural  products  carried  long  distances,  that  public 
opinion  would  enforce  a  sweeping  reduction  in  rates  and  bankrupt 
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the  undertaking."  It  may  be  added',  as  proving  that  the  chief  con 
missioner  in  question  had  good  reason  for  desiring  to  avoid  a  con 
parison,  that  two — New  South  Wales  and  South  Australia — out  c 
the  seven  Australasian  State  railway  systems  do  publish  ton-mileag 
statistics.  They  show  ton-mile  earnings  of  2.20  cents  and  2.12  cent 
respectively.  The  corresponding  figure  for  the  private  railways  c 
Canada  is  0.75  cents,  and  for  the  private  railways  of  the  United  Statt 
0.738  cents. 

RUSSIA,  AUSTRIA,  AND  INDIA. 

Eussia,  Austria,  and  India  may  be  grouped  together  as  thre 
countries  where  a  mixed  system  of  State  and  private  ownershi] 
prevails.  They  are  all  alike  in  the  fact  that  political,  and  especiall; 
military,  reasons  compelled  the  State  to  make  railways  which  pri 
vate  enterprise  was  not  prepared  to  undertake.  They  are  alike,  toe 
in  the  fact  that  the  tendency  has  swayed  back  and  forth  as  betweej 
State  and  private  ownership.  Austria  at  one  time  sold  to  privat 
companies  a  number  of  railways  that  had  been  built  by  the  State 
Nowadays,  having  bought  most  of  them  back  again,  it  owns  80  pe 
cent  of  the  total.  One  incident  of  the  transfer  deserves  to  be  related 
The  Kaiser  Ferdinand  Nordbahn  was  an  old  and  very  rich  company 
Its  dividend  for  the  previous  five  years  had  averaged  over  12  pe: 
cent.  It  was  taken  over  in  1906.  In  1910  the  president  of  the  Aus 
trian  Chamber  of  Deputies  described  the  result  as  follows: 

"  We  have  always  been  in  favor  of  the  State  taking  over  the  rail 
ways,  but  if  we  had  been  able  to  foresee  the  results  of  the  manage 
ment  I  assure  you  we  would  have  hesitated  a  little  longer.  We  ar( 
still  in  favor  of  the  principle,  but  it  does  seem  to  us  that  our  Govern 
ment  has  performed  a  remarkable  feat  when  it  has  succeeded  in  ere 
ating  a  deficit  on  the  Northern  Railway.  The  Government  hav( 
enlisted  an  army  of  new  employees;  they  have  gone  much  too  fa: 
in  the  reduction  of  hours  of  labor;  instead  of  commercial  manage 
ment  they  have  appointed  lawyers  to  posts  that  require  business  mei 
or  experts;  they  have  established  an  entirely  unpracticable  bureau- 
cracy. At  the  present  moment  we  are  face  to  face  with  a  deficit  oJ 
$25,000,000.  There  would  be  no  deficit  at  all  if  the  return  from  oui 
railways  were  that  which  it  ought  to  be.  I  repeat  that  absolut( 
imbecility  has  characterized  the  taking  over  of  our  railways.  W( 
must  introduce  business  ideas  into  tlie  Government  service." 

Eussia,  too,  has  not  only  built  State  railways  but  taken  over  pri- 
vate railways.  Of  late  years,  however,  the  tendency  seems  to  be  ir 
the  direction  of  private  enterprise,  subsidized  and  closely  controlled 
by  the  Government,  which  at  the  present  time  owns  and  works  two 
thirds  of  the  whole  mileage.  In  India  several  of  the  most  important 
lines  were  built  by  private  enterprise,  with  State  guaranties  of  divi- 
dend for  a  short  term.  At  the  end  of  the  term,  when  these  railways 
passed  into  the  hands  of  the  State,  they  were  leased  back  to  the  olc 
companies  as  operating  contractors.  At  the  moment  of  writing  ar 
exhaustive  investigation  is  proceeding,  which  seetns  likely  to  result 
in  the  adoption  of  a  definite  policy  for  the  whole  country.  Britisl: 
merchants  in  India  are  apparently  strongly  in  favor  of  retaining  th( 
private  companies.     Indian  native  opinion  appears,  so  far  as  it  is 


INTEESTATE   AND  FOREIGN   TRANSPORTATION.  1227 

vocal,  to  be  in  favor  of  State  ownership,  the  reason  being  that  it  is 
thought  that  Indian  ideas  vcould  have  more  influence  on  tlie  policy 
of  a  Government  department  on  the  spot  than  on  tliat  of  a  board 
of  directors  sitting  in  London.  This  last  argument  raises  a  point,  the 
importance  of  which  we  have  already  seen  in  tlie  cases  of  Belgium 
and  Switzerland.  Evidently  the  argument  against  private  ownership 
is  stronger  where  the  capital  is  foreign  than  where  it  is  found  within 
the  country  itself. 

A  point  of  importance  should  here  be  noted.  It  is  true  that  the 
Austrian  Government,  40  years  ago  divested  itself  of  its  railway 
propert3^  The  Italian  Government  divested  itself  of  the  operation 
though  not  of  the  ownership  as  lately  as  1885.  More  recently,  Bra- 
zil— as  also  other  less  important  States  in  South  America,  Guatemala 
and  Nicaragua — have  handed  over  some  or  all  of  their  railways  to 
private  companies.  But,  speaking  broadly,  it  is  safe  to  say — -sub- 
ject, however,  to  the  possibility  of  an  exception  in  the  case  of  Bel- 
gium to  be  referred  to  later — that  nowadays,  a  decision  of  a  nation  to 
acquire  its  railways  is  irrevocable.  This  may  be  taken  as  proving — it 
has  often  asserted  that  it  does  prove — that  no  nation  having  exper- 
ienced the  benefit  of  State  ownership  ever  desires  to  go  back  on  its 
decision.  But  the  argument  cuts  also  the  other  way.  If  the  decision 
be  irrevocable,  and  modern  railway  history  seems  to  indicate  that  it 
is,  it  is  also  well  to  be  quite  satisfied  that  it  is  the  right  decision  be- 
fore making  it. 

HOLLAND. 

One  country,  small  but  not  unimportant,  has  not  hitlierto  been 
mentioned.  In  Holland,  though  some  of  the  most  important  lines 
were  built  by  the  State,  the  operation  has  always  been  wholly  in 
private  hands.  For  many  years  there  were  in  Holland  three  prin- 
cipal companies,  the  State  Kailway  Co.,  the  Holland  Co.,  and  the 
Dutch  Ehenish  Co.  In  1890.  the  Dutch  Government  made  a  new 
departure.  It  bought  up  all  the  lines  which  it  did  not  own  and  it 
then  apportioned  the  whole  system  anew  between  two  companies 
representing,  respectively,  the  old  State  Railway  and  the  Holland 
companies,  in  such  a  manner  that  each  company  liad  access  to  every 
important  town  in  competition  with  the  other.  This  system,  which 
presumably  was  patterned  on  the  Italian  system  of  1885,  has  been  in 
existence  ever  since.  In  1908  a  motion  in  Parliament  in  favor  of 
nationalization  was  brought  forward  and  defeated.  A  parliamentary 
commission  to  investigate  the  question  was  subsequently  appointed 
and  reported  unfavorably.  The  public  seem  to  be  satisfied  with 
things  as  they  are,  the  passenger  service  appears  to  travelers  ex- 
ceedingly good,  but  the  financial  result  to  the  State  is  not  over  satis- 
factory. That,  however,  is  perhaps  unavoidable.  Holland  is  inter- 
sected everywhere  by  rivers  and  canals,  which  have  to  be  kept  open 
for  drainage  purposes,  and  they  carry  the  bulk  of  the  heavy  traffic  of 
the  country  and  of  the  German  through  traffic.  The  railways  there- 
fore have  to  depend  for  a  livelihood  in  the  main  on  passenger  and 
high  class  freight.  What  bulk  freight  they  get,  they  can  only  get  at 
exceedingly  low  rates. 

One  further  point  may  be  here  noted.  A  suggestion  has  from  time 
to  time  been  put  forward  in  various  countries  where  the  system  of 
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private  OAvnership  prevails  that  the  Government  should  purchase  one 
or  more  of  the  private  undertakings  and  should  run  it,  partly  as  a 
pattern  to  be  followed  and  partly  as  a  regulating  force  to  control  the 
rates  charged  on  the  private  railways  alongside.  Some  such  idea 
seems  to  be  implied  in  the  recent  papers  published  in  the  United 
States  by  Mr.  W.  W.  Cook.  The  idea  has  never  been  carried  into 
practical  effect.  It  is  hardly  likely  to  be  seriously  taken  up  now- 
adays in  any  country,  and  under  the  circumstances  criticism  is 
evidently  superfluous. 

FRANCE. 

The  railway  history  of  France  stands  by  itself.  Nowhere  is  the 
passion  for  logic  and  the  love  of  symmetry  which  distinguish  the 
French  genius  better  exemplified  than  in  the  history  of  the  French 
railway  system.  The  ground  plan  of  the  policy  which,  broadly 
speaking,  France  has  followed  ever  since,  was  laid  down  in  a  law 
passed  as  long  ago  as  1842.  There  were  important  developments 
after  the  world  crisis  in  1867,  and  again  in  1878.  And  on  January  1, 
1909,  the  Government  by  taking  over  one  of  the  six  great  systems, 
the  Western,  upset  the  symmetry  of  the  original  j)lan.  But  with  this 
exception  throughout  the  whole  history  the  original  plan  has  stood 
firm.  The  whole  country  was  divided  up  among  six  great  companies, 
five  of  which  radiate  from  Paris,  and  the  sixth,  the  Midi,  serves  the 
extreme  south  and  southwest.  The  development  of  the  railway  net- 
work has  been  systematic  from  the  outset;  trunk  lines  first,  then 
important  branches,  then  the  less  important  ones,  and  finally  in 
recent  years  a  considerable  development  of  light  secondary  lines. 
Throughout,  the  State  has  guided,  subsidized,  and  controlled.  Each 
company  has  a  monopoly  of  its  own  district.  So  far  as  jjossible  the 
points  where  the  great  sj'stems  meet  are  arranged  not  as  in  Holland, 
or  formerly  in  Italy,  at  the  great  towns,  but  precisely  at  the  points 
of  least  importance  from  a  traffic  standpoint.  Where  traffic  is  un- 
avoidably competitive,  as,  for  instance,  from  Paris  to  central  Switzer- 
land, which  can  be  reached  either  by  the  Eastern  or  by  the  Paris  & 
Lyons  Railway,  arrangements  are  deliberately  made  to  prevent  com- 
petition. The  Government  controls  all  rates  and  fares  charged  and 
all  services  given,  and  the  Government  approves  not  merely  of  pools 
but  of  agreements  by  which  shippers  attempting  to  consign  traffic 
by  the  route  by  which  the  railway  companies  have  agreed  the  traffic 
shall  not  flow  are  deliberately  penalized  by  higher  rates.  At  a  later 
stage  of  this  paper  more'  must  be  said  of  the  work  which  the  French 
railways  have  clone,  and  reasons  will  be  given  to  show  that  the  French 
private  companies  have  served  their  public  at  least  as  well  as  the 
Prussian  State  railways  have  served  theirs.  But  it  belongs  here  to 
deal  with  the  history  and  the  results  of  the  nationalization  of  the 
Western  Railway  eight  years  ago. 

For  more  than  30  years  the  French  Government  have  owned  and 
worked  a  system  of  lines  in  the  central  west  of  France.  This  system 
was  not  inconsiderable  in  mileage  (1,844  miles),  but  its  district  was 
purely  agricidtural  and  its  traffic  scant.  It  only  reached  Paris  over 
the  lines  of  the  private  companies,  and  even  when  it  served  important 
towns  such  as  Nantes  and  Bordeaux,  it  only  served  them  by  inferior 
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routes.  The  financial  results  were  very  unsatisfactory — the  operating 
ratio  over  a  series  of  years  ranged  between  72  and  83  per  cent — but 
in  some  respects,  as,  for  instance,  admitting  third-class  passengers  on 
all  express  trains,  it  gave  to  the  public  advantages  which  the  private 
companies  did  not  give. 

Among  the  great  companies  much  the  weakest  financially  Avas  the 
western.  A  large  portion  of  its  mileage  was  in  Brittany,  one  of  the 
poorest  districts  of  the  country.  It  did  serve  the  town  of  Rouen  and 
the  very  important  port  of  Havre,  but  the  canalization  of  the  Seine 
diverted  from  the  railway  a  large  proportion  of  the  valuable  merchan- 
dise traffic  between  Havre  and  Paris.  The  French  Government  guar- 
antees the  dividend  on  the  shares  of  all  the  French  railway  com- 
panies, and  year  after  year  the  French  Government  had  to  find  a 
considerable  portion  of  the  dividend  to  the  western  shareholders.^ 

Further,  large  new  capital  expenditure  was  needed,  especially  to 
cope  with  the  enormous  passenger  traffic  of  the  company  in  the  sub- 
urbs of  Paris.  How  hea.vj  that  traffic  is  anybody  who  remembers 
the  St.  Lazare  station  in  Paris  Avill  know.  The  necessarj'  capital 
could  not  be  raised  without  Government  approval ;  and  Government 
approval,  owing  to  strong  parliamentary  opposition,  could  not  be 
obtained.  Meanwhile  the  service  was  going  from  bad  to  worse,  and 
the  equipment  was  on  its  last  legs.  Something  had  to  be  done.  Once 
more  the  knot  that  could  not  be  untied  was  cut.  And  as  from  Jan- 
uary 1,  1909,  the  Government  exercised  its  rights  under  the  conces- 
sion, and  took  over  the  railway,  continuing  to  pay  the  guaranteed 
dividend  to  the  shareholders  in  the  form  of  an  annuity  running  till 
the  termination  of  the  concession. 

The  political  history  of  the  transfer  is  distinctly  interesting. 
The  employees  on  the  railway  itself  were  unanimously  in  its  favor. 
And,  as  subsequent  experience  proves,  with  good  reason.  And  the 
whole  strength  of  the  Socialist  Party  and  of  socialist  sentiment  was 
thrown  on  the  same  side.  A  majority  was  secured  for  the  bill  in 
both  houses,  though  a  large  majority  of  the  representatives  of  the 
districts  served  by  the  railway  voted  against  it.  The  bill  passed 
the  Chamber  in  December,  1906.  But  it  was  hung  up  in  the  Senate 
for  18  months  till  June,  1908,  and  finally  only  passed  by  a  ma- 
jority of  3  votes,  after  M.  Clemenceau,  who  was  prime  minister 
at  the  time,  had  given  it  to  be  understood  that  unless  the  bill  was 
passed  he  would  resign.  And  much  as  the  majority  of  the  Senate 
disliked  nationalization,  at  the  moment  they  disliked  the  resigna- 
tion of  M.  Clemenceau  even  more.  It  may  further  be  added  that 
according  to  the  French  custom  the  opinion  of  all  the  cham- 
bers of  commerce  in  the  country,  which  are  statutory  bodies,  was 
invited  on  the  measure,  and  that  not  one  single  town  of  more  than 
third-rate  importance  rej^orted  in  its  fa^-or. 

^  It  should  be  noted  that  only  10  per  cent  of  the  total  French  railway  capital  is  in  the 
form  of  shares  ;  90  per  cent  is  in  the  form  of  bonds  which  practically,  though  not  formally, 
are  guaranteed  by  the  French  Government.  The  dividend  on  the  shares,  therefore,  though 
large  in  percentage — it  ranges  from  7  per  cent  on  the  Western  and  the  Eastern,  and  10 
or  11  per  cent  on  three  of. the  other  companies,  to  13  per  cent  on  the  Northern — is  not 
very  large  in  total  amount.  Broadly  speaking,  the  companies  other  than  the  Western 
more  or  less  earn  their  dividends  in  normal  times  without  State  help. 
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EXPERIENCE  OF  STATE  OPERATION   IN  TRANCE. 

Here  in  broad  outline  is  the  story  of  the  result  of  the  transfer.^ 
In  the  five  years,  1904-1908,  before  the  transfer  the  gross  receipts 
rose  steadily  from  $37,084,000  to  $42,145,000.  In  the  five  subse- 
quent years,  1909-1913  (the  war  upset  entirely  the  figures  for  1914), 
the  gross  receipts  rose  from  $42,333,000  to  $48,701,000,  a  slightly 
greater  rate  of  increase.  In  the  five  years  before  the  transfer  the  op- 
erating expenses  rose  from  $20,796,000  to  $28,388,000,  this  last  figure 
being  unduly  inflated  by  the  fact  that  from  the  date  the  chamber 
voted  the  acquisition  of  the  railway  the  staff  became  entirely  de- 
moralized. The  first  year  after  the  acquisition  the  operating  ex- 
penses were  $30,304,000.  The  next  year  they  were  $34,921,000,  and 
the  year  after  $39,454,000.  In  1912  they  had  reached  $41,800,000, 
and  for  1913  they  fell  back  to  $41,478,000.  In  other  words,  to  earn 
a  net  revenue  increased  by  31  per  cent  the  operating  expenses  in- 
creased by  100  per  cent.  The  net  revenue  was  never  below  $13,- 
757,000  in  the  worst  year  of  company  rule.  It  fell  to  $5,352,000 
after  the  Government  had  been  in  possession  four  years.  The 
operating  ratio,  which  had  risen  from  56.4  to  67.8  under  the  com- 
pany, was  for  the  next  five  years  as  follows:  72.7,  79.9^  87,  89.4, 
and  85.2.  It  is  fair  here  to  make  a  qualification.  The  operating 
ratio  had  gone  up  on  all  the  French  railways  between  the  two 
periods.  It  averaged  50.3  for  the  other  five  great  companies  for  the 
years  1905  and  1906,  and  58.4  for  the  two  years  1912  and  1913.  But 
a  rise  from  50.3  to  58.4  is  one  thing ;  a  rise  from  56.4  to  89.4  is  quite 
another. 

A  main  argument  used  in  Parliament  in  favor  of  transfer  from 
the  company  to  the  State  was  that  the  company  never  did,  and  never 
could,  earn  its  guaranteed  dividend  in  full,  still  less  the  extra  divi- 
dend which  it  would  be  entitled  to  if  earned;  that  the  company  was 
accordingly  a  mere  caretaker  and  not  interested  in  financial  results, 
and  did  not  operate,  and  could  not  be  expected  to  operate  with 
economy.  The  State  on  the  other  hand  would  have  a  direct  interest 
in  operating  economically.  That  was  the  argument.  Here  are  the 
facts:  During  the  last  10  years  of  company  management,  the  State 
had  to  pay  an  average  of  $2,894,280  a  year  to  meet  its  liability  under 
the  guaranty  to  make  up  the  deficiency  in  net  operating  income. 
During  the  first  3  years  after  the  transfer,  the  sums  it  had  to  find 
under  the  same  head  were  $6,753,320,  $8,875,792,  and  $14,934,484, 
respectively.    For  the  year  1913,  the  figure  was  $14,752,237. 

Nor  do  these  deplorable  financial  results  tell  the  whole  story.  The 
service  to  the  public  was  absolutely  demoralized.  There  were  several 
very  serious  and  numerous  smaller  accidents,  and  the  staff  and  the 
public  got  so  frightened  that  the  express  trains  on  the  main  line, 
alreadjr  the  slowest  in  France,  were  decelerated  down  to  a  timing 

1  The  figures  given  above  are  from  official  sources.  The  story  Is  mainly  taken  £rom  an 
article  by  Pierre-Leroy-BeauUeu,  himself  a  Deputy,  in  "  The  State  in  relation  to  rail- 
ways." (P.  S.  King  &  Co.,  London,  1912.)  See  also  Colson  in  "  Revue  Politique  et  Parle- 
meutaire  "  for  November,  1910 ;  December,  1911 ;  May,  1913  ;  and  May,  1914.  The  rail- 
way newspapers  all  over  the  world  were  full  of  the  story  in  1909  and  subsequent  years. 

M.  Colson,  an  engineer  by  training,  was  formerly  head  of  the  railway  department  of 
the  ministry  of  public  works,  and  is  now  president  of  the  section  of  the  council  of  State 
(a  body  partly  executive  and  partly  judicial),  which  deals  with  all  questions  concerning 
transport  by  rail  or  road  or  water.  His  book.  Transports  et  Tarlfs,  is  a  recognized 
classic   on  Its  subject. 
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that  had  been  abandoned  as  inadequate  in  1896.  In  addition,  a  num- 
ber of  trains  were  suppressed  altogether.  Punctuality  went  to  the 
winds.  Commuters  on  the  system  in  the  suburbs  of  Paris  were  com- 
pelled by  their  employers  to  live  elsewhere  because  of  the  unpunctu- 
ality  of  their  arrival  at  their  work.  As  for  the  service  in  general, 
one  figure  will  suifice.  Compensation  for  accidents,  loss  and  dam- 
age, averaged  some  $400,000  or  $500,000  a  year  in  the  last  days  of  the 
company.  In  1911,  the  figure  was  $2,045,291.  The  minister  of  pub- 
lic works  himself  publicly  criticized  the  State  administration  as  "  a 
frightful  fraud."  And  the  Senate  passed  unanimously  a  resolution 
beginning:  "The  deplorable  situation  of  the  State  system,  the  inse- 
curity and  irregularity  of  its  workings  " — 

M.  Leroy-Beaulieu  gives  the  reasons  for  the  "  deplorable  situation  " 
as  follows: 

In  the  first  place,  it  is  the  abuse  of  formalism  and  red  tape,  with  all  the 
delays  which  follow  and  which  are  directly  in  conflict  with  commercial  needs. 
In  the  second  place,  it  is  the  lack  of  stability;  The  director  and  all  the  chiefs 
of  the  service  change  at  the  will  of  the  ministers,  whilst  in  the  private  companies 
the  higher  personnel  is  maintained  a  long  time,  fulfilling  the  same  functions. 
It  is  next  the  political  influence  which  enters  into  the  choice  and  advancement 
of  the  personnel.  It  is,  lastly,  the  lack  of  discipline  which  also  results  from 
the  political  influence  at  work.  From  the  electoral  point  of  view,  the  lower 
staff,  being  much  more  numerous,  will  always  have  much  more  power  than  the 
superior  staff.  It  is  always  on  the  side  of  the  former  that  many  deputies  will 
be  systematically  ranged.  Above  all,  it  is  impossible  to  be  at  once  controller  and 
controlled.  If  one  of  the  great  French  companies  under  private  management 
renders  poor  service,  the  public  opinion  is  not  slow  to  move  the  public  power, 
and  as  this  has  the  means  to  bring  pressure  indirectly  but  in  many  ways  upon 
the  companies,  they  are  led  to  reform.  On  the  contrary,  when  complaints  are 
made  against  the  State  itself,  the  administration,  irresponsible,  does  not  listen. 
Rather,  it  seems  indignant  that  particular  individuals  or  even  large  associ- 
ations should  dare  to  find  that  all  Is  not  perfect.  "  I  have  not  seen  without  a 
certain  astonishment,"  said  the  minister  of  public  works  in  the  chamber,  "  the 
chambers  of  commerce  criticize  the  actions  of  the  State  in  its  (their)  reports 
npon  the  railways."  The  same  minister  ha.s  dismissed  an  employee  from  his 
office  who  was  at  the  head  of  a  section  of  a  passenger  line  which  emitted  pro- 
testations against  the  delays  on  the  western  State  service  in  the  Paris  suburbs. 
When  the  miniser  was  reproached  in  the  Senate,  he  declared  himself  ready  to 
do  the  same  again.  One  may  see  how  dangerous  to  the  liberty  of  citizens  the 
extension  of  the  industrial  rggime  of  the  State  would  be,  where  the  number  of 
functionaries  would  be  indefinitely  multiplied  and  where  they  would  no  longer 
have  the  right  to  complain. 

From  all  points  of  view,  the  experience  of  State  railways  in  France  is  un- 
favorable, as  was  foreseen  by  all  those  who  had  reflected  upon  the  bad  results 
given  by  the  other  industrial  undertakings  of  the  State,  such  as  the  telephones, 
matches,  and  many  others.  The  State,  above  all  an  elective  administration,  can 
not  be  a  good  commercial  manager.  It  works  expensively,  and  is  powerless  be- 
fore its  employees.  The  experience  which  we  have  recently  gained  has  had  at 
least  one  result.  It  has  provoked  a  very  lively  movement,  not  only  against  the 
repurchase  of  the  railways,  but  against  all  extension  of  State  industry.  This 
result' seems  to  me  fortunate.  I  hope  this  opinion  will  be  maintained,  and  that 
not  only  we,  but  our  neighbors,  may  profit  by  the  lesson  of  these  facts. 

M.  Leroy-Beaulieu  gives  examples  of  what  has  happened  under 
the  various  heads.  "As  for  formalism  and  red  tape,"  on  the  eve  of 
the  handing  over  of  the  railway  to  the  State  there  were  1,526  em- 
ployees in  the  central  ofiice.  Within  three  years  the  number  had  in- 
creased to  2,587.  "  The  single  service  of  the  accountant  general 
was  increased  by  70  persons  directly  after  the  repurchase."  And 
this  was  due  partly  to  political  pressure  and  partly  to  excessive  red 
tape.    For  example,  in  the  Caen  division  the  preparation  of  the  pay 
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sheets  which,  under  the  company  took  9  persons  3  days=27  days 
under  the  State  administration  took  12  persons  6  days=72  days 
"According  to  official  documents,  tliere  are  not  less  than  96  persons 
receiving  a  salary  of  more  than  $1,929.52  in  the  State  system"  as 
against  33  on  the  system  of  a  neighboring  company  of  much  tht 
same  mileage,  but  with  much  higher  receipts.  In  the  five  years 
from  1908  to  1912  ^  the  total  expenditure  increased  $10,573,770,  oJ 
Avhich  $8,412,707  were  for  salaries  and  wages.  In  1908,  out  of  everj 
$19.30  of  receipts,  the  company  paid  $7.24  in  salaries  and  wages 
In  1912  this  figure  was  $9.70.  The  comparative  figure  for  the  five 
great  companies  is  only  $5.70.  In  1910,  per  $192,952  of  receipts,  the 
State  railways  emploj^ed  235  persons,  the  private  companies  174. 

Again,  as  the  result  of  the  great  strike  of  October,  1910,  the  cham- 
ber of  deputies  voted  a  large  all-round  increase  in  the  wages  of  the 
staff.  Naturally,  the  staff  thought  there  were  shorter  cuts  to  in- 
creases of  wages  than  hard  work.  As  a  sample  of  want  of  ordinarj 
business  management  on  the  financial  side,  the  budget  commission 
of  the  chamber  reported  that  it  could  not  draw  up  a  proper  estimate 
for  1912  from  lack  of  the  necessary  accounts.  "  The  statements  ad- 
dressed to  the  budget  commission  by  the  administration  were  mani- 
festly inaccurate.  *  *  *  The  great  part  of  the  statements  of 
receipts  and  expenditure  were  found  to  lack  any  sufficient  justifica- 
tion. Thus,  as  regards  the  expenditure  upon  personnel,  the  tables 
accompanying  the  statement  only  stated  the  numbers  of  workmen 
and  staff  and  the  amount  of  their  salaries  in  round  figures.  *  *  » 
We  wrote  for  further  statements,  more  particularly  the  numbers  of 
the  personnel.  *  *  *  The  minister  replied  (three  years  after  the 
railway  had  been  taken  over)  that  the  enumeration  of  employees 
had  not  yet  been  made.  *  *  *  This  example  suffices  to  show"  the 
trust  that  may  he  placed  in  the  other  parts  of  the  budget  estimate." 
This  is  not  the  opinion  of  an  outside  and  unfavorable  critic.  It  is 
the  report  of  a  committee  of  the  chamber  of  the  same  political  com- 
jDlexion  as  its  predecessor,  which  voted  for  the  purchase,  based  upon 
a  draft  drawn  up  by  a  deputy  well  known  as  an  advocate  of  State 
ownership. 

One  story  given  by  M.  Leroy-Beaulieu  is  so  striking  as  a  sample 
of  the  highest  quality  of  red  tape  that  it  deserves  to  be  given  at 
length.  It  is  from  a  letter  of  a  station  master  read  in  the  Chamber 
of  Deputies: 

In  the  time  of  tbe  Western  Co.  we  station  masters  had  orders  to  use  the 
rolling  stock  as  quickly  as  possible  and  to  send  to  a'  griven  station  all  that  w( 
did  not  ourselves  require.  Under  the  State  all  is  changed.  Every  statior 
master  is  forbidden  to  load  any  wagon  without  the  orders  of  the  distributior 
bureau  of  the  district.  This  bureau  is,  as  is  well  known,  a  new  creation 
specially  designed  for  the  purpose  of  finding  situations  for  so  many  mor( 
bureaucrats.  Recently,  having  received  two  wagons  loaded  with  horses,  accom 
panied  by  an  order  to  send  these  wagons  to  Oaen  after  they  were  unloaded,  ] 
thought  to  do  well  by  loading  in  these  two  wagons  200  sacks  of  grain,  which  hac 
been  waiting  in  the  sheds  for  several  days  to  go  to  Caen.  But,  alas,  I  die 
not  know  the  bureau  of  distribution.  The  next  day  I  saw  my  two  wagons 
return,  and  I  received  at  the  same  time  an  order  to  unload  them.  I  was 
reproved  into  the  bargain  for  excess  of  zeal.  I  had  to  obey  the  order.  Thai 
evening  I  sent  the  wagons  empty  to  Caen.  Next  day  I  received  two  others,  als( 
empty,  in  which  to  load  the  grain. 

'  1912  figures  are  budget  estimates  only. 
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THE  IJESSONS  OF  FOREIGN  EXPERIENCE. 

Such  is  an  outline  history  of  the  introduction  of  State  ownership 
in  the  less  important  half  of  the  railway  Avorld.  What  lessons  has 
it  to  teach  for  the  more  important  half — the  United  States  and  the 
United  Kingdom?  Evidently  in  these  two  countries  it  will  not  be 
suggested  that  State  ownership  is  necessary  for  political  and  mili- 
tary reasons.  The  consciousness  of  political  unity  needs  here  no 
artificial  stimulus.  The  experience  of  England  since  the  present 
war  began  has  sufficiently  demonstrated  that  a  number  of  inde- 
pendent and  often  competing  private  companies  can  be  welded  to- 
gether at  a  moment's  notice  into  a  homogeneous  system  and  oper- 
ated from  the  moment  when  Avar  is  declared,  with  absolute  success 
as  an  organic  whole,  under  public  control,  on  public  account,  for  the 
public  service. 

Nor  will  it  be  suggested  that  in  these  two  countries  private  enter- 
prise has  fallen  short  of  meeting  the  public  requirements.  On  the 
contrary,  that  England  is  adequately  provided  is  admitted  on  all 
hands.  And  if,  as  is  doubtless  the  case,  the  United  States  still  need, 
and  will  continue ,  to  need,  fresh  railM'ays  built,  past  experience, 
which  shows  that  in  no  other  countries  have  railways  been  pushed 
so  boldly  in  advance  of  population  as  in  the  States,  gives  every  rea- 
son to  suppose  that  private  enterprise  will  be  able  and  willing  to 
provide  them.  And  it  may  be  added  that  the  country  which  comes' 
next  in  this  respect  to  the  United  States — far  in  advance  of  the 
English  colonies  of  Australasia,  with  their  exclusively  State  systems, 
and  of  Russia  or  India,  with  their  immixture  of  State  ownership — is 
Argentina,  also  a  country  wholly  developed,  till  quite  recently,  by 
private  companies. 

Railway  history  conclusively  refutes  the  idea  that  State  owner- 
ship promotes  railway  development.  If  we  consider  countries  where 
the  railways  are  already  making  a  reasonable  return  on  the  capital, 
what  do  we  find?  Belgium  has  notoriously  failed  to  keep  its  rail- 
ways abreast  of  its  rapidly  growing  trade.  The  Prussian  Govern- 
ment has  consistently  for  a  generation  past  forced  the  enormous 
coal  and  iron  traffic  of  Lorraine,  Luxemburg,  and  Westphalia  on 
to  the  waterways  by  refusing  to  build  the  new  lines  necessary  to 
cope  with  the  traffic  by  land.  American  shippers  sometimes  com- 
plain of  shortage,  of  equipment.  But  these  complaints  in  times  of 
worst  congestion  are  not  more  bitter  than  those  which  go  up  regu- 
larly every  autumn  from  the  coal  operators  of  the  Ruhr  Revier, 
the  most  important  coal  field  in  Prussia.  In  Australia  the  manage- 
ments of  the  Government  railways  have  boldly  defended  themselves 
in  times  of  bad  congestion  by  claiming  that  the  railways  can  not 
afford  to  keep  sufficient  equipment  to  cope  with  maximum  demand. 
In  the  great  Empire  of  India,  with  a  teeming  population  of  315,000,- 
000  spread  over  an  area  nearly  two-thirds  that  of  the  United  States, 
a  population  which  though  very  poor  is  also  very  industrious,  there 
are  only  some  36,000  miles  of  railway.  That  more  railways  and  im- 
provements of  existing  railways  are  urgently  needed  is  admitted 
on  all  hands.  Nor  is  it  denied  that  they  would  pay  their  way.  But 
the  Government  refuses  to  allow  private  capital  a  free  hand.  A 
private  company  may  build   branches   as  feeders   of  the  existing 
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trunk  lines  on  strictly  regulated  terms.  But  that  is  all.  And  yet  the 
GoA'ernment  itself  can  only  find  a  few  million  pounds  per  annum  for 
a  work  in  which  scores  of  millions  could  be  profitably  employed. 
The  Dominion  of  South  Africa,  with  a  white  population  of  a  million 
and  a  quarter,  has  a  State  railway  system  of  some  8,000  miles.  In 
the  much  newer  territory  of  Khodesia,  alongside,  company  enterprise 
has  already  provided  2,000  miles  of  railway  for  the  service  of  a 
white  population  of  32,000. 

The  reason  is  obvious.  A  railway  company  exists  for  a  single  end. 
If  an  extension  offers  reasonable  prospect  of  financial  success,  and 
if  capital  can  be  raised  on  reasonable  terms,  a  company  will  always 
build  it.  Even  if  success  is  problematical,  ambition  and  the  desire 
to  forestall  a  possible  intruder  will  usually  turn  the  scale  in  favor  of 
a  forward  policy.  But  a  finance  minister  is  in  quite  a  different  posi- 
tion. Calls  upon  him  for  money  come  in  from  a  dozen  different  direc- 
tions. The  army,  the  navy,  education,  irrigation  schemes,  social 
betterment,  and  50  things  more,  all  press  their  rival  claims.  The 
monej'  is  limited.  New  taxes  do  not  conduce  to  popularity.  The 
budget  has  to  be  made  to  balance  and  the  railways  go  short  like  all 
the  other  claimants. 

The  experience  of  the  last  few  years  in  the  United  States  has,  it 
must  be  admitted,  shown  that,  under  present  conditions,  private 
capital  is  not  being  found  in  sufficient  quantity  for  extensions  and 
improvements  which  are  urgently  necessary.  And  it  has  been  argued 
therefore  that  the  state  will  be  compelled  to  come  to  the  rescue  by 
taking  over  the  private  undertakings  bodily.  But  this  is  scarcely 
practical  politics.  To  suppose  that  serious  statesmen  would,  for  this 
reason  only,  decide  on  a  step  so  serious  as  railway  nationalization,  is 
to  suppose  the  impossible.  Taking  over  a  quarter  of  a  million  miles 
of  railway,  with  $16,000,000,000  net  capital  and  over  1,800,000  em- 
ployees, may  be  a  good  thing  or  a  bad  thing ;  but  it  is  undoubtedly  a 
step  the  seriousness  of  which  can  hardly  be  exaggerated.  To  com- 
pare it  in  importance  with  the  alternative  of  allowing  the  existing 
companies  to  raise  their  rates  by  an  average  of  a  mill  per  ton-mile, 
which  would  make  all  the  difference  between  poverty  and  affluence, 
would  be  almost  farcical. 

The  argument  for  state  ownership  in  the  United  States  or  the 
United  Kingdom  can  therefore  be  based  only  on  the  claim  that  the 
substitution  of  Government  for  private  ownership  of  the  existing 
lines  would,  on  the  whole,  secure  better  public  service.  A  dis- 
tinguished English  authority.  Sir  George  Gibb,  has,  in  fact,  put 
the  question  precisely  on  these  lines.  He  has  contended  that,  in 
Anglo-Saxon  countries  at  least,  it  was  entirely  right  that  the  con- 
struction and  development  of  the  railway  system  should  be  left  to 
private  enterprise.  Private  enterprise  is,  he  thinks,  bolder;  com- 
panies are  more  flexible,  more  ready  to  take  risks,  and  to  try  experi- 
ments in  new  methods  than  any  state  organization  could  be.  More- 
over— and  the  importance  of  the  point  will  not  be  lost  on  anyone 
who  remembers  that  the  bulk  of  the  American  railways  have  at  one 
time  or  other  passed  through  a  receiver's  hands,  and  that  some  40 
per  cent  of  their  share  capital  receives  no  dividend — if  a  company 
improvidently  or  unwisely  invests  its  capital  in  a  nonpaving  propo- 
sition, while  private  indiAdduals  lose  their  money,  the  public  is  unin- 

inrp.rl_      (^nnif.n.l   Vinrrnwprl   nn   r»-pprlif   r^-f  flio  cfofa   io   o    T^zn.wio-r.r^^+  'UiTf»_ 
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den  on  the  country  as  a  whole,  whether  or  no  it  earns  any  net  revenue 
to  pay  the  interest.  On  the  other  hand,  once  the  system  is  created  and 
substantially  finished,  Sir  George  Gibb,  in  the  pajper  referred  to,  con- 
sidered it  an  open  question  whether  state  or  private  ownership  and 
management  should  be  preferred. 

COST  OF  RAISING  CAPITAL. 

It  is  this  question  therefore  that  we  have  now  to  consider.  It  is 
commonly  claimed,  as  one  of  the  advantages  on  the  side  of  the  State, 
that  it  can  raise  capital  more  cheaply  than  any  private  company. 
And  the  claim  is  not  without  substance.  But  the  advantage  is  not 
great.  The  market  value  of  United  States  bonds  can  not  be  com- 
pared with  that  of  first-class  railway  mortgage  bonds,  because  of  the 
fictitious  value  attached  to  the  former  for  bankers'  purposes.  But  in 
England  over  a  series  of  years — though  here,  too,  consols  have  to 
some  extent  had  an  artificial  value — the  interest  on  first-class  railway 
debentures  has  averaged,  perhaps,  half  of  1  per  cent  above  the  in- 
terest obtainable  on  Government  obligations.  At  the  moment  of 
writing,  while  the  English  Government  is  borrowing  on  short-term 
bonds  at  the  rate  of  6  per  cent,  first-class  railway  debentures  are  still 
selling  on  the  basis  of  less  than  5  per  cent  yield.  And  it  is  only  the 
first-charge  securities  of  railway  companies  which  can  fairly  be  com- 
pared'with  the  Government  stocks,  for  the  income  return  on  junior 
securities,  more  especially  common  stock,  includes  a  more  or  less  con- 
siderable allowance  for  insurance  against  risk.  Averaging  the  return 
on  all  capital  invested  in  a  successful  private  company,  it  would  un- 
doubtedly be  considerably  higher  than  the  return  paid  to  the  pur- 
chasers of  an  equal  amount  of  Governmeht  railway  stock.  But  the 
Government  stock  would  unquestionably  include  a  considerable 
amount  of  capital  spent  on  railways  not  producing  any,  or  only  an 
inadequate,  income,  which  capital,  as  has  already  been  said,  would 
liave  been  in  the  case  of  a  private  company  either  written  down  in 
market  valuation  or,  it  may  be,  written  off  entirely. 

ECONOMY  IN   USE  OF  CAPITAL. 

Further,  though  a  saving  of  perhaps  half  of  1  per  cent  in  interest 
is  not  unimportant  when  the  capital  is  reckoned  in  billions  of  dol- 
lars, it  may  be  more  than  compensated  for  by  a  greater  propor- 
tional increase  in  the  capital  itself.  Is  this  likely  to  be  the  case? 
tt  is  certainly  the  common  belief  of  ninety-nine  business  men  out 
)f  a  hundred,  both  in  America  and  in  England,  that  the  Govern- 
ment gets  less  value  for  its  money  than  a  private  trader.  So  far 
IS  it  is  possible  to  compare  one  country  as  a  whole  with  another, 
it  certainly  looks  as  if  this  belief  were  justified  in  railway  experi- 
ence. The  railroads  of  the  United  States  were  capitalized  in  1915 
(deducting  intercorporate  ownership)  at  $66,447  per  mile.  The 
State  railroads  of  New  South  Wales  and  Victoria  were  capitalized 
it  $77,253  and  $65,774  per  mile,  respectively.^    It  must  be  admitted 

^'The  cost  per  mile  of  the  railways  in  the  other  Australasian  colonies,  and  also  In  the 
-ipe  of  Good  Ilope,  is  much  lower  than  in  New  South  Wales  and  Victoria.  But  they  aM 
I",  with  one  partial  exception,  narrow-gauge  lines,  and  can  not  be  compared  with  the 
Imerican  railroads.  The  cost  of  the  Canadian  private  roads  is  very  much  the  same  as 
1e  American  average.  The  cost  of  the  National  Transcontinental  railway  recently  con- 
jucted  by  the  Canadian  Government  was  estimated  to  be  $39,083.  It  has  actually  cost 
(99,000. 
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that  the  Australian  roads,  whose  construction  engineers  had  be( 
brouglit  up  to  regard  England  standards  as  universally  applicab] 
are  more  substantially  and  expensively  built  than  many  of  the  wes 
crn  roads  of  the  United  States.  On 'the  other  hand,  the  Americs 
figure  includes  the  trunk-line  railroads  of  the  East,  with  a  standai 
of  construction  and  a  mass  of  equipment  to  which  the  Australia 
roads  can  offer  no  analogy.  On  the  whole,  it  is  safe  to  say  tv 
things.  If  an  experienced  railway  man  came  to  America  for  tl 
first  time,  and  made  an  exhaustive  examination  of  the  United  Stat 
railroads,  he  would  marvel  when  told  that  so  magnificent  a  machii 
had  been  built  up  at  a  capital  cost  of  only  $66,447  per  mile.  If.  s 
English  or  an  American  business  man,  fortified  by  the  expert 
opinion,  were  asked  whether  he  thought  his  own  Government  cou] 
have  carried  out  the  work  as  cheaply,  it  is  equally  certain  what  h 
answer  would  be. 

Summing  up,  then,  the  subject  of  capital  cost,  it  would  appes 
that  whereas  on  the  one  hand  the  State  can  obtain  its  capital  som 
what  cheaper,  on  the  other  hand  private  enterprise  makes  eac 
dollar  of  capital  go  further.  And  the  advantage  and  the  disa( 
vantage  may  fairly  be  set  off,  the  one  against  the  other. 

QUALITT  AND  COST  OF  SERVICE. 

The  vital  question,  however,  is  not  concerned  with  construction  an 
capital  cost,  but  with  the  day-to-day  working  of  the  actual  existin 
system.  Will  the  public  on  the  whole  get  better  services  or  low( 
rates,  or  possibly  both  these  advantages?  On  this  question  there  is 
mass  of  accumulated  information  that  may  help  to  an  answer.  Bi 
the  difficulty  of  making  a  fair  comparison  between  one  country  an 
another  is  exceedingly  great.  National  customs  differ  widely.  1 
give  one  striking  instance.  The  average  American  railway  chargi 
its  passengers  2  cents  a  mile,  and  admittedly  makes  no  profit.  Tl 
East  Indian  Eailwaj^  charges  4  mills,  and  makes  a  handsome  profi 
because  the  Bengali  ryot  is  content  to  travel  under  conditions  of  spee 
and  accommodation  and  convenient  frequency  of  service  which  imp] 
reductions  in  operating  costs  more  than  counterbalancing  the  fivefol 
reduction  of  charge.  And  even  the  4  mills  rate  is  a  much  larger  ta 
on  the  income  of  the  ryot  than  the  2-cent  rate  is  upon  that  of  tl 
American  laborer,  etc.  What  shall  be  said  ?  Would  it  be  reasonab' 
to  say  that,  all  things  considered,  the  passenger  fares  in  America  ai 
really  lower  than  those  in  Bengal,  in  spite  of  the  fact  that  in  Bengi 
a  man  can  travel  5  miles  at  the  price  of  1  mile  in  the  States?  Mu 
it  not  be  acknowledged  that,  where  conditions  are  so  absolutely  diffe 
ent,  one  can  not  really  compare  but  can  only  contrast? 

If  comparisons  are  to  be  of  value  they  must  be  made  where  co] 
ditions  are,  if  not  similar — that  we  shall  never  find — at  least  as  sim 
lar  as  may  be.  This  much  seems  clear.  Given  two  countries  in  whic 
the  standard  of  living  and  the  purchasing  power  of  money  are  sul 
stantially  the  same,  and  where  the  quality  of  railway  service  is  sul 
stantially  the  same  also,  the  country  in  which  the  rates  charged  a: 
the  lower  is  the  country  best  served  by  its  railways.  If  a  countr 
where  the  purchasing  power  of  money  is  low,  obtains  the  same  qualii 
of  service  at  a  substantially  lower  rate  than  is  charged  in  countri 
where  the  iDurchasine-  Dower  of  monev  is  hiffh.  where,  in  other  worr^ 
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ordinary  commodities  are  cheap,  then  surely  that  country  has  an  ex- 
ceptionally efficient  railway  service.  Tried-  by  this  test,  how  does  the 
United  States  stand? 

It  is  a  matter  of  common  knowledge  that  the  freight  rates  of  the 
United  States  are  out  and  away  lower  than  those  of  any  country 
with  which  comparison  can  reasonably  be  made.  The  figures  of  the 
average  receipts  per  ton-mile  for  Germany  and  France  are  neasly 
double  those  for  America,  1.37  and  1.30  per  ton-mile,  respectively, 
as  against  0.738  cents.^  And  all  the  other  countries  of  western 
Europe,  except  Belgium,  are  higher  than  France.  The  Belgian  rat<4 
is  1.13  cents.  As  we  get  toward  the  east,  rates  fall.  In  Kussia  the 
average  is  0.94,  in  Japan  0.87,  and  finally  in  India,  it  gets  down  to 
0.74  cent,  which  is  practically  the  same  as  the  American  figure. 

The  reason  why  oriental  rates  are  low  is  obvious.  Eoughly,  half 
the  cost  of  railway  operation  is  direct  labor  cost.  And  in  Japan  a 
railway  employee  earns  a  dime,  and  in  India  a  nickel,  where  in 
America  he  earns  a  dollar.  Why,  then,  are  not  the  rates  still  lower? 
Because  it  needs  many  orientals  to  do  the  work  of  one  American, 
with  his  efficient  methods  and  his  labor-saving  appliances.  To  give 
one  instance,  railway  embankments  in  India  were  till  quite  recently, 
and  probably  are  still,  constructed  by  gangs  of  coolies  running  to 
and  Jro  with  small  baskets  of  earth  upon  their  heads. 

But  let  us  leave  India  aside.  Once  more  it  is  a  contrast  and  not 
a  comparison.  Confining  ourselves  to  Europe,  we  may  say  broadly 
that  it  costs  as  much  to  move  a  ton  1  mile  in  Europe  as  to  move  it 
2  miles  in  America.  And  when  all  allowances  have  been  made  for 
circumstances  tending  to  make  European  business  more  expensive  to 
handle — :short  hauls,  more  diversified  loads,  higher  cost  of  coal,  etc.— 
the  100  per  cent  difference  in  rate  is  so  great  that  it  seems  impossible 
to  doubt  that  a  large  part  of  it  must  be  due  to  the  greater  effiiciency 
of  the  American  railway. 

PRUSSIA  COMPARED  WITH  UNITED  STATES. 

The  European  country  where  the  traffic  conditions  most  nearly 
approach  those  of  America  is  undoubtedly  Prussia.  In  the  years 
since  1880,  by  which  time  the  railways  had  mostly  been  taken  over 
by  the  State,  the  Prussian  population  has  increased  some  60  per  cent 
and  the  urban  population  in  a  still  higher  ratio.  The  output  of 
German,  mainly  Prussian,  coal  has  grown  from  under  60,000,000  to 
over  250,000,000  tons,  and  of  steel  from  under  1,000,000  to  over 
17,000,000  tons.  And  Prussia  is,  by  universal  consent,  the  country 
where  State  management  is  at  its  best. 

Let  us  take  the  claim  of  a  panegyrist  of  the  Prussian  system  and 
see  how  it  compares  with  American  achievement.  In  a  paper  read 
at  the  Eoyal  Economic  Society  Congress  in  London,  in  1911  ^^^  Prof. 
Schumacher,  of  Bonn,  gave  two  instances  of  the  accomplishments 

'English  figures  are  often  given  in  international  comparisons,  but  tlney  are  pure  guesses. 
And  how  far  the  guesses  are  wide  of  the  actual  facts  no  man  can  say,  for  English  rail- 
ways, with  one  exception,  do  not  publish,  or  even  compile,  ton-mile  and  passenger-mile 
statistics.  One  company,  the  North  Eastern,  does  compile  these  Hfcures,  and  used  to  pub- 
lish them,  but  has  ceased  to  do  so  in  recent  years.  Even  if  the  recent  North  Eastern 
flsures  were  available,  it  would  be  quite  impossible  to  say  how  tar  they  are  typical  of  the 
English  railways  as  a  whole.  The  present  writer's  guess  is  that  they  are  not  typical, 
because,  for  one  reason,  the  preponderating  traffic,  which  is  in  coal,  is  carried  for  un- 
usually short  distances  and  therefore  at  unusually  hicrh  rates. 

"The  State  in  Relation  to  Railways,  London,  P.  S.  King,  1912. 
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of  the  Prussian  railways :  "  In  the  case  of  goods  sent  in  bulk,  th 
freight  for  long  distances  is  as  low  as  0.8  pfennig  per  ton-kilometer. 
This  is,  roughly,  0.35  cent  per  ton-mile,  which  is  very  far  from  bein 
a  startlingly  low  rate  in  America,  seeing  that  the  average  rate  fo 
coal  last  year  on  the  Chesapeake  &  Ohio  Railroad  was  only  0.30 
cent,  while  for  all  traffic — high  class  as  well  as  bulk  freight,  shoi 
distance  as  well  as  long  distance — it  was  only  0.38  cent  per  ton  pe 
mile. 

Prof.  Schumacher  says,  further,  that  "  the  receipts  amounted  i; 
1880  and  1909  to  4.14  and  3.54  pfennigs  per  ton-kilometer,  respec 
tively  (1.65  and  1.41  cents  per  ton-mile).  They  have  therefor 
been  reduced  by  about  15  per  cent."  The  corresponding  receipt 
per  ton-mile  for  the  American  railways  were,  in  1882— -the  firs 
year  for  which  adequate  figures  are  available — 1.236  cents;  in  190£ 
0.763  cent.  In  other  words,  the  American  ton-mile  rate  starte( 
at  the  beginning  of  the  period  25  per  cent  below  the  Prussian  rate 
and  it  fell  in  the  course  of  the  29  years  not  15  per  cent,  but  nearl; 
40  per  cent.  At  the  end  of  the  period  the  American  rate  was  no 
much  more  than  half  the  Prussian  rate — 0.763  cent  compared  witl 
1.41.  There  are  many  elements,  doubtless,  responsible  for  so  strik 
ing  a  diiference.  But,  when  all  have  been  taken  into  account,  i 
railway  expert  is  bound  to  come  to  the  conclusion  that  the  mail 
element  is  relative  operating  efficiency.  To  discuss  this  subject  heri 
at  length  is  impossible.  Bupt  one  point  may  be  taken — the  incom 
parable  cheapness  of  American  carriage  is  primarily  due  to  thi 
employment  of  the  largest  possible  units  of  carload  and  trainload 
Less  than  30  years  ago  8-ton  coal  cars  could  still  be  seen  in  Jerse^ 
City.  Since  then  the  size  of  the  car  has  been  increased  to  30  tons 
50  tons,  and  now  70  tons  and  90  tons.  Prussia,  not  being  hampere( 
like  England  with  high  platforms  and  innumerable  tunnels  limitinj 
the  loading  gauge,  might  well  have  followed  the  American  example 
But  she  has  clung  to  the  old  four-wheeled  cars,  with  an  averag 
capacity  of  less  than  15  tons,  with  the  result  that,  while  the  averag 
American  freight  train  has  reached  500  tons,  the  Prussian  load  i; 
246  tons,  or  less  than  half,  the  American.^  And,  to  redress  thi 
balance,  the  American  freight  rate  per  ton-mile  is  half  the  Prus 
sian,  spite  of  the  fact  that  Prussian  railways  pay  practically  no  taxe 
and  that  American  wages  are  double  those  in  Prussia. 

It  may  be  added  that  the  progressive  reduction  of  rates,  of  whicl 
Prof.  Schumacher  speaks,  had  in  fact  ceased  long  before  1908 
M.  Colson  Avrites :  "  The  Germans  no  longer  make  any  serious  freight 
rate  reductions.  Within  the  last  10  years  the  average  rate  per  ton 
kilometer  has  oscillated  between  4.41  centimes  and  4.36  centimes  pe: 
ton-kilometer  (1.37  cents  and  1.34  cents  per  ton-mile),  according  t 
the  composition  of  the  traffic.  During  the  same  period  the  averag 
rate  in  France  has  fallen  from  4.71  centimes  in  1901-2  to  4.19  in  191: 
(1.45  to'  1.3  cents  per  ton-mile),  a  reduction  of  11  per  cent."  On  th 
other  hand,  he  adds  that  "  between  1905  and  1911  the  average  pas 
senger  fare  fell  in  Germany  from  3.22  to  2.94  centimes  per  Idlomete 
(0.99  to  0.902  cents  per  mile,  nearly  9  per  cent),  while  in  France  i 

^  When  the  American  rate  was  1,236  cents  per  ton-mile  the  train  load  was  only  12 
tons.  It  is  mainly  the  increase  of  the  train  load  to  500  tons  and  the  consequent  increas 
ot  the  train-mile  revenue  to  $.3.74,  spite  of  a  40  per  cent  drop  in  the  average  ton-mi' 
rate,  which  has  made  the  modern  American  rate  of  0.738  cent  possible. 
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only  fell  from  3.69  to  3.50  centimes  "  (1.13  to  1.08  cents  per  mile,  just 
5  per  cent).^  It  may  be  added  further  that  even  the  15  per  cent 
reduction,  of  Avhich  Prof.  Schumacher  speaks  with  pride,  is  largely 
due  not  to  reduction  in  individual  rates  but  to  the  increased  propor- 
tion of  the  -whole  traffic,  which  consists  of  coal,  iron  ore,  and  other 
raw  materials  taking  the  lowest  rates. 

PRUSSIA  COMPARED  WITH  FRA^•CE. 

But  it  is  perhaps  scarcely  fair  to  compare  Prussian  railways  with 
those  of  America.  After  the  battle  of  Salamis  Themistocles  received 
by  the  vote  of  the  Greek  generals  the  first  prize  for  valor,  for, 
though  each  general  considered  that  he  himself  was  entitled  to  the 
first  place,  they  all  agreed  that  Themistocles  was  entitled  to  the 
second.  Similarly,  though  the  railway  men  of  other  countries  might 
each  claim  the  first  place  in  efficiency  for  themselves^  there  can  be 
little  doubt  that  they  would  all  agree  in  giving  their  second  vote  to 
the  United  States.  The  railway  service  in  America  has  attracted 
perhaps  the  best  brains  of  the  country.  In  Germany  military,  naval, 
and  diplomatic  careers,  and  even  professorships  in  the  universities, 
offer  higher  inducements  to  their  brightest  men. 

German  railways,  however,  may  be  fairly  compared  with  those  of 
France,  where  Government  service  has  a  similar  prestige.  M.  Colson 
has  on  numerous  occasions  compared  the  efficiency  of  operation  of  the 
two  countries.  The  comparison  which  he  makes  is  in  outline  as 
follows :  ^ 

Prussia  occupies  a  position  naturally  more  advantageous  than  France 
from  the  point  of  view  of  economical  operation.  The  country  is  almost 
wholly  flat,  while  most  of  France  is  hilly  and  a  considerable  part 
mountainous.  Coal  is  immensely  cheaper,  and  also  steel.  The  traffic 
density  is  much  higher,  the  number  of  units  of  traffic  (ton-kilometers 
and  passenger-kilometers)  carried  being  more  than  double  in  Prussia, 
though  the  length  of  line  is  only  29,000  as  against  25,000  miles.  Oni 
the  other  hand,  it  is  to  be  admitted  that  the  French  length  of  haul  is 
somewhat  greater.  The  charges  made  for  carriage  are  substantially 
identical  in  the  two  countries.  There  is  a  difference  of  about  3  per 
cent  in  the  average  ton-mile  rate  in  favor  of  Prussia.  But  this  differ- 
ence is  very  much  more  than  explained  by  the  much  larger  propor- 
tion in  Russia  of  coal,  iron  ore,  and  other  bulk  freight  carried  at  the 
lowest  rates.  Taken  separately,  the  average  rate  per  kilometer  for 
coal  in  1905  was  3.10  centimes  (0.96  cent  per  ton-mile)  in  France  and 
3.16  centimes  (0.98  cent  per  ton-mile)  in  Prussia.  For  all  other 
freight  it  was  5.07  (1.57  cents  per  ton-mile)  in  Prussia  against  5 
centimes  (1.55  cents  per  ton-mile)  in  France.  But  when  the  two  came 
to  be  added  together,  the  total  result  was  4.30  centimes  (1.34  cents 
per  ton-mile)  in  Prussia  and  4.52  (1.40  cents  per  ton-mile)  in  France. 
In  the  case  of  passenger  traffic,  M.  Colson  admits  that  the  average 
rate  is  12  per  cent  higher  in  France.  But  he  points  out  that  30  per 
cent  of  the  Prussian  passengers  are  carried  in  fourth-class  carriages, 
in  which  to  a  very  large  extent  there  are  no  seats,  a  class  of  accom- 

J  Revue  Politique  et  Parlementaire,  May,  ]91.3. 

r  See  Colson's  articles  in  the  "  Revue  Politique  et  Parlementaire  "  for  May,  1902  ;  May, 
1904;  May,  1906;  May,  1907;  November,  1910;  December,  1911;  May,  3  913;  and  May, 
1914.  See  also  "  Cours  d'Beonomie  Politique,"  Livre  VI,  1907.  The  outline  in  the  text 
IS  mainly  taken  from  "  Cours  d'Economie  Politique." 
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modation  to  which  France  offers  no  parallel.  Further,  a  much  larger 
proportion  of  the  freight  traffic  in  Prussia  is  in  straight  carloads, 
loaded  and  unloaded  by  the  shipper,  services  which  are  usually  in- 
cluded in  the  French  rate.  Wages  in  France  are  at  least  as  high,  it 
not  higher,  than  in  Prussia ;  and,  in  addition  to  the  wages,  the  French 
railways  incur  charges  amounting  to  quite  a  high  percentage  ot  the 
total  wage  bill  for  pensions,  superannuations,  and  other  benevolent 
purposes.  Again,  the  French  railways  are  subject  to  serious  respon- 
sibilities from  which  the  Prussian  state  railways  are  free.  In  both 
countries  there  is  a  legal  limit  of  time  fixed  within  which  traffic  must 
be  delivered  at  destination,  and  if  this  limit  is  exceeded  the  freightei- 
is  entitled  to  damages.  But  in  France  the  period  begins  to  run  from 
the  time  the  freight  is  brought  to  the  railroad ;  in  Prussia,  only  from 
the  time  when  the  railroad  gives  notice  that  a  freight  car  is  ready 
to  receive  it.  The  French  railways  are  required  to  pay  full  com- 
pensation for  loss,  damage,  or  delay. 

In  Prussia  liability  is  legally  limited  to  a  fixed  and  usually  quite 
small  sum,  normally  a  certain  proportion  of  the  freight  charge  paid.^ 

Another  fact  which  should  tend  to  produce  a  lower  operating  ratio 
in  Prussia  than  in  France  is  that  a  larger  proportion  of  the  French 
traffic  is  passengers,  and  passenger  traffic  under  French  and  Ger- 
man conditions  is  unquestionably  less  profitable  than  freight  traffic, 
"From  the  combined  effect  of  all  these  causes,"  writes  M.  Colson, 
"if  the  operating  ratio  in  France  were  10  or  15  per  cent  higher  than 
in  Germany,  it  would  not  imply  inferior  operating  ability.  But,  in 
fact,  the  difference  is  in  the  opposite  direction.  If  our  companies 
worked  as  expensively  as  the  German  State  railways,  they  would 
spend  from  twenty  to  forty  million  dollars  more  than  they  do  per 
annum.''  The  operating  ratios,  as  given  by  M.  Colson.  for  different 
dates  are  as  follows: 


1900 

1910 

1911 

1912 

1913 

Per  cent. 
54 
62 

Percent. 
60 
67 

Per  cent. 
62.5 
65 

Per  cent. 
63 
66 

Per  cent. 
63 

66 

The  difference  has  lessened  in  recent  years.  But  the  explanation 
is  that  since  1909  the  Western  Railway  of  France  has  been  handed 
over  to  the  State,  and  the  operating  ratio  of  this  system  has  gone  up 
to  such  an  extent  (it  was  87  per  cent  in  1911,  according  to  the  official 
figures  used  by  Mr.  Colson — though  M.  Le  Koy  Beaulieu-  makes  it 
to  have  really  been  as  high  as  90  per  cent — and  89  per  cent  in  1913, 
as  compared  with  an  average  of  60  per  cent  for  the  five  years  before 
the  purchase)  as  seriously  to  affect  the  French  average.  Thus,  while 
the  operating  ratio  for  all  the  French  railways  in  1911  was  62.5  per 
cent  as  given  above,  for  the  private  lines  only  it  was  58.5  per  cent. 
So  it  appears  that  the  divergence  of  7  or  8  per  cent  in  the  operating 
ratio  between  the  French  companies  and  the  Prussian  State  railways 

^  A  full  account  of  the  stern  restrictions  with  which  the  liability  of  the  Gorman  State 
Railways  is  fenced  round  will  be  found  in  "  German  v.  British  Railways,"  by  Edwin 
A.  Pratt  (P.  S.  Kins  &  Co..  London,  10071 .  Mr.  Pratt  quotes  a  statement  made  to  him 
by  a  large  German  trader  that,  sooner  than  send  in  claims  which  they  would  have  no 
chance  of  getting  paid,  "  they  had  better  save  the  postage  stamp." 

=  The  state  in  Relation  to  Railways,  p.  55. 
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remains  substantially  the  same  over  a  series  of  years.  And  the  fact 
that  the  expenditure  on  the  Western  of  France  has,  since  that  system 
was  taken  over  by  the  State,  increased  out  of  all  proportion  either  to 
its  own  previous  expenditure  or  to  the  expenditure  still  found  suffi- 
cient on  the  remaining  private  railv^ays  clearly  affords  no  argument 
for  the  economical  management  of  the  Prussian  State. 

NEW    SOUTH    WALES    COMPARED   WITH   TEXAS. 

Let  us  attempt  another  comparison.  To  compare  Australia  as  a 
whole  with  the  United  States  as  a  whole,  though  the  two  areas  are 
very  nearly  the  same,  would  be  unreasonable.  Australia,  with  only 
5,000,000  inhabitants,  has  nothing  comparable  with  the  enormous 
traffic  of  the  North  Atlantic  States.  But  a  comparison  between  New 
South  Wales,  the  oldest  Australian  Colony,  and  Texas  seems  to  be 
fair,  and  is  not  without  interest. 

New  South  Wales,  with  310,000  square  miles,  is  not  dissimilar  in 
area  from  Texas,  with  an  area  of  262,000  square  miles.  But  Texas 
had  a  population  at  the  census  of  1910  of  3,900,000,  while  the  popula- 
tion of  New  South  Wales  was  only  1,650,000.  The  New  South 
Wales  population  is  not  only  smaller,  but  is  increasing  less  rapidly. 
In  the  10  years  1901-1911  it  only  increased  from  1,359,000  to  1,648,- 
000,  or  21  per  cent.  ,  In  the  same  period  the  population  of  Texas  in- 
creased from  3,049,000  to  3,897,000,  or  nearly  28  per  cent.  But  while 
Texas  with  double  the  population  had,  at  the  census  of  1910,  no 
town  of  over  100,000  people,  no  less  than  621,000  of  the  inhabitants 
of  New  South  Wales  lived  in  Sydney  and  its  suburbs.  It  is  safe 
to  say  that  a  chief  cause— if  not  the  chief  cause — of  the  smaller  popu- 
lation of  New  South  Wales,  and  its  concentration  in  and  around 
the  capital,  as  compared  with  the  larger  and  better  distributed  popu- 
lation of  Texas,  is  the  difference  in  the  railway  development  and 
service  of  the  two  countries. 

Texas  has  over  15,000  miles  of  railway  against  4,000  in  New  South 
Wales,  giving  a  mile  of  line  for  every  259  inhabitants  of  Texas,  as 
against  a  mile  of  line  for  every  412  inhabitants  in  New  South  Wales. 
Certainly  the  New  South  Wales  Government  does  not  seem  to  show 
to  great  advantage  as  compared  with  private  companies,  so  far  as 
enterprise  in  opening  up  new  country  is  concerned. 

Now  let  us  see  whether  the  railways  that  have  been  constructed 
in  New  South  Wales  serve  the  public  better  than  the  railways  of 
Texas.  The  average  rate  in  Texas  per  ton-mile  in  1915  was  0.995 
cents,  and  the  average  rate  in  New  South  Wales  for  the  same  year, 
inclusive  of  terminals,  which  the  official  statistics  leave  out  in  their 
ton-mile  calculations,  was  2.20  cents,  or  more  than  double.  It  is  true 
that  the  average  fare  per  passenger  mile  in  New  South  Wales,  where 
it  is  pulled  down  by  the  enormous  commuters'  traffic  of  Sydney, 
was  only  1.15  cents,  as  against  2.42  cents  in  Texas,  or  less  than 
half.  But  no  one  will  suppose  that  low  rates  for  passengers  are  as 
important  to  the  prosperity  of  a  country  as  low  rates  for  goods. 
And,  besides,  whereas-  the  average  passenger  journey  in  Texas  was 
53  miles,  and  in  New  South  Wales  only  14  miles,  the  average  dis- 
tance a  ton  of  freight  was  hauled  was  135  miles  in  Texas,  as  against 
79  in  New  South  Wales. 
100637— FT  12—17 10 
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Comparing  the  work  done  for  the  public  in  the  two  States,  -w 
find  that  in  Texas  7,360,000,000  tons  were  hauled  1  mile;  in  Ne- 
South  Wales  only  917,000,000.  Passengers  hauled  1  mile  were,  o 
the  other  hand,  1,231,000,000  in  New  South  Wales  against  1,007,000 
000  in  Texas.  Putting  the  two  together  we  have  8,367,000,000  traff 
units  (1  ton  or  1  passenger  carried  1  mile)  in  the  year  in  Texa 
against  2,148,000,000  in  New  South  Wales.  In  other  words,  th 
private  railways  of  Texas  performed  for  the  Texan  public  nearl 
four  times  as  much  work  as  the  New  South  Wales  State  railwaj 
performed  for  the  public  of  that  State. 

The  traffic  density  is  very  much  alike  in  the  two  cases :  Five  hui 
dred  and  fifteen  thousand  traffic  units  per  mile  of  line  per  annum  i 
Texas,  530,000  in  New  South  Wales.  The  Texan  railways  have 
considerable  advantage  in  better  gradients  and  longer  hauls,  and  fc 
both  these  reasons  lower  rates  in  Texas  might  naturally  be  expectec 
But  the  difference  is  far  too  great  to  be  explained  on  these  groundi 
Per  unit  of  traffic  carried  the  public  were  charged  in  Texas  1.1 
cents,  in  New  South  Wales  1.60  cents,  nearly  half  as  much  again. 

As  the  result  of  their  high  rates  the  New  South  Wales  railway 
earned  $9,140  per  mile  of  road  per  annum.  As  the  result  of  thei 
low  rates  the  Texan  railways  earned  only  $6,592.  But,  thanks  t 
superior  efficiency  of  management,  the  Texan  railways  spent  muc 
less  to  carry  each  unit  of  traffic.  Per  unit  the  Texan  railways  spen 
0.935  cents;  the  New  South  Wales  railways  spent  1.115  cents.  I 
other  words,  had  the  Texan  railways  operated  as  exjoensively  as  th 
New  South  Wales  railways  they  would  have  had  practically  no  ne 
revenue  at  all. 

One  point  more.  The  Texan  railways  have  had  to  raise  thei 
capital  as  best  they  could  and  could  do  very  well  with  more  of  i' 
Were  they  in  a  position  to  raise  new  capital  on  favorable  terms,  the 
could  doubtless  improve  their  operating  efficiency  still  further.  Th 
New  South  Wales  railways  can  raise,  and  always  have  been  able  t 
raise,  on  the  goverimient  credit  all  the  money  they  need  at  the  lowes 
rate  of  interest.  Will  anyone  deny  that,  even  handicapped  as  the 
are,  the  private  railways  of  Texas  are  giving  to  the  people  of  Texa 
a  more  ample,  a  more  efficient,  and  a  cheaper  service  than  the  Goveri 
ment  of  New  South  Wales  gives  to  its  citizens  ? 

PRIVATE    RAILWAYS    LEAD    IN    INVENTIONS    AND    IMPROVEMENTS. 

To  turn  from  specific  comparison  to  more  general  consideration 
The  fact  has  already  been  mentioned  that,  while  the  American  con 
panies  have  boldly  revolutionized  their  machinery  and  methods  c 
carriage,  the  Prussian  State  has  clung  to  old  machinery  and  ol 
methods.  The  huge  engines  and  freight  cars  used  in  America  to-da 
could  never  have  run  on  the  rails  or  crossed  the  bridges  as  the 
existed  in  1880.  So  the  American  companies  have  laid  ever  heavit 
and  heavier  rails,  and  have  rebuilt  their  bridges,  often  more  tha 
once.  The  Prussian  State  is  content  to  put  forward  as  a  sufficiei 
reason  for  adhering  to  the  old  methods  the  fact  that  track  an 
bridges  are  not  strong  enough  to  carry  the  heavier  equipment. 

This  example  is  typical.  In  all  the  history  of  railway  develo] 
ment,  it  has  been  the  private  companies  that  have  led  the  way ;  tl 
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to  point  to  a  single  important  invention  or  improvement  the  intro- 
duction of  which  the  world  owes  to  a  State  railwaj^^  England 
shares  with  America  the  credit  of  having  invented  the  locomotive. 
England  first  rolled  steel  rails,  but  America  was  not  long  behind. 
England  first  introduced  the  block  system  of  signaling,  while  to 
America  is  mainly  due  the  later  development  of  automatic  appli- 
ances. There  are  two  types  of  power  brakes  on  the  world's  railways. 
The  Westinghouse  brake  was  invented  in  America,  the  vacuum  brake 
in  England.  The  automatic  coupler  is  wholly  American.  So  are 
the  sleeping  car  and  the  dining  car.  Shunting  by  gravity,  which 
accounts  for  a  saving  of  millions  of  dollars  a  year,  was  invented  in 
England,  but  has  been  mainlj^  developed  in  America.  Brunei,  on 
the  Great  Western  of  England,  first  taught  the  world  what  express 
trains  meant.  And  40  years  later  the  English  companies  in  the 
historic  "  Eace  to  Edinburgh  "  in  1888  gave  a  new  interpretation  of 
the  term.  America  promptly  replied  with  the  "  Empire  State  Ex- 
press," and  bettered  the  instruction  with  the  "Atlantic  City  Flyers." 
The  French  companies,  too,  took  up  the  challenge,  and  put  on 
trains  from  Paris  to  Calais,  and  to  the  Belgian,  German,  and  Span- 
ish frontiers  that  could  hold  their  own  with  anything  that  England 
and  America  had  to  show.  And  meanwhile  the  international  ex- 
presses of  Prussia  and  Belgium  jogged  contentedly  behind.  It  is 
true  that  in  these  two  countries  the  track  was  not  fit  for  high  speeds. 
Nor  was  it  at  the  outset  in  France  or  America.  But  it  was  possible 
to  make  it  so — at  least  where  it  was  in  the  hands  of  a  private  com- 
pany. Take  the  latest  problem  of  all,  the  electrification  of  main 
lines  with  dense  traffic.  Electric  working  is  constantly  pushing  out 
from  New  York  and  Philadelphia,  from  London  and  Liverpool  and 
Manchester.  And  meanwhile  the  Prussian  Government  has  carried 
out  some  interesting  and  exhaustive  experiments  on  a  special  track 
at  Zossen. 

Railroading  is  a  progressive  science.  New  ideas  lead  to  new  in- 
ventions, imply  new  plant,  new  methods.  And  this  means  the 
spending  of  much  new  capital  to  be  recouped  by  larger  economies 
later  on.  The  State  official  mistrusts  ideas,  pours  cold  water  on  new 
inventions,  grudges  new  expenditure.  No  one  questions  the  ability 
of  the  German  people.  German  manufacturers,  German  merchants, 
German  bankers,  have  taught  the  business  world  a  good  deal  in 
recent  years.  German  railway  men  have  written  many  books,  some 
of  them  valuable;  but  in  practical  operation  they  have  taught  the 
railway  world  nothing.     Why?     Is  it  because  they  are  State  officials? 

ENGLISH    GOVERNMENT    MANAGEMENT    OF    TELEGRAPHS    AND 

TELEPHONES. 

Certainly  English  experience  of  undertakings  in  the  hands  of 
pubhc  authorities  would  lead  us  to  suppose  so.  English  experience 
Confirms  the  conclusion  of  the  Italian  commission  of  1881  that  "  the 
State  is  more  likely  to  tax  industry  than  to  foster  it."  Fifty  years 
ago  the  English  Government  acquired  the  telegraphs.  Three  official 
estimates  of  the  cost  of  acquisition  were  put  forward.  The  first  was 
for  $11,679,600;  the  second  was  for  $29,199,000,  and  the  third  was 


.   the  Schmitt  locomotive  superheater  might  be   claimed  by  the  German   rail- 
ways as  an  important  improvement  of  which  the  credit  is  theirs. 
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for  $32,848,875.  According  to  the  official  figures  the  capital  account 
was  finally  closed  with  a  total  expenditure  of  $52,887,289.  On  the 
basis  of  the  $29,199,000  capital  cost,  the  post  office  estimated  to 
obtain  an  annual  net  revenue  of  $987,900.  The  fact  had  been  that, 
on  the  average  of  the  last  10  years,  there  has  been  a  loss  of  more 
than  $4,866,500  per  annum. 

The  act  authorizing  the  Government  to  acquire  the  undertakings 
of  the  telegraph  companies  was  passed  in  1868.  In  the  following 
year  a  further  act  was  passed  giving  the  post  office  the  monopoly 
of  the  business.  When  telephones  were  invented-  the  post  office 
did  nothing  to  encourage  their  development.  It  merely  looked  on 
while  private  companies  undertook  the  work.  As  soon  as  it  became 
evident  that  the  thing  was  serious,  the  post  office  took  fright  and 
started  out  to  defend  its  monopoly.  After  long  litigation  the  su- 
preme court  of  appeal  decided  that  a  statute  passed  many  years 
before  telephones  w^re  born,  giving  the  Government  the  monopoly 
of  telegraphs,  extended  to  all  forms  of  electric  communication.  And 
thereupon  the  post  office  proceeded  to  handicap  its  rival  by  imposing 
a  license  fee  of  10  per  cent  on  all  telephone  gross  receipts.  Not 
content  with  this,  it  took  all  the  trunk  lines  into  its  own  hands, 
leaving  the  company  only  the  local  exchanges.  It  reserved  certain 
areas  for  itself,  characteristically  giving  in  these  areas,  except  in 
quite  populous  places,  telephone  service  only  from  8  a.  m.  to  8  p.  m. 
on  week  days;  whereas  all  the  company's  offices  were  open  con- 
tinuously. And  last,  not  least,  it  only  granted  short-term  licenses, 
so  that  the  company  had  difficulty  in  raising  necessary  new  capital. 
Spite  of  all  these  difficulties,  the  company  managed  to  pay  a  fair 
dividend  till  finally  in  1911  the  licenses  expired  and  the  post  office 
took  over  the  whole  business.  It  has  already  succeeded  in  converting 
a  surplus  into  a  substantial  deficit.  And  one  is  keeping  well  within 
the  facts  to  say  that  so  far  the  service  to  the  public  has  not  improved. 

The  English  post  office  has  made  yet  another,  though  less  im- 
portant, effort  in  the  direction  of  "taxing  industry  rather  than 
fostering  it."  It  had  been  urged  for  many  years  to  establish  a  special 
delivery  service  for  letters,  and  had  steadily  refused,  alleging  that 
there  was  no  substantial  public  demand.  Some  25  years  ago,  an 
enterprising  company  started  in  London  a  district  messenger  service. 
It  was  found  to  meet  a  real  need,  and  seemed  to  be  likely  to  establish 
itself  successfully.  Thereupon  the  post  office,  which  has  a  statutory 
monopoly  of  the  carriage  of  letters,  promptly  took  action.  It  began 
by  hampering  its  more  nimble  rival  with  a  heavy  license  duty,  and 
it  went  on  to  establish  a  service  of  its  own,  which,  though  less  con- 
venient and  flexible,  was  considerably  cheaper.  Naturally  the  com- 
pany was  hard  hit,  and  it  has  only  maintained  its  existence  by  under- 
taking other  work,  such  as  that  of  a  theatrical  ticket  agency.  The 
net  result  is  that  London  has  two  inferior  services  instead  of  one 
good  one.  Whether  the  post  office  makes  a  profit  or  a  loss  the  pub- 
lished accounts  do  not  show. 

MUNICIPAL  ELECTRICITY  IN  ENGLAND. 

England  is  admittedly  behind  her  two  great  commercial  rivals, 
the  United  States  and  Germany,  in  the  application  of  electricity  to 
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cipal  authorities  have  faithfully  followed  the  lead  of  the  post  office. 
Gas  lighting  "was  introduced  all  over  the  country  by  private  com- 
panies ;  but  the  gas  undertakings  in  most  of  the  important  cities  have 
long  ago  passed  into  the  hands  of  the  municipalities.  And  as  a  rule, 
as  private  enterprise  had  piloted  them  safely  through  their  early 
stages  of  development,  they  have  been  the  source  of  considerable 
profits  to  the  city  exchequer.  About  30  years  ago,  when  electric 
lighting  first  became  commercially  possible.  Parliament,  by  an  act 
passed  in  1882,  and  an  amending  act  passed  in  1888,  laid  down  a 
general  code  regulating  the  subject.  Broadly  to  this  effect:  Either 
a  company  or  a  local  authority  may  apply  to  the  competent  depart- 
ment of  the  government,  the  board  of  trade,  for  an  order — or,  in 
American  phrase,  charter.  If  both  a  company  and  a  local  authority 
apply  for  an  order  relating  to  the  same  area,  it  is  the  application 
of  the  local  authority  only  that  is  granted,  unless  under  exceptional 
circumstances.  If  an  order  is  granted  to  a  company,  it  expires  after 
42  years.  The  original  period  was  only  21  years;  but  it  was  found 
that  on  this  condition  no  company  could  raise  capital. 

If  an  order  is  granted  to  a  local  authority,  it  is  in  perpetuity. 
The  order  gives  to  the  grantees,  unless  and  until  a  new  order  admits 
a  competitor,  which  in  practice  never  now  happens,  a  monopoly  of 
supply  within  the  scheduled  area.  The  board  of  trade  has  wide 
discretion  to  revoke  the  order  where  the  grantees  have  not  substan- 
tially carried  out  the  works  projected  or  where  they  fail  to  furnish 
a  satisfactory  supply.  The  upshot  of  these  conditions  has  been  this. 
At  the  outset  a  large  number  of  local  authorities  applied  for  orders,, 
apparently  merely  with  the  object  of  keeping  out  private  enterprise, 
for  they  took  no  steps  whatever  after  they  had  obtained  their  orders 
to  put  them  into  effect.  After  considerable  delay  the  bulk  of  these 
blocking  orders  were  revoked,  but  private  enterprise  had  meanwhile 
been  effectively  warned  off.  When  at  length  it  became  evident  that 
public  electric  supplies  must  come,  in  some  areas  companies  were 
grudgingly  adniitted;  in  other  areas  the  local  authority  undertook 
the  work  itself;  whichever  happened  it  was  a  very  frequent  com- 
plaint that  the  local  authority  was  more  concerned  for  the  protection 
of  the  existing  revenue  from  its  gas  undertaking  than  for  the  devel- 
opment of  the  new  force,  which  science  was  ready  to  put  at  the  dis- 
posal of  the  public. 

A  later  phase  of  the  situation  came  into  view  when  the  suitability 
of  electricity,  not  merely  for  lighting,  but  for  power  purposes,  be- 
came manifest.  A  municipality  could  not  legally  supply  beyond  its 
own  restricted  area.  And  industrial  districts  in  their  development 
pay  no  attention  to  city  boundaries.  Numerous  companies,  influ- 
entially  supported,  brought  forward  schemes  of  wholesale  genera- 
tion with  modern  plants  for  large  districts.  A  good  many  orders 
were  granted.  Only  one  of  the  schemes  has  been  even  a  moderate 
success.  And  a  chief  reason  has  undoubtedly  been  that  the  munici- 
pal authorities  of  the  important  cities  geographically  included  m 
ihe  various  districts  fought  successfully  to  deprive  the  power  com- 
panies of  the  right  to  supply  within  their  cities,  alleging  that  it 
was  not  in  the  public  interest  that  private  companies  should,  for 
Eelfish  ends,  compete  with  undertakings  carried  on  at  the  public 
expense  and  for  the  public  benefit.  And  so  England  is  still  mainly 
given  over  to  small  separate  undertakings,  which  can  not  in  the 
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nature  of  things  give  a  cheap  supply,  and  which  in  many  cases  are 
unable  to  give  a  supply  on  such  a  scale  as  would  be  necessary  if  a 
large  manufacturer  desired  to  substitute  electricity  for  steam  as  the 
motive  power  in  his  factory. 

PUBLIC    OFriCIALS    A  SD    COMMERCIAL    MANAGERS. 

Other  instances  might  be  cited  from  English  experience.  But  the 
above  are  sufficient  to  show  that  in  England  at  least  the  official 
is  not  eager  to  foster  industry ;  that  he  will  fight  to  maintain  the  ac- 
quired situation  of  his  public  undertaking,  however  much  it  may  be 
in  the  interest  of  the  public  itself  that  the  situation  should  be  mod- 
ified. It  might  have  been  expected,  a  priori,  that  public  officials, 
having  only  the  public  interest  to  serve,  and  having  no  shareholders 
to  whom  increase  or  decrease  of  profits  means  increase  or  decrease 
of  dividends,  would  be  more  ready  to  take  reasonable  risks,  more 
complaisant,  less  meticulous  to  protect  their  undertakings  to  the 
utmost,  than  the  managers  of  commercial  companies.  But  experi- 
ence shows  that  the  reverse  is  the  case.  The  careful  Prussian  regu- 
lations limiting,  and  in  practice  usually  excluding  altogether,  the 
liability  of  the  railway  administration  for  delay,  loss  or  damage  of 
freight,  have  already  been  mentioned.  It  may  be  added  that  the 
Prussian  railways  have  an  elaborate  system  of  "  delivery  insurance  " 
under  which,  by  making  an  extra  payment,  the  shipper,  if  the  ample 
legal  limit  of  time  for  transportation  is  exceeded,  can  recover  some 
extra  compensation  from  the  railway.  It  is  difficult  to  imagine  what 
would  be  the  attitude  of  a  shipper  in  England  or  the  United  States, 
if  he  was  asked  to  insure  at  his  own  expense  the  fulfillment  by  the 
railway  company  of  its  common  law  duty  to  him  to  deliver  his 
freight  within  a  reasonable  time. 

In  every  country  where  railways  are  highly  developed,  rates  for 
freight  consigned  in  full  carloads  are  lower  than  for  freight  con- 
signed in  retail  quantities.  And  the  practice  is  abundantly  justified, 
commercially  on  the  ground  that  the  wholesale  price  is  always  l€ss 
than  the  retail,  and  technically  on  the  ground  of  the  saving  of  operat- 
ing cost  to  the  railroad.  England,  where  the  public  still  persists  in 
regarding  a  railway  truck  as  only  a  slightly  modified  carrier's  cart, 
makes  the  least  reduction,  averaging  perhaps  15  to  20  per  cent. 
France  makes  more.  America,  which  usually  concedes  the  reduction 
of  two  classes  in  the  classification,  makes  still  more.  But  Prussia 
goes  much  further  than  any  other  country.  Freight,  not  classified  as 
entitled  to  exceptional  rates,  and  therefore  carried  at  the  rates  of 
the  normal  tariff,  is  charged  in  the  ratio  of  9  to  4,  according  to 
whether  it  takes  the  10-ton  or  the  package-freight  rate.  And,  as  a 
result  of  this  method  of  charging,  95  per  cent  of  the  Prussian  traffic 
is  in  carload  lots.  The  system  is  highly  convenient  and  profitable 
to  the  railroad,  for  it  evidently  leads  to  the  more  economical  occupa- 
tion both  of  the  road  and  the  freight  cars.  Whether  it  is  equally  in 
the  public  interest  is  more  than  questionable. 

Assume  that  a  freighter  at  a  way  station  20  miles  west  of  Berlin 
wishes  to  send  2  tons  of  merchandise  to  a  similar  station  10  miles 
short  of  Frankfort.  He  has  two  courses  open  to  him.  Either  he  can 
send  it  direct — if  he  does,  he  will  be  charged  4.5  cents  per  ton  per 
mile — or  he  can  hand  it  over  to  a  "  spediteur  "  or  forwarding  a^fent. 
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In  that  case  the  "  spediteiir  "  will  take  it  back  to  Berlin  at  the  less- 
than-carload  rate,  send  it  thence  to  Frankfort  as  part  of  a  10-ton 
consignment,  and  thence  reconsign  it  back  to  its  destination  as  pack- 
age freight.  The  consignor  Avill  gain  something  in  money — the  small- 
est proportion,  namely,  of  the  difference  between  the  package  freight 
rate  and  the  sum  of  the  three  rates  paid  by  the  "  spediteur  "  which 
the  "  spediteur  "  thinks  will  induce  the  consignor  to  continue  to  deal 
with  him  in  future.  But  he  will  hardly  gain  in  promptitude  of  de- 
livery. Can  it  be  doubted  that  in  this  instance  it  is  railroad  interest 
rather  than  public  convenience  which  is  primarily  regarded  ?  ^ 

Here  is  a  comparison  on  all  fours  of  English  and  Prussian  methods : 
In  England  any  respectable  shipper— and,  indeed,  any  private  indi- 
vidual—can open  what  is  known  as  a  "  ledger  account "  with  the  rail- 
way company.  He  then  obtains  practically  two  months'  credit  for  the 
carriage  of  his  shipments.  The  account  for  each  month  is  rendered 
by  the  company  to  the  shipper  at  the  end  of  the  month,  and  then  the 
shipper  has  another  month  in  wliich  to  pay.  Oftentimes  the  month 
is  exceeded.  If  the  shipper  disputes  any  item,  on  whatever  ground 
seems  to  him  sufficient,  he  strikes  it  out'  and  only  pays  the  balance. 
And  the  railway  submits  as  of  course  to  the  charge  remaining  in  sus- 
pense till  the  matter  is  settled.  In  Prussia  a  shipper  can  open  a 
monthly  account,  provided  his  average  freight  payments  amount  to 
not  less  than  $75  a  month,  and  provided  he  deposits  with  the  railway 
administration  cash  or  securities  equal  in  value  to  one  and  one-half 
times  his  average  monthly  account.  If  in  the  course  of  the  month  his 
shipments  reach  the  value  of  the  securities  deposited,  he  must  either 
mcrease  his  deposit  or  pay  prompt  cash  for  the  rest  of  the  month. 
That  this  difference  of  method  is  not  due  to  the  fact  that  the  railways 
are  in  the  one  case  in  England  and  in  the  other  Prussia,  but  rather  to 
the  fact  that  in  the  one  case  they  are  in  the  hands  of  private  compa- 
nies and  in  the  other  in  those  of  State  officials  may  be  concluded  from 
the  attitude  of  the  State  in  England  in  the  case  of  those  commercial 
undertakings  which  it  does  manage.  In  England  the  maintenance 
of  a  deposit  covering  prospective  telephone  calls — or  rather  two  de- 
posits, one  for  local  and  one  for  long-distance  calls — is  as  rigidly 
insisted  on  as  is  the  corresponding  deposit  by  the  Prussian  State 
railways;  and  a  householder  who  neglects  to  replenish  his  deposit 
when  exhausted,  even  though  it  may  be  only  a  few  shillings  over- 
drawn, finds  his  telephone  service  cut  off  without  more  ado. 

As  for  liability  for  loss  and  damage,  the  regulations  are  sufficiently 
frank  and  drastic.  "  The  postmaster  general  is  not  liable  for  any 
loss  or  damage  which  may  be  caused  by  the  failure  of  any  telephonic 
communication,  whether  such  failure  is,  or  is  not,  due  to  the  act  or 
default  of  any  officer  of  the  post  office."  And  the  regulations  in  re- 
spect of  the  telegraph  service  are  to  the  same  effect.  Can  such  regu- 
lations _be_  justified  in  the  public  interest?  Can  it  be  right  that  the 
public  in  its  corporate  capacity  should  refuse  justice  to  its  own  indi- 
vidual members?  Can  these  regulations  be  explained,  except  on  the 
theory  that  they  are  imposed  by  the  State  official  for  his  own  con- 
venience, and  submitted  to  by  the  public,  because,  while  individuals 

'It  should  be  further  noted  that  these  "  spedUeur '  "  charges,  which  are  not  Incon- 
"W^raMe  In  the  aggregate,  should  be  added  to  the  railway  freight  rates  if  we  wish  to 
estimate  the  total  rates  paid  by  the  PrussiSn  shipper  as  compared  with  his  competitors 
in  other  countries. 
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can  invoke  the  aid  of  the  State  against  a  powerful  private  corpora- 
tion, they  have  no  means — unless  in  the  last  resort  and  in  cases  of 
supreme  impoi'tance — of  redress  against  the  action  of  the  State 
itself? 

CIVIL-SEEVIOE  RULES  AND  PEOMOTION  BT  MERIT. 

To  turn  to  a  different  point.  Eailway  management,  on  its  main 
sides  of  policy,  operation  and  traffic,  is  essentially  a  commercial 
business,  requiring  commercial  training  and  commercial  apitude. 
The  railway  man,  if  he  is  to  serve  his  customers  and  his  shareholders 
properly,  must  look  ahead,  plan  boldly  for  the  future,  and  not  fear 
to  take  risks.  His  mind  must  be  alert  to  recognize  and  use  every 
new  technical  improvement,  that  so  he  may  give  the  best  possible 
service  at  the  minimum  possible  expense.  He  must  be  quick  to 
observe  the  course  of  trade,  the  changes  of  demand,  the  potentiali- 
ties of  new  markets  and  new  sources  of  supply,  and  to  adjust  his 
tariffs  accordingly.  Above  all,  he  must  keep  abreast  of  his  work, 
however  arduous,  even  though  it  means  working  all  day  and  half 
the  night,  and  double  tides  on  Sunday.  If  he  fails — at  least  in  the 
employ  of  a  private  company — ^lie  goes;  and  a  better  man  takes  Ms 
place. 

Can  we  expect  these  qualities  from  a  State  official?  Let  the 
Italian  commission  answer.  It  is  true  they  wrote  35  years  ago,  but 
human  nature  has  not  greatly  altered  in  the  interval.  "  On  a 
State  railway  system,  the  personnel  would  be  chosen  according  to 
civil-service  rules.  Senority  would  count  more  than  merit  or  special 
qualifications.  *  *  *  There  would  be  bureaucratic  dilatoriness, 
incompatible  with  railway  service.  This  applies  specially  to  the 
executive  officers,  who  need  to  have,  in  the  highest  degree,  industrial 
energy,  initiative  in  planning  improvements,  commercial  intelligence 
essential  in  controlling  the  various  classes  of  expenditure ;  who  have 
to  encourage  traffic,  improve  service,  maintain  discipline,  and  so 
forth.  The  chief  officers  and  their  staff  must  have  a  personal  interest 
to  stimulate  them,  and  a  high  sense  of  responsibility  to  encourage 
them  to  perform  their  duty.  And  for  men  like  these,  the  State 
would  substitute  officials  with  no  personal  interest  in  the  operating 
results.  Further,  the  Government  employee  is,  as  a  rule,  worse  paid 
and  subject  to  less  severe  discipline  than  men  in  private  employment, 
and  consequently,  he  does  less  work. 

When  the  operation  of  the  Upper  Italian  Railways  was  temporarily  ^  talien 
over  by  the  State  only  a  short  time  elapsed  before  the  discipline,  energy,  and 
promptitude  of  the  staff,  which  had  been  excellent,  broke  down  and  the  service 
became  abominably  bad.  The  general  rule  is  that  Government  employees  do 
less  work,  consequently  more  men  have  to  be  employed,  and  the  wages  bill 
accordingly  goes  up. 

That  on  this  last  point  the  commissioners  were  true  prophets  the 
Italian  experience  since  1909,  which  has  been  recorded  already, 
sufficiently  shows.  As  for  "  industrial  energy,"  "  initiative  in  im- 
provements," and  "  commercial  intelligence  "  let  the  Prussian  history 
of  unchanged  methods  and  cast-iron  tariffs  testifj^  But  there  is  a 
more  important  point  than  these.  There  is  general  agreement,  both 
in  America  and  England,  that  to  avoid  the  worse  evil  of  political 
patronage  appointments  in  the  public  service  must  be  made  by  civil- 
service   methods.      This  means    appointment   by    an  examination. 
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mainly  literary,  at  an  early  age,  a  life  tenure  except  in  cases  of  gross 
incompetence,  and  promotion  mainly  by  seniority.  Will  any  human 
being  claim  that  American  railroads  would  have  achieved  their 
magnificent  record  of  technical  progress,  of  rates  steadily  reduced  in 
face  of  a  steady  rise  not  only  of  railroad  wages,  but  of  prices  of 
almost  all  other  necessities  of  life,  if  the  management  of  the  rail- 
roads had  been  in  the  hands  of  men  originally  selected  by  an  examina- 
tion 40  years  before  who  had  since  risen  to  the  top  not  as  the  result 
of  conspicuous  competence,  but  by  sheer  seniority  ?  And  would  the 
men  who  are  now.  at  the  head  of  the  railways  have  stopped  in  the 
Government  service  had  they  entered  it  as  young,  men  if  they  had 
only  had  the  prospects  of  promotion  and  compensation  which  Gov- 
ernment service  affords? 

POSSIBLE  ABUSES  OF  PRIVATE  OWNERSHIP. 

At  this  stage  it  may  be  fairly  said  "  Granted  that  State  railway 
systems,  like  all  other  human  institutions,  are  far  from  perfect,  what 
about  the  abuses  of  private  ownership  ?  "  And  the  point  is  a  fair 
one.  It  might  well  be  that  the  abuses  of  private  ownership  are  so 
great  that  State  ownership  implies  at  least  the  lesser  of  two  evils. 
How  do  the  facts  stand  ? 

In  the  old  days  in  England  there  was  a  saying  of  an  official  of  the 
board  of  trade — afterwards  well  known  as  a  director  of  one  of  the 
great  English  railways  and  president  of  the  Grand  Trunk  Railroad 
of  Canada,  Sir  Henry  Tyler — which  became  famous :  "  If  the  State 
does  not  control  the  railways,  the  railways  will  control  the  State." 
And  thirty  or  forty  years  ago,  when  the  railway  directors  were 
strongly  entrenched  in  a  House  of  Commons  elected  on  a  very  re- 
stricted suffrage,  the  phase  perhaps  represented  something  more  than 
a  mere  rhetorical  exaggeration.  In  reference  to  England,  as  it  is 
to-day,  the  idea  is  only  laughable.  The  railways  are  absolutely  pow- 
erless to  resist  public  opinion.  Five  and  twenty  years  ago  the  House 
of  Commons  threw  into  the  waste-paper  basket  the  original  schedules 
of  maximum  rates — on  the  faith  of  which  private  capitalists  had 
embarked  $5,000,000,000  in  constructing  railways.  After  an  inquiry 
lasting  over  10  years,  they  formally  enacted  new  schedules  of  maxi- 
mum rates  which  the  companies  "  might  lawfully  charge  and  make." 
The  companies  were  so  ill-advised  as  to  take  Parliament  at  its  word, 
And  they  proceeded  in  many  instances  to  "  charge  and  make  "  accord- 
ingly new  rates  which  implied  considerable  advances  on  the  scale 
then  in  force.  Shippers  rose  in  revolt  and  refused  to  pay.  In  the 
very  next  session  Parliament  deprived  the  companies  of  the  power 
which  it  had  given,  and  enacted  that  thenceforward  no  railway  com- 
pany should  increase  any  rate  to  which  one  single  shipper  objected, 
unless  the  company  could  prove  affirmatively  in  a  court  of  justice 
that  the  increase  of  rate  was  justified  by  increased  cost  of  doing  the 
business.  Similarly  in  America.  There  was  a  time — it  will  hardly 
be  denied  by  anyone  to-day — when  the  great  railroads  had  inordi- 
nate powers,  and  those  powers  were  concentrated  in  the  hands  of  a 
single  man.  Not  only  might  he  abuse  them  for  private  interest,  but 
in  any  case  the  powers  were  despotic.  And  democracies  will  not 
tolerate  despotisms,  even  if  benevolent.  But  the  president-despot^ 
benevolent  or  otherwise — has  long  been  dead.     And  his  day  returns 
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not.  Serious  critics,  both  in  England  and  America,  have  questioned 
whetlier  private  capital  will  continue  to  invest  in  railways,  if  the 
State  continues  to  interfere  so  drastically  both  with  operation  and 
with  rates.  But  no  one  is  heard  seriously  to  assert  that  Parliament 
and  Congress  lack  the  power  to  make  their  will  effective,  whatever 
the  railroads  may  say  or  do. 

A  main  argument  put  forward  in  favor  of  the  nationalization  of 
railways  in  Prussia  was  that  the  tariff  system  of  the  private  com- 
panies was  honeycombed  with  rebates,  and  that  rebates  were  inev- 
itable under  private  ownership.  If  this  latter  statement  were  true, 
it  would  be  sufficient  justification  for  sweeping  away  private  owner- 
ship, without  more.  But  it  is  not  true.  If  after  70  years  of  private 
ownership  in  France  ao  suggestion  has  ever  been  heard  that  rebates 
are  there  given,  it  is  fairly  safe  to  say  that  they  have  not  been  given. 
In  England  there  were  undoubtedly  special  favors  given  to  certain 
freighters  in  the  very  early  days,  not  probably  from  corrupt  motives 
but  merely  as  a  matter  of  commercial  custom.  To  big  customers  and 
keen  bargainers  rate  concessions  always  had  been  given  by  the  car- 
riers, whether  by  road  or  by  canal,  and  at  the  outset  there  seemed  no 
reason  why  railroads  should  not  follow  the  example.  But  as  long 
ago  as  1854,  in  words  that  were  practically  copied  in  the  original 
United  States  act  to  regulate  commerce  33  years  later,  the  English 
Parliament  enacted  that  rates  should  under  the  same  circumstances 
be  the  same  to  all,  and  that  if  circumstances  were  different  the  differ- 
ence in  rate  should  be  proportionate  to  the  difference  in  circum- 
stances. And  thereupon  rebates  disappeared  from  English  railway 
history.  "  It  is  remarkable  " — the  words  are  those  of  a  House  of 
Commons  committee  reporting  in  1882  after  an  exhaustive  investi- 
gation— "  that  no  witnesses  have  appeared  to  complain  of  preferences 
given  to  individuals  by  railway  companies  as  acts  of  private  favor  or 
partiality  such  as  were  more  or  less  frequent  in  the  years  before  the 
act  of  1854."  One  still  seems  from  time  to  time  fines  inflicted  upon 
American  railroad  t^ompanies  for  offenses  of  this  nature.  But  in 
almost  every  case  the  transgression  had  occurred  some  years  before 
the  infliction  of  the  fine.  It  is  safe  to  say  that  nobody' in  America 
to-day  believes  either  that  secret  rebates  exist  to  an  appreciable  ex- 
tent or  that  the  railroad  officials  desire  to  revive  the  practice  of  giving 
them. 

Somewhat  analogous  to  direct  rebates  are  concessions  given  to 
traders  and  other  persons  whom  it  is  desired  to  influence  by  liberal 
payment  of  claims  for  loss  and  damage  of  freight,  by  underclassi- 
fication,  free  transportation,  etc.  In  France,  with  a  noncompetitive 
system,  such  practices  have  apparently  never  existed.  In  England 
they  have  never  cut  much  figure,  and  as  long  ago  as  1902  the  estab- 
lishment of  a  joint  claims  committee  by  the  companies  themselves 
put  an  end  to  such  abuses  in  this  respect  as  did  exist.  Free  passes 
in  England  have  never  been  an  abuse,  of  which  the  best  proof  is  that 
they  still  remain  unregulated  by  law,  and  a  manager  can  any  day 
privately  give  a  free  pass  to  whom  he  pleases.  That  free  transporta- 
tion and  the  payment  of  bogus  claims  were  serious  abuses  on  the 
American  railroads  not  so  many  years  ago  is  undeniable.  No  one 
doubts  that  they  are  practically  eradicated  to-day.  And,  after  all, 
the  abuse  of  free  transportation  is  not  confined  to  private  railroads. 
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Not  very  many  years  ago  the  Melbourne  Age,  the  leading  paper  in 
the  Australian  State  of  Victoria,  published  a  list,  occupying  11^ 
closely  printed  columns,  of  free  passes  granted  by  the  State  railways 
to  the  relations  and  friends  and  dependents  of  members  of  Parliament. 

STATE  RAILWAYS  NOT  USUALLY  PROFITABLE. 

Our  history  has  then  reached  this  stage.  In  the  two  countries 
where  the  railways  are  still  wholly  in  private  ownership,  the  United 
States  and  the  United  Kingdom,  nationalization  can  not  be  justified 
on  the  ground  of  lack  of  private  enterprise.  Nor  is  it  necessary  to 
avoid  abuses;  for  those  abuses  can  be  either  prevented  or  cured  by 
adequate  State  regulation  and  supervision.  Further,  it  does  not  ap- 
pear that  the  State  is  likely  to  build  railways  cheaper.  Still  less, 
that  it  will  surpass  private  companies  in  efficiency  of  management, 
and  will  therefore  have  available  more  net  revenue  to  be  applied 
either  to  improvement  of  service  or  reduction  of  rates  in  the  country 
as  a  whole. 

With  the  exception  of  the  South  African  Dominion — whose  rail- 
ways are  not,  however,  important,  and  which  owe  their  moderate  suc- 
cess to  the  fact  that  the  great  mining  community  of  Johannesburg, 
importing  almost  everything  it  consumes,  and  accustomed  to  pay  gold 
miners'  prices,  is  many  hundreds  of  miles  from  the  sea — Prussia  is 
the  only  country  where  the  State  system  shows  a  substantial  profit 
after  payment  of  operating  expenses  and  interest  on  capital.  And 
this  fortunate  position  Prussia  owes  to  two  things.  It  bought  the 
railways  at  a  most  opportune  moment,  just  before  the  great  industrial 
and  commercial  development  that  has  made  modern  Germany;  and 
the  Government  has  been  powerful  enough  to  maintain  the  scale  of 
rates,  as  we  have  seen,  practicallj^  unaltered  over  a  long  series  of 
years.  Belgium  roughly  makes  both  ends  meet.  Switzerland  the 
same.  The  smaller  German  States  and  the  Australasian  Colonies, 
speaking  broadly  over  a  series  of  years,  have  to  make  up  some  part 
of  their  interest  charges  out  of  general  taxation.  Austria,  Italy,  and 
France-  on  its  State  railways,  as  we  have  seen,  produce  deplorable 
financial  results. 

IS  STATE  MANAGEMENT  MORE  EQUITABLE? 

It  is,  however,  claimed  that  the  State  would  apportion  its  favor 
with  a  more  equal  hand ;  would  level  the  backward  parts  of  the  coun- 
try up  to  the  standard  of  the  better  developed;  and  adjust  rates  a,nd 
fares  more  equitably.  These  were  promises  made  by  the  Prussian 
Government  when  they  took  over  the  railways.  And  so  far  as  the 
first  half  of  the  promise,  the  extension  of  the  railroads  into  poor  dis- 
tricts, is  concerned,  unquestionably  it  has  been  fulfilled.  But  the 
reason  is  to  be  found  not  in  the  beneficence  of  the  State,  so  much  as 
in  the  fact,  that  the  only  power  in  Prussia  that  counts,  beside  the . 
throne,  is  that  of  the  agrarian  party,  the  junkers.  Partly  owing  to 
their  hereditary  influence  over  the  executive  Government,  and  partly 
to  the  fact  that  the  agricultural  districts  are  enormously  overrepre- 
sented  in  the  Prussian  Parliament,  they  have  succeeded  in  getting  a 
good  share  of  the  surplus  revenues  from  the  manufacturing  districts 
devoted  to  developing  their  own  estates.    On  the  other  hand,  as  has 
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already  been  mentioned,  when  it  comes  to  tariffs,  no  country  has  gone 
as  far  as  Prussia  in  giving  advantage  to  the  big  shipper  over  the 
small  man. 

In  Australia,  undoubtedly,  railroads  have  been  built  in  backward 
districts  which  private  enterprise  would  never  have  touched.  But  if 
a  railroad,  after  being  open  for  traffic  for  ten  or  a  dozen  years,  still 
hardly  does  more  than  pay  its  operating  expenses,  it  is  safe  to  say 
that  it  is  not  an  undertaking  which  would  have  been  entered  upon  at 
all  by  a  prudent  management,  had  it  been  free  to  spend  its  capital 
where  it  would  do  most  good  to  the  public  as  a  whole.  In  other 
words,  the  reason  why  such  a  line  was  built  was  political  pressure. 
And  that  such  lines  are  common  enough  all  over  Australia  is  suffi- 
ciently well  known.  Indeed,  the  report  of  the  Victorian  State  rail- 
ways for  1907  gives  a  list  of  seven  branches,  with  an  aggregate  length 
of  46  miles,  constructed  at  a  cost  of  $1,883,336,  which  were  closed  for 
traffic  at  various  dates  between  1898  and  1904,  and  abandoned  alto- 
gether, because  gross  receipts  failed  even  to  cover  operating  expenses. 

The  claim  that  the  State  will  adjust  rates  and  fares  more  equitably 
is  more  difficult  to  deal  with.  The  famous  Prussian  finance  minister, 
Von  Miquel,  asserted  categorically  that  the  only  possible  policy  for  a 
State  system  was  to  adopt  a  rigid  tariff  uniform  over  the  whole  coun- 
try. And  that  is,  in  fact,  the  Prussian  system  of  to-day.  For  500 
miles  the  rate  is  10  times  that  for  50  miles.  Whether  this  is  equitable 
is  another  question.  It  certainly  does  not  cost  the  railway  10  times  as 
much  to  do  the  business.  Nor  does  it  seems  to  be  treating  the  shipper 
in  accordance  with  the  canon  of  taxation  which  says  that  the  end  to 
be  aimed  at  is  equality  of  sacrifice  by  the  taxpayer.  But,  be  that  as 
it  may,  while  such  a  policy  is  possible  for  Prussia,  with  only  a  small 
seaboard,  and  where  the  Government  owns  not  only  the  railways  but 
the  canals,  it  is  unthinkable  in  England  or  in  America.  Imagine  an 
English  Government  charging  from  London  to  Edinburgh  10  times 
as  much  as  for  the  first  40  miles  out  of  London.  The  only  result 
would  be  to  drive  the  whole  of  the  traffic  to  the  coasting  steamers. 
As  for  America,  the  thing  is  still  more  possible.  To  quote  an  extreme 
case:  The  fact  that  after  years  of  deliberation  the  Interstate  Com- 
merce Commission  has  finally  decided  that  it  is  reasonable  to  charge 
more  for  a  carload  of  freight  from  Chicago  to  Denver  than  from 
New  York  to  San  Francisco  is  sufficient,  without  more,  to  show  that 
American  railways,  even  under  public  ownership,  would  need  to 
maintain  tariffs  in  broad  outline  such  as  those  existing  to-day.  Cer- 
tain modifications  might,  and  no  doubt  would,  take  place  gradually ; 
but  the  essence  of  the  thing  would  needs  remain  unchanged.  Tariffs, 
that  is,  would  continue  to  be  dictated  not  by  a  priori  theories  but  by 
economic  necessities.  And  such  tariffs,  one  might  say  further,  would 
continue  to  be  denounced  as  unjust  and  unreasonable — as  the  inter- 
mountain  rates  have  been  for  a  generation  by  the  citizens  of  Colo- 
rado— by  those  whom  they  appeared  to  prejudice,  and  who  would 
naturally  lay  the  blame  on  the  railroad  managers,  whom  they  see, 
and  not  on  nature  and  geography,  which  keep  in  the  background. 

NATIONAL  RAILWAYS  IN  A  DEMOCRATIC  STATE. 

We  come  now  to  a  more  important  point,  a  point  which  may  prob- 
ably be  said  to  be  of  more  importance  than  all  the  others  put  together. 
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Prussia  is  undoubtedly  the  most  successful  instance  of  State  railway 
management.  Reasons  have  been  given  already  for  thinking  that  the 
Prussian  success,  achieved  under  uniquely  favorable  circumstances, 
is  not  so  much  to  boast  of  after  all.  But  let  it  be  admitted  for  the 
sake  of  argument  that  the  success  is  as  brilliant  as  it  appears  to  the 
imagination  of  the  most  enthusiastic  German  professor.  The  point 
can  not  be  too  much  insisted  on  that  the  success  of  the  Prussian 
autocracy  is  no  argument  for  similar  success  in  the  hands  of  English 
or  American  democracies. 

A  great  American,  who  has  passed  over  the  majority  within  the  last 
12  months,  Mr.  Charles  Francis  Adams,  put  the  matter  nearly  40 
years  ago  in  words  that  have  so  often  been  quoted  that  they  have 
become  classic : 

In  applying  results  drawn  from  the  experience  of  one  country  to  problems 
which  present  themselves  in  another,  the  difference  of  social  and  political  habit 
and  education  should  ever  be  borne  in  mind.  Because  in  the  countries  of  con- 
tinental Europe  the  State  can  and  does  hold  close  relations,  amounting  even 
to  ownership,  with  the  railroads,  it  does  not  follow  that  the  same  course  could 
be  successfully  pursued  in  England  or  In  America.  The  former  nations  are 
by  political  habit  administrative,  the  latter  are  parliamentary  ;  in  other  words, 
France  and  Germany  are  essentially  executive  in  their  governmental  systems, 
while  England  and  America  are  legislative.  Now,  the  executive  may  design, 
construct,  or  operate  a  railroad :  the  legislative  never  can.  A  country,  there- 
fore, with  a  weak  or  unstable  executive,  or  a  crude  and  imperfect  civil  service, 
should  accept  with  caution  results  achieved  under  a  Government  of  bureaus.' 

A  railroad  is  a  great  business  concern.  And  as  every  business 
man  knows,  a  business  concern,  if  it  is  to  prosper,  must  have  a 
single  directing  mind  at  the  head.  Under  an  autocratic  system  the 
head  is  the  minister  of  railways,  ultimately  responsible  to  the  mon- 
arch, and  to  him  alone.  He  may  consult  his  customers,  passen- 
gers, and  shippers,  listen  to  their  grievances,  and  welcome  their  sug- 
gestions— the  Prussian  Government  has  an  admirably  organized  sys- 
tem of  district  and  national  councils  for  this  very  object.  But  he 
alone  decides.  The  King  of  Prussia  is  as  really  the  head  of  the 
railroads  as  he  is  the  head  of  the  army.  Between  -a  railway  chief 
in  this  position  and  a  minister  in  a  democratic  country,  changing 
every  few  years  as  his  party  goes  in  or  out  of  power,  liable  at  any 
moment  to  be  outvoted  if  he  refuses  a  concession  that  a  substantial 
section  of  members  of  the  legislature  combine  to  demand,  no  com- 
parison is  possible.'  "The  executive  may  design,  construct,  or  op- 
erate a  railroad."  And  this  is  what  happens  in  Prussia.  "  The 
legislative  never  can,"  and  in  democratic  countries  it  is  the  legis- 
lative branch  of  the  government  which  not  only  decides  policy  but" 
dictates  always  in  main  outline,  often  down  to  the  detail  of  a  par- 
ticular appointment  or  a  special  rate,  how  the  policy  shall  be  car- 
ried out. 

It  may  be  objected  that  in  every  country,  whatever  be  the  form 
of  government,  the  State  runs  the  post  office ;  and  in  almost  every 
country  the  telegraphs,  if  not  the  telephones  also.  If  it  can  manage 
these,  why  not  also  railroads?  The  answer  is  that  between  these 
two  classes  of  business  there  is  no  analogy.  The  post  office  is  at 
purely  executive  business,  with  no  commercial  side  to  it.  Uniform 
rates,  2  cents  or  a  penny,  or  whatever  the  figure  may  be,  equal  for  aU 

'  '■  RaUroads  :  Their  Origin  and  Problems."     Edition  of  1888,  p.  115. 
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distances,  are  accepted  as  a  matter  of  course.  The  amount  is  so 
small  that  nobody  objects.  If  the  charge  for  a  letter  were  not  2 
cents  but  a  dollar,  people  would  fast  enough  be  found  to  protest  that 
it  was  unreasonable  to  charge  the  same  from  Wall  Street  to  Central 
Park  as  from  Boston  to  San  Francisco.  A  business  such  as  this 
can  be  managed  well  enough  by  a  civil-service  organization.  It  is 
essentially  a  matter  of  routine  and  operating  efficiency.  There  may 
be — in  fact,  there  usually  is — political  interference  in  reference  to 
appointments  and  promotions.  And  the  staff,  no  doubt,  avail  them- 
selves of  their  votes  to  improve  their  wages  and  working  conditions. 
But  this,  though  a  pretty  serious  matter,  is  not  so  vitally  important 
as  the  difficulties  on  the  side  of  commercial  management. 

Whether  a  new  railroad  shall  be  built  is  not  a  matter  where  prece- 
dents and  fixed  rules  can  decide.  It  can  only  be  decided  by  a  man 
able  to  bring  to  bear  on  the  question  a  trained  mind  and  ripe  judg- 
ment, after  taking  into  account  all  the  factors  of  probable  traffic, 
probable  cost,  and  whether  the  limited  amount  of  capital  available 
would  not  be  better  emploj^ed  elsewhere,  perhaps  in  something  like 
double  tracking  or  the  construction  of  a  new  classification  yard, 
which  does  not  appear  directly  to  benefit  any  single  member  of  the 
public.  It  is  hard  enough  for  the  best  man,  left  free  to  exercise  his 
unbiased  judgment,  to  decide  such  questions  rightly.  Can  it  be  ex- 
pected that  they  will  be  decided  rightly  by  a  minister  responsible 
to  a  democratic  legislature,  each  member  of  which,  naturally  and 
rightly,  makes  the  best  case  he  can  for  his  own  constituents,  while 
he  is  quite  ignorant,  even  if  not  careless,  of  the  interests,  not  only 
of  his  neighbor's  constituency,  but  of  the  public  at  large?  The 
answer  is  written  large  in  railway  history. 

POLITICS    IN    SOUTH    AFRICAN    RAILWAYS. 

It  may  be  said  without  fear  of  contradiction  that  in  no  demo- 
cratic community,  where  the  railways  are  run  by  the  public  authori- 
ties, is  railway  capital  spent  on  construction,  developments,  and 
improvements,  or  railway  operation  conducted,  with  a  single  eye 
to  the  best  interests  of  the  whole  community.  To  produce  public 
evidence  of  this  statement  is  not  easy.  It  is  not  fair  to  quote  un- 
supported assertions  in  newspapers  or  elsewhere,  as  though  they 
were  proof.  The  men  Avho  know  the  facts  from  the  inside  are  not 
in  a  position  to  publish  them.  But  of  recent  years.  South  Africa 
has  spoken  out  with  considerable  freedom  on  the  subject  in  official 
documents.  And  South  Africa  may  well  serve  as  a  sample.  In 
March,  1907,  a  commission  on  the  cape  railways  reported  unani- 
mously that  it  "  was  impressed  with  the  necessity  of  removing  as 
far  as  possible  the  management  of  the  railways  from  the  influence 
of  party  politics."  Here  is  in  more  detail  an  account  of  the  reasons 
which  led  them  to  that  conclusion.  The  quotation  is  from  "A 
Memorandum  Relative  to  Railway  Organization,  Prepared  at  the 
Request  of  the  Railway  Commissioners  of  the  Cape  Government 
Railways,"  by  Sir  Thomas  R.  Price,  formerly  general  manager  of 
those  railways,   and  now  general  manager   of  the   Central   South 
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African  (i.  e.,  Transvaal  &  Orange  Eiver)  Railways,  dated  Johan- 
nesburg, February  22,  1907: 

POLITICAL  INFLUENCES DISTURniNG   EFFECT   OF. 

The  drawbacks  In  the  management  of  the  railways  In  the  cape  that  call  for 
removal  arise  from  the  extent  to  which  and  the  manner  in  ^\hich  the  authority 
of  Parliament  is  exercised.    They  are  two-fold  in  their  character,  viz: 

(1)  The  practice  of  public  authorities,  influential  persons,  and  others  bent  on 
securing  concessions  or  other  advantages  which  the  general  manager  has  either 
refused  in  the  conscientious  exercise  of  his  functions  or  is  not  likely  to  grant, 
making  representation  to  the  commissioner  (as  the  ministerial  head  of  the 
Government),  supplemented  by  such  pressure,  political  influence,  or  other  means 
as  are  considered  perfectly  legitimate  in  their  way  and  are  best  calculated  to 
attain  the  end  applicants  have  in  view. 

(Many  members  of  Parliament  act  similarly  in  the  Interests  of  the  districts, 
constituents,  or  railway  employees  in  whom  they  happen  to  be  interested.  It 
is  by  no  means  unknown  for  the  requests  in  both  classes  of  cases  to  coincide 
somewhat  witli  a  critical  division  in  Parliament — present  or  in  prospect — or 
otherwise  something  has  occurred  which  is  regarded  as  irritating  to  the  public 
or  embarrassing  to  the  Government,  and  the  desire  to  minimize  the  effect  by 
some  conciliatory  act  is  not  unnatural. ) 

(2)  The  extent  to  which  the  fictitious  and  often  transitory  importance  which 
a  community  or  district  manages  to  acquire  obscures  (under  the  guise  of  the 
colony's  welfare)  the  consideration  of  the  railway  and  general  interests  of  the 
colony  as  a  whole. 

(During  the  earlier  period  of  my  railway  service  in  the  Cape  Colony  few 
things  impressed  me  more,  coming  as  I  did  from  a  railway  conducted  on  strictly 
business  lines,  than  the  extent  to  which  the  conduct  of  railway  affairs  was 
influenced  by  certain  conditions.  Nor  was  this  impression  lessened  afterwards, 
when  in  the  course  of  a  conversation  on  the  matter,  Sir  Charles  Elliott  men- 
tioned to  me  that  he  had  more  than  once  told  a  late  railway  commissioner 
"The  Government  is  powerful,  but  [mentioning  the  town  and  authority]  is  more 
powerful  still.") 

I  do  not  regard  it  as  open  to  doubt  that  the  colony  as  a  whole  has  suffered 
severely  in  consequence,  the  inland  portions  of  the  colony  particularly  so ;  and 
that  the  need  for  a  remedy  is  pressing  if  the  railroads  are  to  be  conducted  as  a 
business  concern  for  the  benefit  of  the  colony. 

MEANS  OF  SECUMNS  FREEDOM  FROM  POLITICAL  INFLUENCES. 

The  necessity  for  the  railways  and  their  administration  being  removed  from 
such  an  atmosphere  and  treated  a.s  a  most  valuable  means  of  benefiting  the 
colony  as  a  whole,  whilst  not  neglecting  the  interests  of  a  district  (but  not 
subordinating  the  welfare  of  the  whole  colony  thereto),  is  pressing.  That 
there  should  be  an  authority  to  refer  to  in  case  of  real  necessity,  where  the 
decision  or  action  of  the  general  manager  is  not  regarded  as  being  in  the  public 
Interest,  is  also  clear.  But  it  is  equally  manifest  that  the  commissioner  or  the 
government  of  the  day,  with  political  or  party  consideration  always  in  view, 
Is  not  the  proper  court  of  reference. 

POLITICAL  INFLUENCES  AS   AFFECTING  CONSTEUCTION  OP   NEW   LINES. 

There  can  be  little  doubt  that  in  the  Cape  Colony  political  considerations  have 
influenced  the  adoption  of  new  lines  and  their  construction — many,  if  not  most 
of  them,  of  an  unprofitable  character — without  sufficient  inquiry  or  informa- 
tion, often  with  scanty  particulars  and  possibly  contrary  to  the  advice  of  the 
officer  afterwards  intrusted  with  the  construction  and  working  of  the  line. 

PROPOSALS  FOR   NEW   LINES — PROCEDURE   RECOMMENDED. 

A  material  change  is  imperatively  necessary  in  this  respect,  if  only  to  insure 
solvency  of  the  colony. 

Neither  the  commission's  report  nor  Sir  Thomas  Price's  memoran- 
dum can  have  sufficed  to  change  matters,  for  in  May,  1915,  there  was 
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a  further  "  Memorandum  on  the  control  and  management  of  rail- 
ways and  harbors  "  presented  to  the  South  African  Parliament  by  the 
board  of  railway  commissioners.    Here  are  some  extracts  from  it : 

Any  minister,  however  able  and  strong  his  character  may  be,  is  under  the 
system  of  party  government,  insensibly  susceptible  to  party  considerations,  and 
is  in  constant  difficulties  in  giving  impartial  decisions.  *  *  *  It  is  perhaps 
natural  that  men  who  have  been  accustomed  to  the  methods  in  vogue  when 
the  railways  were  of  limited  extent  should  still  desire  to  cling  to  the  old  system 
of  control,  but  the  consequences  of  doing  so  can  not  but  be  unsatisfactory. 
*  *  *  As  the  railways  and  their  working  were  regarded  as  part  and  parcel 
of  the  system  of  party  government,  with  the  obvious  advantage  to  the  party  in 
power,  the  reluctance  of  any  government  to  make  a  change  is  what  might 
naturally  be  expected.  Apart  from  the  magnitude  of  the  railways  and  the 
number  "of  the  railway  servants  employed,  forces  have  of  late  years  come 
into  prominence  that  make  it  increasingly  urgent  that  the  railways  and 
harbors  should  be  regarded  and  administered  in  the  interests  of  the  whole 
Union  and  not  as  an  adjunct  of  the  party  that  is  in  power. 

POLITICS  IN  AUSTRALIA. 

Official  documents  have  not  let  us  behind  the  scenes  in  Australasia 
in  the  same  way  as  has  been  the  case  in  South  Africa.  But  the 
public  history  is  sufficiently  striking.  Down  to  the  year  1884  the 
railways  in  all  the  different  colonies  were  managed,  like  any  other 
department  of  the  Government,  by  a  minister  directly  responsible 
to  Parliament.  This  system  was  not  a  success,  either  from  the 
financial  or  any  other  point  of  view.  In  1884  Victoria  led  the  way 
to  the  adoption  of  a  new  system.  A  buffer  was  inserted  between 
the  politicians  and  the  railways  in  the  shape  of  a  nonpolitical  com- 
mission. The  commission  was  composed  of  three  men  holding  office 
for  a  fixed  term  of  five  years,  and,  like  judges,  irremovable,  except  on 
a  vote  of  both  houses  of  Parliament.  The  members  were  all  profes- 
sional railway  men,  and  the  chief  commissioner  had  the  right,  in 
case  of  disagreement,  to  overrule  his  colleagues.  A  well-known 
English  railway  man  was  appointed  to  fill  the  post  of  chief  com- 
missioner. The  commission  had  not  power  to  undertake  the  con- 
struction of  new  lines  without  the  consent  of  the  ministry,  but  the 
entire  responsibility  for  the  mantenance  and  working  of  the  exist- 
ing lines  was  handed  over  to  them. 

The  example  of  Victoria  was  followed  by  South  Australia  in 
1887,  by  New  South  Wales  in  1888,  and  by  Queensland  and  New 
Zealand  shortly  after.  In  each  case  the  first  chief  commissioner 
was  an  English  railway  man.  In  Victoria  the  new  system  was 
not  oversuccessful.  Political  pressure  still  continued.  The  financial 
position  got  worse.  Budget  estimates  of  expenditure  were  largely 
exceeded.  And,  as  has  already  been  mentioned,  free  transportation 
was  given  on  a  wholesale  scale  to  the  dependents  of  members  of 
Parliament.  After  much  mutual  recrimination  the  commission  was 
abolished  and  the  raihvays  handed  back  to  direct  political  con- 
trol. Evidently  a  commission  which,  though  composed  of  individu- 
als personally  clean  handed,  is  not  strong  enough  to  crush  attempts 
at  jobbery  in  its  neighborhood  may  be  even  worse  for  the  public 
interest  than  a  minister  who  uses  his  patronage  for  political  ends, 
for  the  minister  can  at  least  be  watched  and  exposed  in  Parliament 
by  political  opponents,  while  a  commission  can  take  shelter  under 
the  cloak  of  its  statutory  irresponsibility. 
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The  experience  of  New  South  Wales  was  different.  The  chief 
commissioner  appointed  in  1888  was  not  merely  a  brilliantly  able 
administrator,  but  a  man  of  iron  will.  He  insisted  on  managing 
the  railroads  committed  to  his  care  solely  in  the  public  interest.  And 
within  four  years  he  had  succeeded  in  simultaneously  advancing 
wages,  reducing  rates,  and  increasing  net  earnings  by  66  per  cent, 
thus  restoring  the  finances  to  a  satisfactory  position.  The  result  was 
curious.  The  commission  was  persecuted  by  a  "large  number  of 
people  whose  influence  was  at  an  end  under  a  changed  state  of 
affairs."  Two  commissions  of  inquiry  were  appointed  to  investigate 
the  alleged  misdeeds  of  the  commissioners.  They  found  an  unhesi- 
tating verdict  for  the  defendants  on  every  count  of  the  long  indict- 
ment. An  address  of  confidence  was  signed  by  thousands  of  electors 
all  over  the  colony  and  presented  to  the  commissioners  at  an  en- 
thusiastic meeting  of  6,000  citizens  of  Sydney.  The  commissioners 
were  reappointed  for  a  second  term  of  five  years,  but  early  in  his 
second  term  the  chief  commissioner  died  suddenly.  Within  a  few 
years  things  had  gone  so  far  wrong  that  a  royal  commission  was 
appointed  to  investigate.  As  a  result  of  their  report  two  out  of  the 
three  commissioners  were  called  upon  to  retire. 

It  is  not  possible  here  to  go  through  the  varying  histories  of  aU 
the  colonies.  One  important  phase  of  the  history  must  not,  how- 
ever, be  passed  over.  In  Victoria  in  1903  there  was  a  fierce  railway 
strike,  which  by  the  threat  of  a  drastic  bill  introduced  in  Parliament, 
with  the  support  of  an  almost  unanimous  public  opinion,  was 
promptly  put  down.  Thereupon  an  act  was  passed  depriving  all 
railway  servants  of  their  local  vote,  placing  them  on  a  separate  and 
distinct  register,  and  giving  them  power  to  elect  as  their  special 
representatives  one  member  to  the  council  and  two  to  the  assembly. 
In  1906  this  act  was  repealed  and  superseded  by  "An  act  to  abolish 
separate  representation  in  Parliament  of  public  officers  and  rail- 
way officers."  Section  4  (1)  and  (2)  of  this  act,  which  is  still  in 
force,  is  as  follows : 

(1)  In  order  that  all  officers  may  be  enabled  to  render  loyal  and  efficient 
service  to  the  State,  it  is  hereby  enacted  that  no  person  or  class  of  persons 
employed  in  any  capacity,  whether  permanently  or  temporarily,  in  the  public 
service,  including  the  railway  service,  the  police  force,  the  State  rivers  and 
water-supply  department,  and  the  lunacy  department,  shall  either  directly  or 
indirectly  take  any  part  whatsoever  in  or  in  relation  to  election  of  members 
to  the  legislative  council  or  the  legislative  assembly,  or  directly  or  indirectly 
in  any  way  take  part  in  the  political  affairs  of  the  State  of  Victoria,  otherwise 
than  by  recording  a  vote  at  a  parliamentary  election ;  and  no  person  or  class 
of  persons  so  employed  shall  directly  or  indirectly  use  or  attempt  to  use  any 
influence  in  respect  to  any  matter  affecting  the  remuneration  or  position  in  the 
public  service  of  either  himself  or  any  other  person. 

(2)  If  any  person  so  employed  is  guilty  of  any  contravention  of  this  section, 
then  on  proof  thereof  to  the  satisfaction  of  the  public  service  commissioner, 
the  commissioners  of  railways,  the  chief  commissioner  of  police,  or  the  State 
commissioners  and  water-supply  commissioners,  or  the  inspector  general  of  the 
insane  (as  the  case  may  be)  such  person  may  by  the  said  authority  be  fined 
any  sum  not  exceeding  flO  and  may  be  reduced  in  class,  subdivision,  grade  or 
status,  and  salary,  or  he  may  be  dismissed  or  his  services  may  be  dispensed 
with,  provided  that  such  person  shall  not  be  dismissed  or  have  his  services  dis- 
pensed with  for  any  contravention  of  this  section  without  the  consent  of  the 
governor  In  council. 

Victoria  had  in  1903  again  reverted  to  the  commissioner  system. 
It  imported  an  expert — this  time  from  America — and  a  striking  im- 
provement, both  in  operating  and  financial  results,  at  once  became 
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evident.  Since  then  there  has  been  a  relapse,  and  it  is  understood 
that  at  present  Victoria  is  once  more  considering  the  importation  of 
a  new  expert.  In  fact,  in  almost  every  colony,  the  management  has 
gone  through  various  phases.  Sometimes  there  have  been  commis- 
sions of  three,  at  other  times  single  commissioners.  At  one  time  a 
commission  has  had  full  power ;  at  another  time  it  has  been  more  or 
less  subordinated  to  a  minister.  Or,  again,  the  commission  has  been 
abolished  altogether,  and  the  railways  have  been  worked  by  a  general 
manager  whose  position  is  definitely  that  of  a  ministerial  sub- 
ordinate. 

Another  point  may  be  noted.  For  30  years  most  of  the  Australian 
States  have  imported  their  chief  official,  whether  entitled  commis- 
sioner or  general  manager,  from  England.  They  have  not  had  the 
pick  of  the  English  railway  service.  For  neither  in  authority  nor 
in  compensation  is  the  position  in  Australia  comparable  to  that  of  a 
general  manager  of  one  of  the  great  English  railways.  And  yet  the 
practice  continued.  What  shall  be  said  of  an  organization  which 
can  not  train  its  own  young  men  to  become  chief  executives?  That 
the  men  are  there,  there  can  be  no  doubt.  No  one  would  suggest  that 
the  average  Australian  is  inferior  to  the  average  Englishman.  Is 
not  the  reason  that,  in  a  commercial  concern,  promotion  by  merit 
not  only  brings  the  best  men  to  the  top,  but  stimulates  every  man  to 
do  his  best,  while  Government  service  usually  only  gets  work  done 
■  at  the  rate  of  what  is  known  in  England  as  the  "  Government  stroke." 

POLITICS  IN  BELGIUM. 

The  history  of  Belgium  affords  a  singular  contrast  to  that  of 
Australia.  There  has  been  no  attempt  to  interpose  a  buffer  authority 
between  Parliament  and  the  railways.  The  political  minister  is 
frankly  the  head  of  the  railway  system.  And  what  is  more  remark- 
able the  same  political  party — called  Catholics  by  themselves  and 
Clericals  by  their  opponents — have  been  in  power  for  32  consecutive 
years,  and  up  to  the  time  of  the  war  they  showed  no  signs  of  losing 
their  hold  on  the  management  of  affairs.  It  is  claimed  by  the 
Liberal  and  Labor  opponents  of  the  present  ministry  that  this  long 
tenure  of  office  is  in  large  measure  due  to  the  patronage  and  influ- 
ence which  their  possession  of  the  railways  give  them.  Certain  it 
is  that  about  6  per  cent  of  the  total  votes  polled — in  Belgium  voting 
is  compulsory — are  those  of  the  railway  staff.  Certain  it  is,  too,  that 
the  State  administration  does  not  err  on  the  side  of  employing  too 
small  a  staff.  Per  kilometer  of  line  open  it  employs  19.1  persons, 
while  the  Northern  Railway  Co.  of  France  on  its  lines  in  Belgium, 
where  the  traffic  is  certainly  not  below  the  average  of  the  State  sys- 
tem, only  finds  it  necessary  to  employ  12.91.  It  is  certain  also  that 
while  the  goods  rates,  which  are  only  directly  paid  by  a  few  per- 
sons, have  Deen  maintained  unreduced — it  is  fair  to  remember  that 
even  now  they  are  the  lowest  in  western  Europe — passenger  fares, 
which  appeal  to  the  general  public,  have  been  brought  down  to  a 
point  which  experts  say  results  in  an  actual  loss.  The  long-distance 
v/orkmen's  weekly  tickets  have  often  been  referred  to  with  admira- 
tion. In  the  case  of  the  longest  distance,  the  rate  charged  comes 
down  to  as  low  as  6  miles  for  1  cent.    Prof.  Mahaim  ^  regards  these 
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workmen's  tickets  as  "  a  boon  which  has  rendered  the  population 
mobile  and  solves  the  problem  of  unemployment."  The  opponents 
of  the  ministry  tell  another  story  and  assert  that  these  tickets  are 
issued  in  order  to  prevent  workmen  leaving  the  country  districts, 
where  they  remain  under  the  influence  of  their  priests,  and  coming 
to  live  near  their  work  in  the  towns,  where  they  might  be  subject  to 
other  political  influences.  They  assert  that  it  is  not  in  the  interests 
of  the  workmen  that  they  should  be  encouraged  to  live  so  far  from 
their  work  that  in  extreme  cases  they  have  to  leave  home  at  3.30  or  4 
o'clock  in  the  morning  and  only  get  back  at  11  o'clock  at  night.  And 
this  view  has  very  recently  received  support  from  one  who  can  not 
be  regarded  as  a  political  opponent.  Writing  in  the  Independence 
Beige  for  September  20,  1916,  Father  Rutten,  a  very  well-known 
and  influential  priest  and  a  strong  supporter  of  the  Government, 
says: 

Better  and  cheaper  connection  with  the  suburbs  ^ill  alone  induce  worltmen 
to  desert  the  crowded  centers ;  but  matters  must  not  be  puslied  to  the  other 
extreme  at  further  multiplying  the  workmen's  fares.  I  have  seen  at  too  close 
quarters  the  demoralizing  of  the  Flemish  worker  who  has  to  spend  every  day 
four  or  five  or  even  sis  hours  on  the  railway,  in  crowded  carriages  in  an  atmos- 
phere that  in  winter  is  not  fit  to  breathe.  Living  in  the  country  is  all  very 
well,  but  the  benefits  are  greatly  reduced  by  the  necessity  of  these  long  jour- 
neys and  by  the  hours  spent  in  the  saloons  alongside  the  stations. 

It  may  be  added  that,  whatever  the  reason  be,  the  ministry  have 
been  so  strongly  opposed  to  bringing  workmen  to  reside  in  the  big 
towns  that  not  only  have  they  done  little  or  nothing  to  develop  sub- 
urban traffic  in  the  immediate  neighborhood  of  Brussels,  but  they 
have  steadily  refused  the  request  of  the  railway  officials  that  work- 
men's cottages  might  be  built  near  the  big  stations,  so  that  men 
might  be  at  hand  at  all  times  of  the  day  and  night  for  urgent  require- 
ments of  snowstorms,  accidents,  and  the  like. 

In  the  matter  of  train  service,  it  will  hardly  be  denied  that  the 
Belgian  State  railways  are  inferior  to  all  their  neighbors;  every 
passenger  entering  Belgium  from  France  is  conscious  of  a  marked 
slowing  down  of  the  train.  Indeed,  the  international  service  be- 
tween Ostend  and  the  German  frontier  was  so  poor  that  the  Prussian 
Government  is  understood  to  have  threatened  to  divert  the  English 
mail  via  Holland  and  Flushing  unless  it  was  improved. 

Antwerp  and  Brussels,  the  two  principal  towns  in  the  country, 
with  a  population  of  over  a  million  between  them,  are  only  27^ 
miles  apart.  Until  quite  recently  the  best  train  took  practically  an 
hour  over  the  journey.  The  slowness  of  the  trains  is  partly  to  be 
explained  by  the  fact  that  expenses  have  been  rising  fast  in  recent 
years,  and  the  State  administration  has  economized  in  road  main- 
tenance. And  M.  Mahaim  gives  figures,  of  which  he  apparently 
does  not  fully  appreciate  the  significance,  showing  that  while  be- 
tween 1901  and  1908  total  operating  expenses  rose  25  per  cent,  road- 
maintenance  expenditure  only  rose  1.7  per  cent.  And  every  railway 
man  loiows  what  this  means.  Nor  can  it  be  denied  that  the  Belgian 
Government  has  been  behind  the  times  in  necessary  new  capital  out- 
lay. To  give  one  striking  instance:  A  direct  underground  connec- 
tion between  the  northern  and  southern  stations  at  Brussels  has 
been  recognized  as  necessary  for  a  quarter  of  a  century.  The  work 
was  only  commenced  just  before  the  war,  up  to  which  time  the  only 
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access  to  the  northern  station  was  over  a  single  track  known  to  the 
Brussels  newspapers,  owing  to  the  frequency  of  accidents  on  it,  as 
"  the  death  trap." 

In  Belgium  the  railway  budget  and  the  State  budget  are  inex- 
tricably entangled.  Promises  have  been  frequently  made  that  the 
two  budgets  should  be  separated,  as  in  Switzerland  and  Italy,  but 
hitherto  the  promises  have  not  been  carried  out.  Official  figures 
do  indeed  give  the  total  amount  of  the  railway  debt.  But  there  are 
no  separate  railway  loans;  the  whole  money  has  in  fact  been  raised 
on  the  general  credit  of  the  State.  The  railway  accounts  show  a 
figure  of  some  $3,859,040  per'  annum  charged  as  "sinking  fund." 
But  in  fact  no  sinking-fund  payment  is  really  made,  and  the  figure 
is  a  mere  book  entry. 

When  the  Chicago  &  Alton  Railway  under  Mr.  Harriman's  man- 
agement went  back  into  the  old  books,  extracted  items  of  what  were 
really  capital  expenditures  but  which  had  been  paid  out  of  revenue, 
and  then  proceeded  to  capitalize  the  result,  Americans  denounced 
it  as  a  financial  scandal.  But  the  example  had  been  set  by  the 
State  administration  of  Belgium  some  years  before.  In  1897  the 
ministry  went  back  on  the  63  previous  budgets,  extracted  a  host 
of  small  additions  to  works  and  equipment  which  had  been  charged 
to  revenue  under  the  category  of  renewals,  making  together  a  total 
of  over  $2,122,472,  and  charged  them  back  against  capital.^ 

Efforts  have  been  made  from  time  to  time  not  only  to  separate 
the  railway  budget  from  the  general  budget  but  to  withdraw  the 
actual  management  of  the  railways  from  the  political  minister.  In 
1905,  for  example,  when  M.  Liebeart  was  minister  of  public  works, 
the  general  management  was,  in  the  interests  of  discipline,  handed 
over  to  an  expert  railway  man.  The  reform  immediately  produced 
excellent  results.  But  the  deputies  complained  that  their  recom- 
mendations had  ceased  to  be  received  with  sufficient  attention,  and  one 
of  the  first  acts  of  M.  Helleputte,  who  succeeded  M.  Liebeart  as  min- 
ister in  1907,  was  to  resume  all  authority  into  his  own  hands.  How 
that  authority  is  exercised  can  be  judged  by  one  or  two  instances. 
According  to  the  regulations,  for  every  place  vacant  that  is  not  open 
to  competition  a  candidate  must  be  entered  on  one  of  five  categories. 
The  first  three  categories  are  composed  of  sons  of  officials  possessing 
various  qualifications.  The  fourth  category  is  composed  of  persons 
recommended  to  the  minister's  private  secretary  by  senators,  depu- 
ties, or  priests.  The  fifth  category  comprises  everybodj'  else.  The 
categories  are  taken  in  order.  In  practice  the  first  three  categories 
provide  very  few  candidates,  and,  broadly,  no  one  is  ever  appointed 
except  from  the  fourth  category,  "  recommended  candidates."  The 
railway  officials  have  tried  to  mend  matters  by  filling  as  many  posts 
as  possible  by  competition.  The  ministry  fights  against  this  en- 
croachment on  its  influence.  For  instance,  open  competition  for  the 
posts  of  road  foreman  and  running-shed  foreman  has  been  put  a 
stop  to.  Promotion  is  nominally  by  seniority,  except  in  cases  of 
exceptional  merit.  In  practice  there  is  good  reason  to  believe  that 
the  exceptional  merit  is  mainly  of  a  political  kind.  The  superior 
officers  are  forbidden  to  mix  themselves  with  politics,  which,  in 
practice,  means  that  they  are  forbidden  publicly  to  express  opinions 
other  than  those  of  the  Government. 
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Similarly  the  formation  of  associations  among  the  rank  and  file 
of  the  staff  is  closely  superviseed.^  It  is  claimed  that,  while  Catholic 
workmen  are  free  to  associate  as  they  please,  associations  of  an  oppo- 
site tendency  live  under  a  constant  threat  of  dissolution. 

Here  is  a  quite  recent  story.  On  the  occasion  of  the  elections  in 
June,  1912j  as  the  result  of  orders  direct  from  the  cabinet  of  the 
minister  himself,  increases  of  wages  were  granted  and  paid  to  a 
large  number  of  men  on  the  very  day  before  the  vote  was  taken,  and 
these  increases  were  made  to  date  back  to  the  previous  1st  January. 
The  minister  was  accused  in  Parliament  of  having  ordered  these 
increases  by  telegraph ;  he  replied  that  the  accusation  was  not  true. 
He  was  quite  accurate  in  his  statement.  The  order  had  been  given 
by  telephone. 

As  is  well  known,  the  Catholic  Party  is  mainly  composed  of  the 
Flemish  portion  of  the  population,  while  the  Liberals  and  Socialists 
are  mainly  French  and  Walloon.  Two  somewhat  amusing  instances 
of  the  encouragement  of  Flemish  aspirations  may  be  given.  The 
public  notices  in  the  stations  at  Brussels  used  to  be  in  two  lan- 
guages— the  French  above  the  Flemish.  Not  long  ago  they  were  all 
taken  down  and  stuck  up  again  with  the  Flemish  above  the  French. 
The  Traveler's  Guide  used  to  the  published  in  two  editions.  Of  the 
French  edition  80,000  copies  were  sold ;  of  the  Flemish  3,000.  And 
it  is  alleged  that,  in  order  to  get  even  the  3,000  sold,  the  French 
edition  was  allowed  to  go  out  of  print  before  the  demand  was  ex- 
hausted. To  please  the  Flamingants  "  the  French  edition  has  been 
abolished,  and'^a  single  edition  has  been  put  out  in  both  languages, 
naturally  larger,  more  complicated,  and  less  convenient. 

Let  us  turn  from  the  question  of  interference  with  the  manage- 
ment of  an  undertaking  belonging  to  the  public  at  large  in  the  in- 
terests of  a  single  political  party  and  note  a  result  of  State  manage- 
ment of  a  quite  different  kind.  Alongside  of  the  Belgian  State  rail- 
way system  proper  there  is  a  secondary  system  of  light  railways, 
under  a  management  organized  as  a  company,  of  which,  however, 
the  State  and  the  various  local  authorities  are  practically  the  only 
shareholders.  In  this  secondary  system  the  State  has  only  about 
50  per  cent  interest,  whereas  it  has  a  100.  per  cent  interest  in  the 
State  railways  proper.  The  minister  of  public  works  has  control  of 
the  tariffs  of  the  light  railways,  and  exercises  that  control  to  prevent 
the  light  railways  from  reducing  their  tariffs — though  it  may  be  to 
the  interest  both  of  the  light  railways  and  their  customers  to  do  so — 
whenever  it  is  feared  that  competition  injuriously  affecting  the  State 
railway  revenues  might  result. 

One  word  more  as  to  Belgium.  The  same  political  party  has,  as 
has  been  said,  retained  control  of  the  railways  in  Belgium  for  32 
years.  But  shortly  before  the  war  a  commission  was  appointed  to 
imqiuire  into  the  whole  subject.  No  report  has  been  officially  published. 
But  it  is  a  matter  of  public  knowledge  that  the  commission  had  deter- 
mined to  recommend  that  the  construction  of  new  lines  should  in 
future  be  intrusted  to  a  contractor  and  not  left  in  the  hands  of  the 
railway  administration ;  that  they  were  seriously  considering  the 
grant  of  a  lease  of  the  State  railways  to  an  operating  company;  and 
that  certain  very  influential  persons  were  in  favor  of  the  adoption  of 
this  policy. 

'See  the  regulations  put  out  in  Marcli,  1910,  which  are  to  be  found  in  the  report  of 
M.  de  Bue  on  the  Railway  Budget  of  1911  in  the  "  Documents  Parlementaires." 
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CONCLUSION. 

President  Hadley  has  summed  up  the  conclusions  of  the  Italian 
railway  commission,  based  on  the  railway  experience  of  the  world  as 
it  existed  35  years  ago,  as  follows : 

(1)  Most  of  the  pleas  for  State  management  are  based  upon  the 
idea  that  the  State  would  perform  many  services  much  cheaper  than 
they  are  performed  by  private  companies.  This  is  a  mistake.  The 
tendency  is  decidedly  the  other  way.  *  *  *  The  State  is  much 
more  likely  to  attempt  to  tax  industry  than  to  foster  it. 

(2)  State  management  is  more  costly  than  private  manage- 
ment.    *     *     * 

(3)  The  political  dangers  would  be  very  great.  Politics  would 
corrupt  the  railroad  management,  and  the  railroad  management 
would  corrupt  politics.     *     *     * 

In  the  foregoing  pages  an  attempt — hampered  by  the  condition 
that  the  most  important  facts  of  contemporary  history  are  not  always 
those  that  can  be  most  readily  published — has  been  made,  subject  to 
strict  limitations  of  space,  to  bring  the  history  up  to  date.  And  the 
conclusions  of  the  Italian  commission  still  seem  to  stand  firm. 

The  essential  lesson  of  the  history  may  be  said  to  be  this:  It  is 
impossible  to  obtain  satisfactory  results  on  Government  railways  in 
a  democratic  State  unless  the  management  is  cut  loose  from  direct 
political  control.  Neither  Australia  nor  any  other  country  with  a 
democratic  constitution — perhaps  an  exception  ought  to  be  made  of 
Switzerland— has  succeeded  in  maintaining  a  permanent  severance. 
The  Australian  Parliaments  have  loosened  their  hold  for  a  few  years, 
but  only  for  a  few  years.  In  France,  in  Belgium,  in  Italy  parlia- 
mentary interference  has  never  been  abandoned  for  a  moment.  With- 
out imputing  a  double  dose  of  original  sin  to  politicians,  it  is  easy  to 
see  why  this  happens.  The  railways  belong  to  the  people.  Parlia- 
ment is  the  authorized  representative  of  the  people.  It  seems  there- 
fore to  the  ordinary  citizen  only  right  and  natural  that  Parliament 
should  control  th  management  of  the  people's  railways.  And  yet 
facts  are  stubborn  things ;  and  the  facts  show  that  parliamentary  m- 
terference  has  meant  running  the  railways,  not  for  the  benefit  of  the 
people  at  large,  but  to  satisfy  local  and  sectional  or  even  personal 
interests.  They  show  further  that,  under  parliamentary  manage- 
ment, it  is  easier  to  get  money  for  big  schemes  of  new  constrviction 
than  for  inconspicuous  day-to-day  betterments  and  improvements 
which  probably  would  produce  much  greater  public  benefit.  Some 
day,  perhaps,  having  learned  wisdom  by  experience,  a  parliament  and 
a  people  may  recognize  that  management  for  the  people  is  not  neces- 
sarily management  by  the  jjeople;  that  there  are  other  branches  of 
government,  besides  the  judicial  branch,  unsuited  for  popular  inter- 
ference, and  may  establish  a  permanent  State  railway  organization, 
with  its  own  board  of  directors,  with  its  own  separate  burget,and 
entirely  independent  of  parliamentary  control,  but  controlled  like 
any  private  company  by  a  judicially  minded  commission,  required 
also  like  a  private  compan^^  to  earn  a  dividend  for  its  stockholders, 
the  people.  '  And  then  a  main  objection  to  Government  railways  in  a 
democratic  State  will  have  lost  its  force.  But  hitherto  no  parliament 
and  no  people  have  recognized  this  fact,  even  though  it  stands  out 
abundantly  clear  on  the  pages  of  railway  history. 
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COMMISSION. 

[P.  C.  1680.] 

CERTIFIED  COPT  OF  A  REPOET  OF  THE  COMMITTEE  OF  THE  PRIVY 
COUNCIL,  APPROVED  BY  THE  DEPUTY  OF  HIS  ROYAL  HIGHNESS  THE 
GOVERNOR   GENERAL   ON   JULY   13,    1916. 

The  committee  of  the  privy  council  have  had  before  them  a  report, 
dated  June  12,  1916,  from  the  right  honorable  the  prime  minister, 
submitting  that  it  became  necessary  at  the  recent  session  of  Parlia- 
ment to  make  provision  for  assistance  by  loan  to  the  Grand  Trunk 
Pacific  Railway  Co.  and  to  the  Canadian  Northern  Railway  Co.,  in 
order  that  such  companies  might  be  enabled  to  meet  current  obli- 
gations and  to  provide  for  payment  of  interest  on  outstanding 
securities. 

Having  regard  to  the  conditions  and  necessities  of  railway  devel- 
opment in  Canada,  the  prime  minister  is  of  opinion  that  the  situa- 
tion should  be  considered  in  a  comprehensive  way  and  that  a  thorough 
inquiry  should  be  made  by  a  board  of  the  highest  abihty  and  experi- 
ence. 

The  prime  minister  further  submits  that  the  inquiry  should  have 
reference  to  the  following  matters: 

1.  The  general  problem  of  transportation  in  Canada. 

2.  The  status  of  each  of  the  three  transcontinental  railway  sys- 
tems— that  is  to  say,  the  Canadian  Pacific  Railway  system,  the 
Grand  Trunk  Railway  system  (including  the  Grand  Trunk  Pacific 
Railway  and  the  Grand  Trunk  Railway  and  their  several  branches) 
and  the  Canadian  Northern  Railway  system,  having  special  reference 
to  the  following  considerations : 

(a)  The  territories  served  by  each  system  and  the  service  which 
it  is  cajpable  of  performing  in  the  general  scheme  of  transportation. 

(6)  Physical  conditions,  equipment,  and  capacity  for  handling 
business. 

(c)  Methods  of  operation. 
.  (d)  Branch  lines,  feeders,  and  connections  in  Canada. 

(e)  Connections  in  the  United  States. 

(f)  Steamship  connections  on  both  oceans. 

(o)  Capitalization,  fixed  charges,  and  net  earnino;s,  having  regard 
to  (1)  present  conditions,  and  (2)  probable  future  development  with 
increase  of  population. 

3.  The  reorganization  of  any  of  the  said  railway  systems,  or  the 
acquisition  thereof  by  the  State,  and  in  the  latter  case  the  most 
effective  system  of  operation,  whether  in  connection  with  the  Inter- 
colonial Railway  or  otherwise. 

4.  Generally  speaking,  all  matters  which  the  members  of  the 
board  may  consider  pertinent  or  relevant  to  the  general  scope  of  the 
inquiry. 
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The  prime  minister  therefore  recommends  as  follows: 

That  Alfred  Holland  Smith,  of  the  city  of  New  York,  in  the  United 
States  of  America;  Sir  Henry  Lumley  Drayton,  of  the  city  of  Ottawa; 
and  Sir  George  Paish,  of  London,  England;  be  the  members  of  the 
said  board,  of  whom  the  said  Alfred  Holland  Smith  shall  be  chairman. 

That  the  board  be  constituted  under  part  1  of  the  inquiries  act 
and  that  it  shall  have  all  powers  and  authorities  which  could  be  con- 
ferred under  the  authority  of  that  act,  as  amended  by  chapter  28  of 
the  statutes  of  1912,  entitled  "An  act  to  amend  the  inquiries  act." 

That  the  provincial  governments  be  respectfully  requested  to 
afford  to  the  board  any  necessary  information  and  cooperation  in 
the  inquiry. 

That  all  the  departments  of  the  government  shall  afford  to  the 
board  and  to  all  persons  acting  under  its  authority  and  by  its  direc- 
tion all  such  assistance  and  cooperation  m  the  inquiry  as  the  board 
maj  desire. 

That  the  board  of  railway  commissioners  for  Canada,  the  com- 
mission of  conservation,  and  all  other  bodies  of  a  like  character 
under  the  jurisdiction  of  the  Parliament  of  Canada,  shall  cooperate 
with  and  assist  the  board  in  the  proposed  inquiry. 

That  the  board  shall  report  its  findings  and  conclusions  with  the 
least  possible  delay. 

That  a  commission  for  the  purposes  aforesaid  shall  issue  to  the 
members  of  the  board  above  designated. 

The  committee  concur  in  the  foregoing  and  submit  the  same  for 
approval. 

RODOLPHB    BotTDEEAtr, 

Olerk  of  the  Privy  Council. 


[P.  C.  2567.] 

CERTIFIED  COPY  OF  A  REPORT  OF  THE  COMMITTEE  OF  THE  PRIVY 
COUNCIL,  APPROVED  BY  HIS  EXCELLENCY  THE  ADMINISTRATOR  ON 
OCTOBER   21,  1916. 

The  committee  of  the  privy  coimcil  have  had  before  them  a  report, 
dated  October  19,  1916,  from  the  right  honorable  the  prime  minister, 
submitting  that  Sir  George  Paish  has  resigned  his  position  as  a  mem- 
ber of  the  board,  appointed  by  order  ia  council  of  July  13,  1916,  to 
inquire  into  and  report  upon  the  general  problem  of  transportation 
in  Canada,  etc. 

The  prime  minister  further  recommends  that  William  Mitchell 
Acworth,  Esq.,  gentleman,  of  London,  England,  be  appointed  a 
member  of  the  said  board  of  inquiry  in  place  of  Sir  George  Paish, 
resigned. 

The  committee  concur  in  the  foregoing  recommendation  and  sub- 
mit the  same  for  approval. 

RODOLPHE    BOXJDREAU, 

Clerk  of  the  Privy  Council. 
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To  His  Excellency  the  Governor  in  Council: 

The  report  of  the  royal  coininissioai  appointed  to  consider  the  gen- 
eral problem  of  transportation  in  Canada. 

May  it  please  your  excellency,  we,  the  commissioners  appointed  by 
order  in  council  dated  July  13,  1916,  to  inquire  and  report  on  the 
railways  of  Canada,  have  the  honor  to  present  our  report  to  your 
excellency. 

The  subject  matter  of  the  reference  to  us  is  as  follows : 

1.  The  general  problem  of  transportation  in  Canada. 

2.  The  status  of  each  of  the  three  transcontinental  railway  sys- 
tems— that  is  to  say,  the  Canadian  Pacific  Railway  system,  the 
Grand  Trunk  Railway  system  (including  the  Grand  Trunk  Pacific 
Railway  and  the  Grand  Trunk  Railway  and  their  several  branches), 
and  the  Canadian  Northern  Railway  system,  having  special  refer- 
ence to  the  following  considerations: 

(a)  The  territories  served  by  each  system  and  the  service  which  it 
is  capable  of  performing  in  the  general  scheme  of  transportation. 

(5)  Physical  conditions,  equipment,  and  capacity  for  handling 
business. 

(c)  Methods  of  operation. 

{d)  Branch  lines,  feeders,  and  connections  in  Canada. 

(e)  Connections  in  the  United  States. 

(f)  Steamship  connections  on  both  oceans. 

tgr)  Capitalization,  fixed  charges,  and  net  earnings,  having  regard 
to  (1)  present  conditions,  and  (2)  probable  future  development  with 
increase  of  population. 

S-.  The  reorganization  of  any  of  the  said  railway  systems,  or  the 
acquisition  thereof  by  the  State;  and,  in  the  latter  case,  the  most 
effective  system  of  operation,  whether  in  connection  with  the  Inter- 
colonial Railway  or  otherwise. 

4.  Generally  speaking,  all  matters  which  the  members  of  the  board 
may  consider  pertinent  or  relevant  to  the  general  scope  of  the  inquiry. 

Sir  George  Paish,  one  of  the  original  commissioners,  was,  owing  to 
iU  health,  unable  to  serve  on  the  commission,  and  on  October  31, 
1916,  his  formal  resignation  was  received  and  Mr.  William  Mitchell 
Acworth  was  appointed  in  his  place.  Mr.  Acworth  landed  in  Amer- 
ica early  in  December  and  joined  in  our  work. 

In  September  and  October  two  of  the  commissioners,  the  chair- 
man, Mj.  Alfred  H.  Smith,  and  Sir  Henry  Drayton,  spent  some  weeks 
inspecting  the  railways,  traveling  upwards  of  10,000  mdes,  visiting 
all  important  points  from  Halifax  to  Vancouver  and  Prince  Rupert, 
and  taking  the  opportunity  of  meeting  and  conferring  with  many 
representative  citizens.  We  desire  to  express  our  appreciation  of  the 
manner  in  which  the  oflacers  of  the  various  companies  facilitated  our 
journey  and  assisted  us  to  obtain  a  knowledge  of  local  conditions. 

We  have  had  a  physical  examination  made,  in  such  detail  as  cir- 
cumstances have  permitted,  of  the  railways  of  the  Canadian  North- 
ern and  the  Grand  Trunk  Pacific  by  a  corps  of  engineers  under  the 
supervision  of  Prof.  Swain,  of  Harvard  University  and  the  Massa- 
chusetts Institute  of  Technology.     His  report  is  given  in  Appendix  A. 

In  addition  to  the  information  which  we  have  obtained  from  our 
own  inquiries  and  inspections  and  those  of  our  staff,  we  have  received 
voluminous  reports  and  statistics  from  the  different  companies  in 
reply  to  our  inquiries  on  specific  points.     Two  of  our  number  have 
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held  formal  hearings  in  Toronto  into  the  affairs  of  the  Canadian 
Northern  Railway  Co.,  and  in  Montreal  into  the  affairs  of  the  Grand 
Trunk  and  Grand  Trunk  Pacific  companies. 

Since  Mr.  Acworth's  arrival  we  have  frequently  met  in  Ottawa  and 
in  New  York  for  discussion  of  the  remaining  matters  referred  to  us. 
We  have  taken  the  situation  as  it  is,  and  find  ourselves  in  agreement 
as  to  the  necessity  for  constructive  aid  to  bring  the  railways  through 
the  present  crisis.  We  differ,  however,  as  to  the  extent  and  method 
of  Government  help  desirable  and  as  to  the  increase  and  character 
of  Government  liability  and  interest  now  and  for  the  future.  It  has 
therefore  been  found  necessary  to  submit  a  report  of  the  two  con- 
curring commissioners,  with  a  brief  statement  of  the  minority  recom- 
mendation. They  will  be  found  herewith. 
Respectfully  submitted. 

A.  H.  Smith. 

H.  L.  Drayton. 

W.  M.  ACWORTH. 


Report  of  Sir  Henry  L.  Drayton  and  Mr.   W.  M.  Acworth. 

introductory. 

This  commission  is  instructed  by  the  Government  to  report  on  the 
"general  problem  of  transportation  in  Canada,  with  the  least  possible 
delay."  Under  these  conditions  it  has  been  clearly  impossible  for 
us  to  set  on  foot  and  await  the  result  of  exhaustive  inquiries,  and  to 
elaborate  in  full  detail  a  scheme  based  thereon.  We  beheve  that  we 
shall  best  carry  out  the  purpose  which  the  government  has  in  mind 
in  appointing  us,  if,  after  setting  out  the  general  situation  as  we  see 
it,  and  the  general  conclusions  at  which  we  have  arrived,  we  sketch  in 
broad  outline  the  scheme  of  readjustment  which  we  recommend  for 
adoption,  and  then  indicate  the  manner  in  which,  if  and  when  our 
recommendations  are  approved  by  the  government  and  Parliament, 
those  recommendations  should  be  brought  into  practical  operation. 

Part  I.  Canadian  Railways. 

MILEAGE,  CAPITAL,  AND    STATE    AID. 

On  Jime  30,  1916,  the  operating  mileage  of  railways  in  Canada 
was  officially  reported  to  be  as  follows : 

Miles. 
In  operation,  miles  of  first  main  track  (less  duplications  tlirough  trackage 

rights) 37,434 

Under  construction,  according  to  official  reports  and  estimates 3,  ISO" 

40, 584 

This  mileage,  which  we  take  in  round  figures  as  40,000  miles,  is 
very  great  as  compared  to  the  population  of  Canada,  assumed  to  be 
something  like  7,500,000  at  the  present  time.  It  far  exceeds  that  of 
the  United  Kingdom  or  France,  with  populations,  respectively,  of 
46,000,000  and  40,000,000.  It  is  roughly  equal  to  that  of  the  Ger- 
man Empire,  with  67,000,000  inhabitants,  and  of  India,  with  more 
than  300,000,000  people.     It  is  only  slightly  behind  Russia,  with  a 
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very  rapidly  growing  population  of  170,000,000.  Putting  Canada 
alongside  countries  more  nearly  comparable,  we  find  that  Australia, 
with  an  area  roughly  corresponding  to  that  of  Canada,  has  18,290 
miles  of  line  for  5,000,000  inhabitants.  Argentina  has  20,290  miles 
for  the  same  population.  To  take  yet  another  comparison,  Canada 
has  nearly  one-sixth  of  the  railway  mileage  of  the  United  States; 
it  has  less  than  one-fourteenth  of  the  population.  Evidently,  judged 
by  the  standards  of  other  countries,  the  railway  mileage  of  Canada 
bears  a  very  high  ratio  to  the  population. 

We  may  put  the  same  thing  in  another  way.  The  growth  of  the 
mUeage  has  far  outstripped  the  growth  of  the  population.  In  1901, 
with  a  population  of  5,371,315,  Canada  had  18,140  miles  of  railway  in 
operation;  roughly  a  mile  of  railway  for  every  300  inhabitants.  In 
1911,  the  popidation  had  increased  34  per  cent  to  7,206,643,  while  the 
mileage  had  increased  by  40  per  cent  to  25,400  miles;  a  mile  of  rail- 
way to  every  284  inhabitants.  Since  1911,  the  population  has,  it  is 
understood,  not  much  increased,  but  the  railway  mileage  open  and 
under  construction  has  grown  to  40,584  miles.  In  other  words, 
Canada  has,  to-day,  taking  the  present  population  as  7,500,000,  only 
185  inhabitants  to  support  each  mile  of  railway.  Taking  the  tour 
western  Provinces  by  themselves,  there  are  only  two-thirds  of  this 
number  for  each  mile  of  railway.  The  United  States  has  400  in- 
habitants per  mile  of  line;  the  United  Kingdom,  2,000;  Russia,  4,000. 
Even  Australia  has  274  inhabitants  for  each  mile  of  railway;  Argen- 
tina, 238.  And  Canada  has,  what  none  of  these  other  countries  have 
to  a  comparable  degree,  a  magnificent  internal  system  of  natural 
waterways,  which  must  always,  so  far  as  can  now  be  foreseen,  carry 
a  very  large  proportion  of  the  total  traffic.  Of  com-se,  if  mileage  be 
takeii  in  relation  not  to  population  but  to  area,  Canada,  so  far  from 
being  at  the  top,  comes  far  down  in  the  scale.  But  area  means 
potentialities,  not  actualities.  Population  alone  can  supply  traffic. 
That  the  railway  mileage  aheady  built  wiU  be  insufficient  for  the 
Canada  of  the  future  we  doubt  not.  The  question  which  concerns 
to-day  is  the  relation  of  existing  mileage  to  the  circumstances  of  the 
present  and  the  proxinaate  future. 

These  facts  are  fundamental,  and  must  be  steadUy  borne  in  mind 
in  any  consideration  of  the  futitte  of  Canadian  railways. 

APPORTIONMENT    OF   MILEAGE. 

Of  the  mileage  owned  and  in  operation  on  June  30,  1916,  (1)  there 
were  in  the  hands  of  the  Dominion  Government: 

Miles. 

Intercolonial 1, 514 

Prince  Edward  Island 275 

Transcontinental 1, 810 

3,599 

(2)  The  mileage  (excluding  trackage  rights)  of  the  four  large  private 
operating  systems  was : 

Miles. 

Canadian  Pacific 12,  900 

Canadian  Northern 9, 648 

Grand  Trunk 3,  556 

Grand  Tnmk  Pacific  (excluding  Branch  Lines  Co.) 1,964 

28,  068 
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(3)  There  were  operated — ■ 
By  other  companies  and  provincial  governments 6, 366 

Total 34,434 

Included  in  the  mileage  of  "other  companies"  is  the  following 
mileage  operated  or  controlled  by  United  States  corporations.^ 

Miles. 

Great  Northern 575 

Michigan  Central 381 

New  York  Central 103 

Boston  and  Maine  (including  Maine  Central) 41 

Pere  Marquette 199 

Total 1,  299 

This  is  more  than  counterbalanced  by  Canadian  companies'  mileage 

in  the  United  States,  as  follows: 


Proprie- 
tary.2 

Leased. 2 

Con- 
trolled. 

Total. 

145 

32 

4,771 
1,868 

4,948 

Grand  Trunk                                                                           

1,868 

44 

181 

225 

Total 

189 

213 

6,639 

7,041 

REVENUE,    GROSS    AND    NET. 

For  the  year  ending  June  30,  1916,  the  gross  earnings  of  the  rail- 
ways reporting  to  the  department  of  railways  and  canals,  which  in- 
clude, in  addition  to  Canadian  mileage,  the  proprietary  and  leased, 
but  not  the  controlled,  mileage  of  Canadian  companies  in  the  United 
States,  were  $261,888,654,  or  practically  $7,000  ($6,997)  per  mile 
of  road  operated  otherwise  than  under  trackage  rights. 

For  the  principal  systems,  which  together  are  responsible  for  87  per 
cent  of  the  total  earnings,  the  gross  operating  revenues  per  mile 
operated  during  the  year  were  as  f oUows : 


Road. 

Operating 
revenue. 

Average 

mileage 

(including 

trackage) 

operated 

during  the 

year. 

Per  mile  of 
average 
mileage 
operated 
during 
year. 

$124,654,671 

35,476,275 

39,155,040 

6,963,188 

6,798,516 

15, 68(5, 662 

12,994 
9,702 
3,565 
1,968 
2,002 
1,553 

S9,593 
3,657 

Grand  Trunk 

10,983 
3,638 

Transcontinental  .  . 

2  896 

10, 101 

I  This  list  is  not  exhaustive  and  only  gives  important  companies. 

T  These  lines  are  essential  parts  o[  the  parent  systems,  but  organized  separately  for  international  reasons. 
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The  net  operating  revenues  and  the  average  per  mile  operated 
during  the  year  were  as  follows : 


Bosd. 


Net  operat- 
ing reyenue. 


Per  mile  of 
average  mile- 
age operated 
during  year. 


Canadian  Pacific 

Canadian  Northern 

Grand  Trunk 

Grand  Trunk  Pacific  (excluding  Brancli  Lines  Co.) 

Transcontinental 

latercolonial 


$46,416,743 

10,232,088 

10,373,027 

1,060,346 

429,455 

2,363,478 


J4672 

T054 

2,909 

539 

214 

1,522 


In  addition  to  the  revenues  from  rail  transportation  and  services 
incidental  thereto,  the  Canadian  Pacific  reported  revenues  from  boat 
lines,  commercial  telegraphs,  hotels,  and  news  departments  of 
$22,834,095  gross  and  $6,034,340  net. 

INVESTMENT   IN    ROAD    AND    EQUIPMENT. 

At  the  close  of  the  year  ended  June  30,  1916,  the  investment  in  road 
and  equipment  as  carried  on  the  books  of  the  companies  or  the  govern- 
ment was  as  follows: 


Road. 

Book  value  of 

road  and 
equipment. 

Miles 
owned. 

Per  mile. 

8530,788,978 
494,762,489 
424,169,310 
192,312,218 
159,881,894 
116,234,204 

7,779 
9,002 
3,331 
1,962 
1,810 
1,514 

868,233 

Canadian  Northern 

54,961 

Grand  Trunk 

127,340 

Grand  Trunk  Pacific  (excluding  Branch  Lines  Co.).                  .... 

98,018 

Transcontinental ...                                 

88,332 

76,773 

1,918,149,093 

25,398 

76,524 

The  book  value  of  road  and  equipment  is  not  to  be  regarded  as 
accurately  representing  the  actual  cost  of  the  property.  "Cost  of 
road  and  equipment,"  as  set  up  on  the  books  of  a  company,  fre- 
quently represents  not  the  actual  cash  outlay  but  the  par  value  of 
the  bonds  and  shares  which  have  been  issued  to  obtain  cash  or 
property.  "Cost  of  road  and  equipment"  may  therefore  include 
the  par  value  of  securities  issued  to  ootain  money  for  interest  during 
construction,  discounts  on  securities  sold,  and  other  items  not  strictly 
constraction  cost.  And  it  may  include  sums  to  offset  the  par  value 
of  securities  which  have  been  issued  for  other  than  a  cash  considera- 
tion. For  example,  the  Grand  Trunk  Pacific  has  $25,000,000  and 
the  Canadian  Northern  has  $100,000,000  of  ordinary  stock  out- 
standing, neither  of  which  issues  represents  more  than  a  nominal  sum 
of  actual  cash  paid  in.  On  the  other  hand,  the  Canadian  Pacific 
Railway  accounts  shows  that  this  company  has  received  premiums 
of  $45,000,000  upon  the  $260,000,000  of  ordinary  stock  sold.  These 
premiums  are  invested  in  the  general  assets  of  the  company  in  the 
same  manner  as  the  proceeds  of  the  stock  itself. 
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If  the  sums  mentioned  for  the  Grand  Trunk  Pacific  and  Canadian 
Northern  be  deducted  from  the  book  account  "cost  of  road  and 
equipment,"  the  statement  becomes: 


Canadian  Northern. . . 
Grand  Trunk  Pacific. 


Cost  of  road 
and  equip- 
ment. 


$394,169,130 
167,312,218 


Miles 
owned. 


9,002 
1,962 


Arerage 
per  mile. 


$43,786 
85,276 


RETURN    ON    CAPITAL. 


The  net  operating  revenues  have  ah-eady  been  stated.  Taking  in 
taxes,  rents,  and  similar  items,  which  relate  to  operation,  the  relation 
of  the  net  operating  income  to  cost  of  road  and  equipment  comes  out 
as  follows : 


Koad. 

Net 
operating 
revenue. 

Net  rents,  hir« 

of  equipment, 

taxes,  etc. 

Total. 

Per  cent  on 

property 

inyestment. 

$46,416,743 

10,232,088 

10,373,027 

1,060,346 

429,456 

2,363,478 

>  $2,109,477 

11,241,465 

1469,926 

U,  153, 283 

1  1,371,070 

167,214 

$44,307,266 
8,990,623 
9,903,101 
2,213,629 
1948,615 
2,196,264 

&34 

Canadian  Northern     

2.28 

riranfi  Trnnv 

2.33 

Grand  Trunk  Paciiic  (excluding  branch  lines). . 
Transcontinental 

1.15 

^1.88 

1  Debit. 


2  Credit;  estimated. 


3  Deficit. 


With  the  exception  of  the  first-named  railroad,  the  return  is  so 
low  as  to  afford  further  support  for  the  view  which  we  have  suggested, 
that  the  country  has  built  more  railroads  than  can  be  justified  on 
commercial  grounds. 


GOVERNMENT  AID  IN  GENERAL. 

The  geographical  location  and  climate  of  Canada  are  such  that 
easy  communication  with  the  settled  districts  had  to  be  established 
before  any  large  permanent  population  could  find  means  of  support 
in  the  newer  country.  Without  railways  the  rich  grain-growing 
Provinces  of  the  west  would  have  remained  a  hunting  and  trapping 
district,  or  at  best  a  grazing  section,  because  it  would  have  been 
impossible  to  get  out  the  grain  which  constitutes  the  chief  product 
of  those  Provinces.  The  people  have  been  liberal  in  promoting 
railway  building  in  advance  of  their  profitable  operation  on  a  com- 
mercial basis.  Great  grants  of  land  have  been  given  to  the  two 
princip&l  systems  in  the  West.  But  without  these  railways  the  land 
would  have  been  practically  valueless.  Cash  aid  has  also  been  voted 
liberally.  The  total  for  this  purpose  up  to  June  30,  1916,  is  reported 
as  $116,000,000  bv  the  Dominion  Government,  about  $30,000,000  by 
the  Provinces,  and  $12,000,000  by  municipalities.  The  Governments, 
both  National  and  Provincial,  have  frequently  entered  directly 
upon  construction  projects  when  private  capital  could  not  be  found; 
as  for  instance  the  Dominion  Government  in  the  case  of  the  Hudson 
Bay  Railway,  and  the  Ontario  Government  in  the  case  of  the  Temis- 
kaming   &   Northern    Ontario.     They    have    also   extended  large 
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assistance  to  private  companies  by  direct  loans,  by  purchase  of  their 
securities,  and  by  guaranties.  These  have  g;rown  to  large  sums. 
By  far  the  largest  part,  though  not  all,  of  the  aid  of  this  kind  is  to  be 
found  in  the  principal  systems.     We  give  the  detail  as  follows: 

GOVERNMENT    AID    TO    CANADIAN    NORTHERN. 

According  to  the  reports  of  the  Statistical  Bureau  of  the  Depart- 
ment of  Railways  and  Canals,  the  roads  composing  the  Canadian 
Northern  System  had  received  assistance  up  to  June  30,  1916,  as 
follows : 

(1)  Subsidies: 

Paid  by  Dominion  Government $31,  286,  720 

Paid  by  Provinces 6,  821, 724 

Paid  by  municipalities 765,  704 

38,  874, 148 

The  total  amount  reported  by  the  Canadian  Northern  Co.,  as 
received  upon  the  foregoing  account,  is  $33,917,175.  The  difference 
is  explained  by  the  fact  that  the  Government  reports  comprise  aid 
granted  to  companies  now  included  in  the  Canadian  Northern 
System  prior  to  their  inclusion. 

(2)  Land  grants. 


Location. 

Received. 

Of  which 
sold. 

Nova  Scotia..    . 

Acres. 

160,000 

402, 860 

2,000,000 

4,002,848 

Acren. 
150  000 

Ontario 

3, 159, 720 

6,555,708 

3,309,720 

Amount  realized  from  land  sales,  $16,603,295. 

The  company  appraises  its  unsold  lands  at  $19,885,485,  present 
value. 

(3)  Guarantees. — As  at  June  30,  1916,  the  company  had  out- 
standing securities  bearing  the  guarantee  of  the  Dominion  or  Pro- 
vincial Governments  as  follows :  • 

Guaranteed  by — 

Dominion  of  Canada per  value. .  $104,  613,  247 

Province  of  Alberta do....  18,950,361 

Province  of  Saskatchewan do 14,  762, 546 

Province  of  Manitoba do 25,  501,  865 

Province  of  Ontario do 7,  859,  997 

Province  of  British  Columbia do. . . .  39, 953, 124 

211,  641, 140 

The  foregoing  represents  the  bonds  reported  by  the  company  as 
guaranteed  ana  outstanding.  Provincial  reports  indicate  that  addi- 
tional guarantees  have  been  made,  especially  by  Alberta  and  Saskat- 
chewan. These  presumably  are  related  to  mileage  on  which  the 
guarantees  have  not  yet  been  earned.  Some  of  these  projects  are 
apparently  in  abeyance,  and  may  perhaps  be  abandoned. 
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(4)  Loans. — ^The  Canadian  Northern  has  had  direct  loans  from  the 
Dominion  Government: 

July,  1914,  secured  by  mortgage $858, 166 

October,  1914,  secured  by  deposit  of  $12,500,000  of  4  per  cent  Govern- 
ment guaranteed  debentures,  included  in  above  mortgage 10, 000, 000 

June,  1916,  secured  by  mortgage 15, 000, 000 

25, 858, 166 
Summary: 

Subsidies $38,874,148 

Land  grants  (sold,  $16,603,295;  realized  on  mortgage  $17,776,514). .     34, 379, 809 

Cash  loans  (interest  not  being  paid) 25, 858, 166 

Securities  guaranteed $211, 641, 140 

Less  Government  guaranteed  debsntures  held  as  col- 
lateral        12,  500, 000 

199, 141, 140 

Total  public  assistance,  direct  and  indirect 298,  253, 263 

The  company  has  not  realized  par  value  for  all  the  securities 
guaranteed;  $60,292,700  par  value  are  pledged  as  collateral  seciu-ity 
for  loans,  of  which  $10,000,000  have  been,  as  stated  above,  lent  by 
the  Government;  the  balance  has  been  lent  by  private  investors. 

GOVERNMENT   AID    TO    CANADIAN    PACIFIC. 

Some  time  prior  to  1880,  the  Dominion  Government  undertook 
the  construction  of  a  road  that  was  designed  to  be  a  link  in  a  trans- 
continental line.  In  that  year  the  Canadian  Pacific  Railway  Com- 
pany was  organized  for  the  pm-pose  of  completing  the  line.  The 
assistance  given  to  the  company  by  the  Government  comprises  the 
following: 

(1)  Railroad  Jianded  over. — The  cost  of  road  and  surveys  made  by 
the  Government,  and  turned  over  to  the  company  free  of  cost,  was 
$37,785,320. 

(2)  Cash  aid: 

By  Dominion  Government  to  Canadian  Pacific  Railway  Co $30, 289, 343 

By  Dominion  Government  to  subsidiary  companies 13, 129, 873 

By  Provincial  Governments  to  Canadian  Pacific  Railway  Co 412, 878 

By  Provincial  Governments  to  subsidiary  companies 12, 016, 257 

By  municipalities  to  Canadian  Pacific  Railway  Co 464, 761 

by  municipalities  to  subsidiary  companies 4,  632, 422 

By  Dominion  Government  (by  purchase  back  of  land  previously  granted)    10, 189, 521 

71, 135, 055 
Deduct  loans  since  repaid : 4, 229, 574 

Total  cash  aid 66, 905, 481 

(3)  Land  grants:  j^^^^^ 

By  Dominion  (excluding  land  repm-chased) 21,  634, 190 

By  British  Columbia 6, 388, 998 

28, 023, 188 
Land  sales  to  June  30,  1916 16, 541, 056 

Land  still  in  hand,  acres 11, 482, 132 

Proceeds  of  lands  and  town  sites  to  June  30,  1916,  $123,810,124. 

The  company's  report  "for  June  30,  1916,  shows  net  proceeds  from 
land  sales  as  $68,255,803.  The  difference,  it  is  understood,  repre- 
sents expenditure  by  the  company  for  development  projects,  irriga- 
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The  unsold  lands  of  the  company  are  carried  in  its  accounts  at 
$119,250,000. 

Summary: 

Completed  road  and  surveys,  cost  Government $37,  785,  320 

Cash  subsidies 66,  905, 481 

Lands  sold 123,810,124 

Total  public  assistance,  direct  and  indirect 1 228, 500,  925 

Further,  indirectly,  the  Canadian  Pacific  has  had  Goverument  aid 
the  value  of  which  can  not  be  determined,  such  as  right  to  take  public, 
land  free  for  railway  purposes;  various  loans  (since  repaid);  certain^ 
exemptions  from  taxes;  admission  of  original  construction  material 
free  of  duty;  and  other  concessions. 

GOVERNMENT  AID  TO  GEAND  TRUNK. 

According  to  Government  reports,  the  roads  now  comprised  in  the 
Grand  Trunk  Railway  Co.'s  undertaking  have  received  aid  as  follows: 

(1)  Subsidies: 

Dominion  Government 5;3,  423,  699 

Provinces 4|  077,'  233 

Municipalities 5,  502, 128 

13,  003,  06» 

(2)  Loan: 

Tbe  Dominion  Government  made  to  the  Grand  Trunk  Railway  Co. 
many  years  ago, a  loan  (interest  on  which  has  never  been  asked 
lor  or  paid),  amounting  to 15, 142,  633 

Total 28, 145,  693 

GOVERNMENT   AID    TO    GEAND    TRUNK   PACIFIC. 

(1)  Subsidies: 

Provincial $376,  320 

Municipal 350, 000 

Total 726, 320 

(2)  Other  cash  aid: 

Under  the  "implementing  clause''  the  Dominion  Government  has 

paid  to  the  Grand  Trunk  Pacific 6,  263,  716 

It  has  also  lent  upon  or  bought  securities  as  follows — 

May,  1909,  4  per  cent  Prairie  Section  bonds  bought  at  par ^  10,  000, 000 

August,  1913,  4  per  cent  debentures  due  in  1923,  bought  at 

par n5,  000,000 

Loan  of  1914,  secured  by  pledge  of  $7,500,000  of  4  per  cent 

bonds 6, 000,  OOO 

1913-14,  3  per  cent  first  mortgage  bonds  (bought  from  com- 
pany)       33,  048, 000 

Direct  investment  of  Dominion  Government 70,  3 11,  716 

Loans  to  the  amount  of  $8,000,000  were  authorized  by  Parliament 
in  1916.  Advances  under  this  authority  are  not  here  included,  but 
are  referred  to  subsequently. 

'  It  must  be  noted  that  this  sum  is  not  net  to  the  company,  as  it  represents  the  gross  receipts,  while  th  e 
company  has  expended  large  sums  of  money  in  irrigating  a  portion  of  the  lands  sold.  As  pointed  out, 
however,  the  company  values  its  unsold  lands  at  1119,250,000. 

'  These  securities  are  guaranteed  by  the  Grand  Trunk  Eailway  Co.  of  Canada. 
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(3)  Guarantees. — The  Dominion  Government  has  also  guaranteed 
outstanding  bonds  of  the  Grand  Trunk  Pacific  in  addition  to  those 
actually  held  by  the  Government: 

First  mortgage,  3  per  cent  bonds $34,  992, 000 

4  per  cent  sterling  bonds  of  1962 8, 440,  848 

43, 432, 848 
Summary: 

Subsidies  and  other  cash  aid 6, 990, 036 

Dominion  Government  investment  in  securities 64, 048, 000 

Dominion  Government  guarantees 43, 432,  848 

Total '. 114, 470, 884 

The  Grand  Trunk  Pacific  Branch  Lines  Co  has  also  Provincial  guaran- 
tees on  bonds  outstanding  to  the  amount  of 13, 469,  004 

TOTAL    PUBLIC    INVESTMElSfT. 

We  tabulate  the  above  figures  for  all  the  companies  together  and 
add  to  them  the  capital  of  the  Government  railway  as  shown  in  the 
Government  account. 


Subsidies. 

Proceeds  of 
lands  sold. 

Loans  out- 
standing or 
investment. 

Guaranties 
outstanding. 

Total. 

Canadian  Northern    . 

J38,874,148 

1  104,690,801 

13,003,060 

726.320 

$34,379,809 
123,810,124 

$25,858,166 

$199,141,140 

$298,253,263 
228,500,925 
28,145,693 
114,470,884 

13,469,004 

169,881,197 

116,234,204 

9,496,567 

Canadian  Pacific 

Grand  Trunk  Railway 

15,142,633 
70,311,716 

Grand  Trunk  Pacific 

43,432,848 
13,469,004 

Grand    Trunk    Pacific    Branch 

National  Transcontinental 

159,881,197 

116,234,204 

9.490,567 

Intercolonial 

Total 

157,294,329 

158,189,933 

396,924,483       2.'ifi.n42.Q9i* 

968,451,737 

'  Includes  railroad  turned  over  to  company. 

Not  counting  the  loss  of  interest  for  many  years  upon  the  invest- 
ment in  roads  operated  by  the  Government,  it  appears  that  for  the 
eight  systems,  in  which  the  public  is  most  interested,  the  people  of 
Canada,  through  their  Governments  have  provided,  or  guaranteed 
the  payment  of,  sums  totafing  $968,451,737.  This  works  out  at  over 
$30,000  per  mile  of  road.  But  even  this  is  not  aU.  In  addition,  they 
have  granted  great  areas  of  land  as  yet  unsold  and  mipledged.  They 
have  undertaken  the  construction  of  other  lines  whose  cost  wiU  be 
an  important  addition  to  this  large  outlay.  Further,  in  the  case  of 
some  of  the  companies  included  above,  to  which  they  have  given  or 
lent  large  sums  of  money  to  meet  pressing  needs,  unlike  private 
lenders,  who  would  naturally  have  demanded  a  security  charged  in 
front  of  all  previous  investment,  they  have  voluntarily  accepted  a 
charge  ranking  after  the  bulk  of  the  private  capital  already  put  into 
the  undertaking. 


PROPORTION    OP   PUBLIC    INVESTMENT. 


We  pause  at  this  point  in  the  history  to  interpose  some  remarks  on 
a  subject  to  which  we  shall  have  to  revert  more  at  length  hereafter. 
The  above  figures  show  that  the  Grand  Trunk  Pacific  system,  in- 
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eluding  its  "|)ranch  lines"  has  obtained  from  the  public  authorities 
in  cash  or  in  guarantees  of  bonds,  $127,939,892,  out  of  $197,129,391 ' 
which  is  given  as  the  total  cost  of  the  property;  and  the  Canadian 
Northern  has  similarly  obtained  $298,253,263  out  of  $370,302,451, 
which  is  the  maximum  possible  cash  cost  of  the  property  as  far  as 
we  hare  been  able  to  ascertain  it.  On  the  other  hand,  the  history 
shows  that  the  Grand  Trimk  Railway  proper  has  received  much  less 
assistance  than  either  of  the  other  two  great  companies  with  which 
it  is  in  conipetition.  The  Grand  Trunk  began  as  long  ago  as  1851, 
before  the  Dominion  of  Canada  came  into  existence,  and  before  the 
modern  policies  of  subsidies  and  guarantee  had  been  introduced.  In 
the  main  it  has  had  to  rely  throughout  its  history  on  its  own  resources, 
and  it  has  had  for  many  years  to  dompete  with  heavily  subsidized 
rivals.  While  it  was  the  pioneer  in  giving  to  Canada  railway  service, 
its  shareholders  have  never  had  but  very  moderate  dividends.  We 
have  felt  this  should  be  borne  in  mind  when  dealing  with  the  question 
of  the  Grand  Trunk  Pacific,  and  it  has  had  some  influence  on  the 
recommendations  which  we  make  later  on  this  subject. 

HISTORICAL   DEVELOPMENT. 

The  railway  history  of  Canada  has  gone  through  thi'ee  distinct 
phases.  In  the  first  period  the  Grand  Trunk  came  into  existence 
almost  entu-ely  as  the  result  of  the  investment  of  private  capital.  It 
is  comparable  in  this  respect  with  the  private  railway  companies  of 
Ei^land  and  the  United  States. 

In  the  second  period  the  Canadian  Pacific  was  brought  into  ex- 
istence and  carried  through  its  early  difficulties  by  direct  Government 
support  and  large  financial  assistance  from  public  funds.  As  a  result 
of  this  support  and  assistance,  coupled  with  the  rapid  growth  of 
Canadian  population  and  wealth,  and  its  own  wise  and  prudent  man- 
agement, the  Canadian  Pacific  has  "made  good."  It  has  raised, 
without  further  Government  help,  himdred  of  millions  of  new  capital. 
Its  common  stock,  which  carries  control  of  the  property,  represents 
an  average  of  $112.50  of  actual  cash  put  into  the  property  for  every 
$100  of  nominal  face  value.  The  shareholders  have  for  years  received 
handsome  dividends;  they  have,  out  of  operating  surplus,  invested 
$100,000,000  in  subsidiary  undertakings;  they  have  realized  $68,000,- 
000  net  from  land  sales,  and  they  still  possess  land  conservatively 
valued  at  $119,000,000.  Against  no  part  of  this  total  value  has  any 
capital  been  issued.  To-day  the  Canadian  Pacific  stands  as  one  of 
the  wealthiest  and  financially  strongest  railway  companies  in  the 
world;  fully  able  to  raise,  on  its  own  credit  and  on  the  most  favorable 
terms,  all  the  new  capital  which  will  be  required  to  meet  the  demands 
for  new  development  that  the  future  will  bring. 

The  Canadian  Northern  and  Grand  Trunk  Pacific  belong  to  the 
third  period.  Though  the  outward  form  of  these  two  undertakings 
is  that  of  a  private  company,  substantially  they  both  rest  on  the 
responsibifity  of  the  Governments,  National  and  Provincial.  Their 
common  stocl^,  which  carry  with  them  control  of  the  respective 
properties,  represent  no  practical  cash  investment,  and  both  com- 
panies have  failed  to  "make  good."  They  are  kept  going  at  present 
only  through  large  advances  of  pubfic  money. 

'  As  reported  to  Parliament,  Feb.  29, 1916.    Tills  figure  includes  $26,938,139  interest  during  oonstruotion 
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We  think  the  success  of  the  Canadian  Pacific  Railway,  as  contrasted 
with  the  fact  that  the  Grand  Trunk  Pacific  and  Canadian  Northern 
have  had  to  come  back  to  the  Government  for  help  far  beyond  that 
originally  contemplated,  points  a  distinct  moral.  There  was  given 
to  the  Canadian  Pacific  at  the  outset  direct  aid  with  a  generous  hand, 
and  the  aid  was  contiaued  up  to  the  point  when  the  company  could 
stand  alone.  The  cotmtry  knew  what  it  was  paying.  Had  it  known 
how  splendid  a  property  it  was  building  up,  it  womd  no  doubt  have 
stipulated  for  some  share  in  the  reversion.  But  even  as  it  is  the 
people  of  Canada,  in  our  view,  have  had  good  value  for  their  money. 
In  the  early  days  of  the  Canadian  Northern  no  direct  aid  was  given 
other  than  a  comparatively  small  grant  of  land,  at  the  'time  almost 
valueless.  Since  then  the  company  has  received  $38,874,000  in  sub- 
sidies ;  but  this  is  very  small  in  proportion  to  the  direct  aid  given  to 
the  Canadian  Pacific.  Great  sums  of  money  were  indeed  guaranteed 
by  the  Dominion  and  the  Provinces,  but  up  to  1914  the  company 
apparently  met  its  obhgations  from  its  own  resources.  To  the  Grand 
l^unk  Pacific  direct  aid  was  indeed  given  to  a  considerable  extent, 
but  the  financial  scheme  mainly  rehed  on  guaranties,  first  by  the 
Governments,  and  secondly  by  the  Grand  Trunk  Co.  We  do  not 
think  the  Governments,  either  of  the  Dominion  or  of  the  Provinces, 
fully  reahzed  how  serious  was  the  habihty  which  they  were  assuming. 
We  do  not  think  the  companies  reahzed  how  serious  the  position 
would  be  if  recourse  had  to  be  had  to  the  guaranties.  '  While  we  are 
not  prepared  to  say  that  in  no  circumstances  should  guaranties  be 
given,  we  do  feel  that  a  pohcy  of  guaranties  on  a  large  scale  is  a 
dangerous  policy.  It  is  evident  that  guaranties  have  been  given  in 
the  past  without  adequate  appreciation  of  the  fact  that  they  might 
fall  due,  and  that  if  they  did  the  burden  would  be  grave.  We 
recommend  that  in  futiare  no  guaranties  be  given  without  being 
taken  up  into  the  books  of  the  guarantor  as  a  continuing  hability 
and  without  some  financial  provision  being  made  against  the  possi- 
bihty  of  their  falling  due. 

ff        ?S'  GROWTH    OF    CANADIAN    RAILWAYS. 

Till  within  the  last  decade,  Canada  was  (omitting  the  Intercolonial 
Railway,  and  other  smaller  undertakings  of  only  local  interest) 
served  by  two  main  systems.     They  were: 

(1)  The  Canadian  Pacific,  stretching  right  across  the  continent, 
and  having  access  to  all  important  points  both  in  the  east  and  in  the 
west,  with  control  also  oi  a  considerable  mileage  in  the  United 
States,  and  in  a  very  prosperous  financial  position. 

(2)  The  Grand  Trxmk,  whose  original  charter  dates  from  1851, 
with  a  strong  hold  on  eastern  Canada,  and  also  with  important 
United  States  connections.  The  Grand  Trunk  had  always  met  its 
obligations,  though  over  a  series  of  years  the  return  to  its  share- 
holders had  been  but  small.  Westward  the  Grand  Trunk  only 
extended,  in  Canada,  as  far  as  Lake  Huron. 

(3)  But  even  10  years  ago,  the  Canadian  Northern,  which  had 
started  as  a  local  line  in  Manitoba  in  1896,  was  beginning  to  build 
up  in  the  prairie  provinces  a  system  which,  in  1906,  comprised 
more  than  2,400  miles,  and  which  now  contains  over  5,000  miles  in 
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these  provinces.  The  Canadian  Northern  had  grown  rapidly  with 
the  growth  of  the  western  coimtry,  but  had  always  earned  sufficient 
net  reyenue  to  take  care  of  its  obhgations. 

The  Canadian  Pacific  had,  it  will  oe  seen,  the  advantage  of  gather- 
ing its  own  traffic  for  itself  and  of  keeping  it  in  its  own  hand  tm-oiigh- 
out.  The  other  two  companies  were  in  a  different  position.  The 
Canadian  Northern  had  to  depend  for  westbound  rail  traffic  on  what 
the  companies  in  the  east,  one  of  which  was  a  rival,  handed  to  it. 
On  the  traffic  which  it  collected  in  the  west,  it  lost  the  long  haul  to 
the  east.  It  was  not  tinnatural  that  the  company  should  reach  out 
to  the  east.  For  the  same  reason  it  was  equally  natural  that  the 
Grand  Trunk  Co.  should  reach  out  to  the  west.  And  pubUc  senti- 
ment which  felt  that  the  growth  of  the  covmtry  justified  and  required 
more  than  one  transcontinental  line,  imdoubtedly  sympathized  with 
the  companies'  ambitions. 

The  natural  solution  of  the  question  undoubtedly  was  that  the 
Canadian  Northern  and  the  Grand  Trunk  should  join  forces  and 
construct  a  line  from  North  Bay,  or  its  neighborhood,  to  Port  Arthur. 
Negotiations  for  the  amalgamation  of  the  two  companies  were,  we 
understand,  actually  set  on  foot  in  1903.  Unfortunately  they  came 
to  nothing;  and  each  company  set  out  independently  to  construct 
into  the  territory  of  the  other.  And  a  very  large  measure  of  govern- 
ment help  was  given  to  them  both,  with  the  result — ^hardly,  we 
think,  with  the  dehberately  contemplated  object — of  obtaining  not 
merely  two  but  three  transcontinental  routes.  An  uninformed  and 
unreasonably  optimistic  pubfic  opinion  undoubtedly  supported  this 
action  at  the  time.  We  can  not,  however,  but  feel  that  those  respon- 
sible for  the  poUcy  of  the  Grand  Trunk  and  Canadian  Northern 
Companies  should  have  been  wiser  than  the  pubhc. 

Part  II.  The  Grand  Trunk  System. 

The  Grand  Trunk  scheme,  first  put  forward  in  1903  under  two 
acts  of  Parfiament,  both  dated  October  24,  1903,  was  for  a  main 
line  right  across  the  continent  from  Moncton  to  Prince  Kupert. 
The  portion  of  the  line  east  of  Winnipeg  was  to  be  built  by  the  Gov- 
ernment and  leased  to  the  Grand  Trunk  Pacific  Co.  for  50  years 
certain,  with  a  possibility  of  renewal.  The  portion  west  of  Winnipeg 
was  to  be  built  by  the  Grand  Trunk  Pacific  Co.,  with  large  Govern- 
ment assistance.  The  Grand  Trunk  Pacific  was  to  build  any  neces- 
sary branches  of  the  system  both  east  and  west,  and  was  to  operate 
the  whole.  The  Grand  Trunk  was  to  hold,  and  in  fact  always  has 
held,  the  entire  share  capital  of  the  Grand  Trunk  Pacific,  and  the 
Grand  Trunk  has  had  full  control  of  the  undertaking  thioughout. 

In  fairness  to  the  Grand  Trunk  it  should  be  observed  that  the 
responsibility  for  the  construction  of  the  fine  from  Moncton  to 
Winnipeg,  now  known  as  the  National  Transcontinental,  does  not 
primarily  rest  on  them.  The  proposal  of  the  company,  as  originally 
formulated  and  submitted  to  the  Government,  was  for  a  line  from 
the  Pacific  through  Winnipeg  as  far  as  North  Bay.  Government 
action  was  responsible  for  the  line  being  carried  eastward  all  the 
way  to  Quebec,  and  the  further  prolongation  from  Quebec  to 
Moncton  was  added  during  the  passage  of  the  biU  through  ParUament. 
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But  though  tho  Grand  Trunk  did  not  originate  the  National 
Transcontinental,  it  accepted  full  HabiUty  for  it.  The  agreement 
between  the  Grand  Trunk  Pacific  and  the  Dominion  Government 
provided  as  follows:  "In  order  to  insure,  for  the  protection  of  the 
company  as  lessees  of  the  eastern  division  of  the  said  railway,  the 
economical  construction  thereof  in  such  a  manner  that  it  can  be 
operated  to  the  best  advantage,  it  is  hereby  agreed  that  the  specifica- 
tions for  the  construction  of  the  eastern  division  shall  be  submitted 
to  and  approved  of  by  the  company  before  the  commencement  of 
the  work,  and  the  said  work  shall  be  done  according  to  the  said 
specifications,  and  shall  be  subject  to  the  joint  supervision,  inspection, 
and  acceptance  of  the  chief  engineer  of  the  company." 

Upon  this  provision  the  Grand  Trunk  Pacific  Co.,  in  an  official  pub- 
lication, "The  Grand  Trunk  Pacific;  Canada's  National  Transconti- 
nental Railway;  10th  edition,  January,  1912,"  comments  as  follows: 

Since  the  rental  payable  by  the  company  to  the  Government  for  the  use  of  the 
Eastern  Division  is  a  percentage  on  the  cost  of  construction,  it  will  be  observed  that 
it  is  a  matter  of  great  importance  to  the  company  that  this  item  "  cost  of  construction  " 
shall  be  determined  on  the  most  economical  basis  consistent  with  a  well-built  railway, 
in  which  respect  the  foregoing  provision  contained  in  the  agreement  fully  protects 
the  company. 

The  company,  then,  appreciated  that  "cost  of  construction"  was 
to  it  a  matter  of  great  importance,  and  considered  that  it  was  fully 
protected  by  the  terms  of  the  agreement.  But  as,  in  spite  of  the  right 
of  the  company  to  approve  specifications  and  the  right  of  the  com- 
pany's chief  engineer  to  supervise  and  inspect  the  work,  the  cost  of 
construction  of  the  National  Transcontinental,  which  had  been  esti- 
mated at  161,415,000,  was  permitted  to  reach  $159,881,197,  the  com- 
pany objected  to  carrying  out  their  bargain.  And  the  Goverrmient, 
by  accepting  the  company's  refusal  and  commencing  to  work  the  line 
themselves,  have  in  effect  released  the  company  unconditionally. 
The  National  Transcontinental  is  now  part  of  tho  Government  Rail- 
ways. We  make  at  this  stage  only  two  comments  on  what  is  past 
history:  The  one  that  the  people  of  Canada  have  been  generous  to 
the  shareholders  of  the  Grand  Trunk  Pacific ;  the  other  that  the  Grand 
Trunk  Pacific  shareholders,  in  other  words,  the  Grand  Trunk  Co., 
have  not  shown  such  prudence  and  business  foresight  as  would  nat- 
urally encourage  the  Government  to  have  confidence  in  their  future 
management. 

The  refusal  of  the  Grand  Trunk  Pacific  to  take  over  the  operation 
of  the  line  from  Winnipeg  to  Moncton,  with  the  result  that  the  eastern 
half  of  the  intended  through  route  is  being  operated  by  the  Govern- 
ment, has  implied  the  temporary  failure  of  the  complete  scheme  as 
approved  by  Parliament.  The  line  west  of  Winnipeg  is  at  present 
being  operated  under  the  control  of  the  Grand  Trunk,  the  nearest 
point  of  whose  rails  is  at  North  Bay,  a  thousand  miles  away.  It 
would  clearly  be  impossible  for  the  Government  to  permit  this  as  a 
permanent  policy. 

GRAND    TRUNK   PACIFIC    FINANCE, 

The  original  scheme  for  financing  what  was  then  known  as  the 
Western  Division  of  the  Grand  Trunk  Pacific — that  is,  the  entire  line 
as  now  left  after  the  Government  has  assumed  the  responsibility  for 
the  Eastern  Division — was  as  follows:  The  line  was  divided  into  two 
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sections,  the  Prairie  section  (914  miles)  from  Winnipeg  via  Edmonton 
to  Wolf  Creek,  Alberta;  and  the  Mountain  section  (832  miles)  from 
WoH  Creek  to  Prmce  Rupert.  On  the  Prairie  section  the  Govern- 
ment guaranteed  50-year  first  mortgage  3  per  cent  bonds  of  the  Grand 
Trunk  Pacific,  to  the  amount  of  $13,000  per  mile.  On  the  Mountain 
section  it  guaranteed  similar  bonds  to  the  extent  of  75  per  cent  of  the 
total  cost,  whatever  that  might  thereafter  be  ascertained  to  be.  The 
balance  of  the  cost  of  both  sections  was  to  be  found  by  the  issue  of 
4  per  cent  mortgage  bonds  of  the  Grand  Trunk  Pacific  guaranteed  by 
the  Grand  Trunk  Co.  These  latter  were,  in  effect,  second-mortgage 
bonds,  though  not  so  called.  The  Lake  Superior  Branch  was  buut 
by  the  company  from  the  proceeds  of  its  own  bonds,  with  the  help  of 
subsidies  both  from  the  Dommion  Government  and  from  the  Provmce 
of  Ontario. 

First-mortgage  bonds  were  issued  to  the  amount  of  168,040,000,  and 
owing  to  subsequent  arrangements  with  the  Government  which  it  is 
not  necessary  here  to  describe,  the  company  obtained  their  full  par 
value  in  cash.  .  There  were  also  issued  $20,169,000  of  second-mortgage 
bonds,  $7,583,000  Lake  Superior  Branch  bonds,  which  together  pro- 
duced $25,734,915.81  in  cash.  The  $93,774,915.81  proved  entirely 
inadequate  to  complete  the  system.  By  an  act  of  1906,  as  amended 
in  1913,  the  Grand  Trunk  Pacific  was  empowered  to  create  4  per  cent 
perpetual  debentures  to  the  amount  of  $50,000,000  for  the  purchase 
of  rolling  stock  and  the  acquisition  of  branch  lines.  These  deben- 
tures are  guaranteed  by  the  Grand  Trunk  Co.  and  various  amounts 
have  been  issued  from  time  to  time.  On  January  1,  1917, 
$34,879,252.86  of  them  had  been  sold  to  the  public,  and  had  produced 
$31,411,985.96  in  cash.  In  May,  1909,  the  Government  lent  to  the 
Grand  Trunk  Pacific  Co.  $10,000,000  at  4  per  cent,  charged  by  way 
of  further  mortgage  upon  the  Prairie  Division,  and  also  guaranteed 
by  the  Grand  Trunk  Co.  In  June,  1913,  the  Government  lent  to  the 
Grand  Trunk  Pacific  Co.  a  further  sum  of  $15,000,000,  charged  upon 
an  equal  amount  of  4  per  cent  Prairie  debentures,  guaranteed  by  the 
Grand  Trunk  Co.,  and  issued  to  the  Government.  In  June,  1914,  the 
Government  guaranteed  a  further  issue  of  not  exceeding  $16,000,000 
4  per  cent  Grand  Trunk  Pacific  bonds.  Part  of  these  were  sold; 
another  portion  was  issued  and  pledged  to  the  Government  as  secur- 
ity for  a  cash  loan  of  $6,000,000.  The  company  has  also  raised 
$9,095,512.05  by  the  issue  of  $9,720,000  notes  guaranteed  by  the 
Grand  Trunk  and  further  secured  by  the  deposit  of  $14,580,000  of 
debenture  stock.  In  all  the  Grand  Trunk  Pacific  Co.  had,  up  to  the 
end  of  February,  1916,  issued  securities  to  the  amount  of 
$179,782,100.86  and  obtained  therefor  $172,009,663.62  cash.  Since 
that  date  the  company  has  obtained  from  the  Government  further 
advances  of  $4,397,741.43  and  the  Government  auditor  has  passed  for 
payment  another  advance  of  $940,585. 

The  Grand  Trunk  Pacific  Branch  Lines  Co.  has  outstanding  bonds 
for  $9,879,408,  guaranteed  by  the  Province  of  Saskatchewan,  and 
$3,589,596  guaranteed  by  the  Province  of  Alberta,  a  total  of 
$13,469,004.     For  these  bonds,  $12,688,544  in  cash  has  been  received. 

The  three  railway  companies  composing  the  Grand  Trunk  Pacific 
Railway  system  (that  is,  the  Grand  Trunk  Pacific,  the  Grand  Trunk 
Pacific  Branch  Lines  Co.,  and  the  Grand  Trunk  Pacific  Saskatchewan 
Railway  Co.)  represent  construction  expenditure,  according  to  the 
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report  to  the  Government  in  February,  1916,  of  $197,129,591.  Owing 
to  the  long  time  during  which  the  roads  were  treated  as  "under  con- 
struction," no  less  than  $26,938,139  of  this  outlay  is  for  interest. 
Since  January  1,  1916,  the  line  is  officially  in  operation.  It  was  open 
for  traffic  throughout  16  months  earlier  and  considerable  sections 
were  in  operation  at  a  much  earlier  period. 

The  interest  charges  on  the  funded  obhgations  and  Government  loans 
of  these  companies  are  approximately  $7,200,000  a  year.  There  are 
further  debts  of  the  Grand  Trimk  Pacific  and  subsidiary  companies 
to  the  Grand  Trunk  for  advances  amounting  to  $26,341,040.53  and 
for  interest  thereon;  6  pef  cent  on  which,  added  to  the  other  Mabili- 
ties,  brings  the  total  interest  charges  of  the  imdertaking  to  $8,846,- 
544.20  a  year.  As  a  partial  offset,  the  Dominion  Government  is 
under  an  obhgation  to  pay  without  recourse  for  seven  years  after 
completion  the  interest  on  the  Government-guaranteed  first-mort- 
gage bonds  of  the  Mountain  section,  amounting  to  $1,655,121.60  a 
year.  Further,  the  system  has  a  certain  amoimt  of  net  income. 
For  the  year  ending  December,  1916,  the  Grand  Trunk  Pacific  proper 
showed  net  income  of  $1,899,052.  This  figure,  however,  included 
$600,000,  rent  of  the  Lake  Superior  branch  leased  to  the  National 
Transcontinental,  and  $1,305,741,  hire  of  equipment.  There  was  an 
operating  loss  of  $922,398  on  the  branch  lines.  Altogether,  in 
spite  of  losses  on  operation,  the  system  had  a  net  income  before 
charges  of  $826,653. 

GRAND   TRUNK   FOR    GRAND    TRUNK   PACIFIC. 

The  Grand  Trunk  Railway  Co.  stands  as  guarantor  of  the  follow- 
ing outstanding  debentures  and  bonds  issued  and  loans  made  to  the 
Grand  Trunk  Pacific  Railway  Co. : 

4  per  cent  Series  A,  Prairie  Division $10,  206, 000 

4  per  cent  Series  B,  Mountain  Division 9, 963, 000 

4  per  cent  Lake  Superior  Division 7, 533, 000 

4  per  cent  perpetual  debentures 34,  879, 252 

5  per  cent  secured  notes  (secured  by  pledges  of  4  per  cent 
debentures) 9,  720, 000 

Canadian  Government  loan  of  1913 15, 000, 000 

Canadian  Government  loan  of  1909 10, 000, 000 

Total  guaranties $97, 301, 252 

In  addition,  the  Grand  Trimk  Railway  Co.  had  at  February  29, 
1916,  advanced  to  the  several  companies  the  following  sums: 

Grand  Trunk  Pacific  Railway  Co $801,783.54 

Grand  Trunk  Pacific  Branch  Lines  Co 13,  369, 537.  83 

Grand  Trunk  Pacific  Saskatchewan  Railway  Co 214,  500.  00 

Grand  Trunk  Pacific  Development  Co.  (Ltd.) 11,793,907.46 

Total  advances 26, 179, 728 

Total  commitment  of  Grand  Trunk  Railway  Co 123,280,980 

In  respect  of  these  advances  they  hold  the  companies'  notes  to  the 
amount  of  $24,334,016.55. 

We  estimate  the  present  annual  liabiUty  of  the  Grand  Trunk  in 
connection  with  the  Grand  Trunk  Pacific  system  to  be  considerably 
over  $5,000,000  per  annum,  and  after  January,  1923,  it  will  kicrease 
to  over  $7,000,000. 
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GRAND    TRUNK   CO.'s    PROPOSAL. 

The  Grand  Trunk  Co.  have,  in  the  letter  of  their  president,  ad- 
dressed to  the  prime  minister  and  dated  December  10,  1915,  officially 
acknowledged  that  they  can  not  fulfill  their  obligations  in  reference 
to  the  Grand  Trunk  Pacific.  The  Grand  Trunk  Co.  have  already 
obtained  a  tacit  release  from  their  contract  in  reference  to  the  trans- 
contiaental  half  of  the  original  Grand  Trunk  Pacific  undertaking. 
Thej  have  now,  by  their  chairman's  letter,  put  it  on  record  that  they 
are  "at  the  end  of  their  tether."  They  say  that  it  is  "quite  impos- 
sible for  them  to  meet  the  extra  liabilities  arising  from  the  Grand 
Trunk  Pacific  Co."  They  propose  to  retire  altogether  from  the  con- 
cern; that  in  return  for  their  handing  over  to  Government  the 
$25,000,000  common  stock  of  the  Grand  Trunk  Pacific  Railway, 
which  is  in  their  possession,  but  for  which  they  only  paid  a  nominal 
amount  of  actual  cash,  the  Government  shall  not  only  relieve  them 
of  all  liability  for  the  interest  on  the  securities  of  the  Grand  Trunk 
Pacific  and  subsidiary  companies,  and  for  any  deficiencies  of  operat- 
ing expenses  of  the  Grand  Trunk  Pacific  System,  but  shall  "repay 
the  Grand  Trunk  Railway  Co.  any  money  advanced  to  the  Grand 
Trunk  Pacific  or  its  Branch  Lines  &  Development  Co.  and  other  sub- 
sidiary companies." 

We  can  not  think  that  this  is  a  reasonable  proposition,  or  one  that 
we  could  advise  the  Government  to  accept.  What  would  be  thought 
if  one  partner  in  a  business  were  to  say  to  the  other:  "We  entered 
jointly  on  an  enterprise  which  we  thought  would  be  profitable.  It 
has  turned  out  the  reverse.  I  propose  that  you  settle  with  the  cred- 
itors, pay  out  to  me  the  whole  of  the  capital  I  put  in,  and  let  me 
retire.  Provided  I  go  free,  1  am  content  that  you  make  what  you 
can  of  the  business."  We  think  the  Grand  Trunk  Co.  can  not  thus 
escape  the  consequence  of  its  own  action.  We  quite  agree  that  the 
Grand  Trunk  Co.  can  not  meet  its  Grand  Trunk  Pacific  liabilities. 
But  if  the  Government  is  to  relieve  the  Grand  Trunk  Co.  of  liabilities 
which  it  voluntarily  incurred,  but  which  it  now  finds  it  impossible 
to  meet,  it  is  for  the  Government,  not  for  the  company,  to  fix  the 
terms. 

THE    GRAND    TRUNK   CASE. 

Having  regard  to  the  great  importance  of  this  question,  not  only 
to  the  Grand  and  Grand  Trunk  Pacific  Cos.,  but  also  to  the  people  of 
Canada  before  deciding  what  to  report  in  reference  to  the  present 
position,  and  what  to  recommend  for  the  future,  we  gave  to  the 
management  of  these  companies  full  opportunity  to  state  their  case. 
We  invited  them  to  put  forward  every  ground  on  which  they  based 
their  application  that  the  Grand  Trunk  Co.  should  be  relieved  by  the 
Government  of  their  obligations  in  respect  to  the  Grand  Trunk 
Pacific,  and  have  repaid  to  them  by  the  Government  their  advances 
to  the  Grand  Trunk  Pacific  Co.  and  its  subsidiaries,  which  otherwise 
would  be  uncollectible.  And  we  also  investigated  the  physical  and 
financial  position  of  the  companies. 

In  a  letter  addressed  to  Mr.  Chamberlin,  president  of  both  com- 
panies, dated  November  30,  1916,  we  wrote  as  follows: 

Before  looking  into  the  Grand  Trunk  Pacific  history  from  a  parliamentary  stand- 
point, I  would  like  to  have  the  company's  own  statement  so  as  to  make  sure  that  no 
injustice  will  be  done  it. 
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Will  you  please  write,  or  have  Mr.  Biggar  write,  giving  the  history  of  the  project^ 
and  the  underljdng  motives  and  objects  to  be  served,  as  the  company  understood 
them,  and  say  to  what,  if  to  any  extent,  the  company  was  prevented  or  hindered  in 
carrying  out  its  program.  If  Mr.  Biggar  has  a  series  of  draft  acts  showing  changes 
from  time  to  time  made  before  the  adoption  of  the  final  act  that  probably  would  be 
helpful. 

To  this  letter  Mr.  W.  H.  Biggar,  K.  C,  general  solicitor  for  both 
systems,  in  a  letter  received  by  us  on  December  12,  rephed  as  follows: 

INCEPTION   OF  THE    NATIONAL  TRANSCONTINENTAL. 

The  construction  by  the  Grand  Trunk  interests  of  a  line  into  the  western  Provinces 
appears  to  have  been  first  suggested  by  Mr.  Hays  to  the  late  Sir  Charles  Rivers  Wilson, 
then  president  of  the  Grand  Trunk,  early  in  1902.  The  correspondence  between 
these  two  officials  clearly  shows  that  the  chief  purpose  was  the  construction  of  a  line 
to  connect  the  Ontario  lines  of  the  Grand  Trunk  with  the  western  Provinces.  The 
general  outline  of  the  scheme  having  received  the  approval  of  the  directors  of  the 
Grand  Trunk  in  London,  Mr.  Hays,  on  October  23,  1902,  submitted  it  to  Sir  Wilfrid 
Laurier,  then  Prime  Minister.  On  November  3,  1902,  probably  at  the  suggestion  of 
Sir  Wilfrid  Laurier,  a  memorial  was  addressed  to  him  signed  by  the  late  Mr.  Hays 
and  the  late  Mr.  Wainwright.  The  following  extracts  from  that  memorial  show  what 
was  contemplated : 

"Your  petitioners  desire  to  memorialize  your  Government  in  regard  to  the  con- 
struction of  a  first-class  line  of  railway  from  the  northern  terminus  of  the  Grand  Trunk 
Railway  at  or  near  North  Bay,  Ontario,  through  to  the  Pacific  coast,  for  the  reasons 
and  upon  the  conditions  herein  set  forth: 

"  'First.  That  it  is  considered  very  desirable  and  in  the  pubUc  interest  that  there 
should  be,  without  any  unnecessary  delay,  a  second  transcontinental  railway  reach- 
ing from  the  Atlantic  Ocean  to  the  Pacific  Ocean,  in  order  that  additional  facilities 
may  be  provided  for  the  large  and  growing  business  of  the  Northwest,  which  might 
otherwise  find  its  outlet  through  American  channels. 

"  'Second.  That  your  petitioners  propose,  as  soon  as  authorized  by  your  Govern- 
ment, to  undertake  the  construction  of  such  a  line  from  North  Bay,  Ontario,  or  some 
■other  point  north  thereof,  to  be  defined,  to  the  Pacific  coast,  the  terminus  to  be  at  or 
near  Port  Simpson;  with  all  necessary  branches  along  the  route,  to  be  designated. 

"  'Third.  That  your  petitioners  therefore  ask  that  their  application  for  authority 
to  construct  such  a  line  of  railway  to  be  called  the  Grand  Trunk  Pacific  Railway  shall 
be  granted. 

"  'Eighth.  That  in  order  to  provide  for  connection  with  the  Atlantic  seaboard,  all 
the  year  round  and  through  an  all-British  territory  route,  your  petitioners  will  be 
prepared  to  enter  into  an  arrangement  with  the  Government  for  an  interchange  of 
traffic  or  other  satisfactory  agreement  with  the  Intercolonial  Railway  at  Montreal, 
or  such  other  proposal  as  the  Government  may  submit. 

"  'Ninth.  That  your  petitioners  would  have  the  advantage  of  all  the  eastern 
connections,  in  Ontario  and  Quebec,  of  the  Grand  Trunk  Railway,  and  by  this  means 
(on  the  completion  of  the  transcontinental  line)  there  would  be  established  and  opened 
up  a  complete  system  from  ocean  to  ocean.'  " 

Shortly  after  this  memorial  was  presented,  Mr.  Hays  instructed  that  notice  of  an 
application  to  Parliament  for  an  act  to  incorporate  "The  Grand  Trunk  Pacific  Rail- 
way Co."  be  prepared  and  published.  I  inclose  a  copy  of  the  notice  marked  "A." 
In  acco^'dance  with  an  apparent  understanding  between  Sir  Wilfrid  Laurier  and  Mr. 
Hays  that  notice  was,  before  publication,  submitted  to  and  approved  by  the  then 
minister  of  justice,  now  chief  justice  of  the  supreme  court  of  Canada.  Subsequentiy 
the  bill,  a  copy  of  which  marked  "B"  is  also  inclosed,  was  prepared  and  forwarded 
to  the  clerk  of  "the  house.  In  the  early  months  of  1903,  conferences  were  from  time 
to  time  held  between  Mr.  Hays  and  Mr.  Wainwright  on  behalf  of  the  company  and 
Sir  Wilfrid  Laurier  and  members  of  his  cabinet,  as  a  result  of  which  Mr.  Hays  was 
asked  to  have  the  bill  amended  to  provide  for  the  construction  of  a  line  from  North 
Bay  to  Quebec.  Not  only  do  I  personally  know  this  to  be  the  fact,  but  it  is  corrobo- 
rated by  a  letter  written  to  Sir  Chai'les  Rivers  Wilson  by  Mr.  Hays  on  March  16,  1903, 
in  which  he  stated  that  "at  the  request  of  the  Government  we  have  amended  our 
Grand  Trunk  Pacific  chai'ter  taking  powers  to  build  a  line  from  Quebec  to  North 
Bay."  I  inclose  a  copy  marked  "C  of  the  notice  published- in  accordance  with  that 
undertaking.  When  the  bill  first  came  up  for  discussion  before  the  railway  committee 
of    the  House  of  Commons,  such  strong  opposition  developed  that  practically  no 
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progress  was  made  at  that  meeting  nor,  in  fact,  at  several  subsequent  meetings  of  the 
committee.  While  the  bill  was  thus  under  consideration,  several  members  from 
the  Maritime  Provinces  insisted  that  the  eastern  terminus  of  the  line  should  not  be 
Quebec  but  a  point  in  the  Maritime  Provinces.  So  strongly  was  this  view  pressed 
that  in  the  end  the  Government  acquiesced  and  directed  that  the  bill  be  further 
amended  to  include  the  construction  of  a  line  fi-om  Quebec  to  Moncton.  I  attach, 
marked  "D,"  a  copy  of  clause  13  of  the  bill  reprinted  by  direction  of  the  committee 
to  give  effect  to  this.  Moncton  was  decided  upon  as  a  compromise,  regard  being 
had  to  the  fact  that  both  Halifax  and  St.  John  could  be  reached  from  there  by  the 
Intercolonial.  As  you  will  see,  this  clause  as  reprinted  authorized  the  construction 
of  branch  lines  to  JFort  William  or  Port  Arthur  and  to  North  Bay.  During  all  this 
time  negotiations  were  still  being  carried  on  between  the  Government  and  the  repre- 
sentatives of  the  company  regarding  the  extent  of  and  the  terms  upon  which  the 
Government  should  aid  in  the  construction  of  the  line.  These  resulted  in  the  agree- 
ment of  July  29 ,  1903,  a  copy  of  which  forms  the  schedule  to  chapter  71  of  the  statutes 
of  1903.  The  facts  herein  stated,  and  the  inclosures,  show  how  the  scheme  as  first 
outlined  by  Mr.  Hays  came  to  be  so  materially  changed.  That  his  original  intention 
was  not  carried  out  was,  to  my  personal  knowledge,  not  due  to  a  change  of  view  on 
his  part  but  because  he  came  to  the  conclusion  that  the  Government  aid  essential 
to  the  construction  of  any  Grand  Trunk  Pacific  line  could  only  be  secured  upon  the 
terms  set  forth  in  the  agreement  of  July,  29,  1903. 

It  is  not  necessary  to  reprint  the  exhibits  referred  to  in  Mr.  Biggar's 
letter.  They  fully  establish  his  statement  that  the  original  advertise- 
ment, the  draft  bill,  and  the  notice  of  intention  to  apply  for  the  act, 
were  all  merely  for  the  construction  of  a  line  from  a  point  at  or  near 
North  Bay,  in  the  Province  of  Ontario,  and  thence  westerly.  But 
Mr.  Biggar's  own  letter  shows  also  that  the  Grand  Trunk  Co.,  how- 
ever reluctantly,  did  accept,  as  the  only  consideration  on  which 
they  could  get  authority  and  assistance  to  construct  and  operate  the 
Grand  Trunk  Pacific  line  from  Winnipeg  westward,  the  obligation  to 
operate  also  the  line  from  Winnipeg  eastward.  But  this  point  is 
not  of  importance,  as  the  company  has,  in  effect,  been  released  from 
the  obligation  that  it  assumed. 

Mr.  Biggar,  however,  confined  himself  to  the  Transcontinental 
section  of  the  original  scheme;  and  his  letter  contained  no  reply  to 
our  request  for  a  more'general  statement  as  to  the  whole  project,  its 
motives  and  objects,  and  the  manner  in  which  the  company  might 
have  suffered  hindrance  in  carrying  out  its  program.  We  accord- 
ingly addressed  a  further  communication  to  Mr.  Chamberlin. 

In  a  letter  to  us  dated  January  30,  1917,  he  wrote  as  fgllows: 

LETTER  FROM  THE  PRESIDENT  OF  THE  GRAND  TRUNK. 

In  replying  to  the  first  question  asked  in  your  letter  "as  to  the  effect  on  the  Grand 
Trunk  proper  of  the  loss  of  the  825,000,000  investment,"  it  is  perhaps  necessary  to 
repeat  to  some  extent  what  has  already  been  said  from  time  to  time  on  the  subject. 

The  advance  to  the  Branch  Line  Co.— every  dollar  of  it — represents  money  paid 
by  the  Grand  Trunk  in  order  to  complete  the  lines,  the  bond  issues  having  been 
found  insufficient  for  the  purpose,  together  with  interest  accruing.  These  branch 
lines  were  intended  to  be,  and  have  been,  important  feeders  to  the  parent  company, 
the  present  financial  position  of  which  would  have  been  much  worse  than  it  is  had 
they  not  been  constructed. 

The  Grand  Trunk  Railway  Co.  having  furnished  the  monejr  necessary  to  comjjlete 
these  Unes  would  naturally  look  upon  the  confiscation  of  its  investment  as  a  crime. 
The  money  was  put  into  it  in  good  faith,  in  the  belief  that  the  Grand  Trunk  Pacific 
was  largely  a  national  undertaking.  That  the  railway  has  turned  out  so  far  not  to  be  a 
success  is  no  fault  of  theirs,  but  can  be  attributed  directly  to  the  action  of  the  Govern- 
ment in  subsidizing  competing  lines  and  in  many  ways  enormously  adding  to  the 
cost  of  construction .  There  is  not  a  shadow  of  doubt  that  had  the  course  subsequently 
followed  by  the  Government  been  known  when  application  for  the  Grand  Trunk 
Pacific  charter  was  made,  that  road  would  never  have  been  built. 

These  are  the  facts  as  understood  by  the  Grand  Trunk  directors  and  shareholders. 
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The  repudiation  of  this  legitimate  indebtednesa  in  any  arrangement  made  with  the 
■Government  would  not  only  injure  the  Grand  Trunk  Oo.'s  credit,  but  might  induce 
a  spirit  of  hostile  criticism  on  the  part  of  investors  in  Grand  Trunk  securities  in  London 
and  New  York  that  might  easily  react  upon  the  credit  of  the  country. 

The  foregoing  remarks  apply  also  to  the  advances  to  the  Saskatchewan  Railway. 

The  Grand  Trunk  Pacific  Development  Co.  was  organized  with  a  view  to  obtaining 
for  the  Grand  Trunk  Pacific  Railway  terminals  and  town  sites,  in  order  to  induce 
settlers  to  take  up  land  on  the  line  of  the  railway.  The  whole  of  the  common  stock 
was  owned  Ijy  the  Grand  Trunk  Pacific  Railway  Co.  The  enterprise  was  an  endeavor 
to  do  at  our  own  expense  exactly  what  in  the  case  of  the  Canadian  Pacific  and  Cana- 
dian Northern  Cos.  had  been  provided  by  the  Government  by  giving  land  subsidies. 
The  money  advanced  by  the  Grand  Trunk  Railway  Co.  would  have  been  repaid  had 
it  not  been  for  the  collapse  of  land  values  in  the  West,  owing  to  the  culmination  of 
the  boom  in  real  estate.  The  assets  of  the  company  are  owned  by  the  Grand  Trunk 
Pacific  Railway  Co.,  and  the  operations  of  the  Development  Co.  accrue  entirely  to 
its  benefit; 

To  the  second  question  asked  as  to  the  effect  on  the  Grand  Trunk  proper  should  the 
operation  of  the  Grand  Trunk  Pacific  be  left  as  it  is  and  the  former  not  be  relieved  from 
its  guarantees,  there  can  be  only  one  answer;  it  would  mean  a  receivership  for  the 
Grand  Trunk  Co.,  carrying  with  it  the  destruction  of  its  credit  for  some  time  to  come 
and  the  impairment  of  the  credit  of  the  whole  Dominion. 

I  can  hardly  add  anything  to  lend  additional  force  to  the  remarks  already  made  in 
order  to  indicate  the  justice  of  our  claim.  If  we  have  been  guilty  of  too  much  opti- 
mism in  the  inception  of  the  scheme,  does  not  the  same  criticism  apply  to  the  Gx)v- 
ernment  which  subsidized  a  railway  system  to  compete  with  us,  its  success  being 
dependent  entirely  upon  a  large  influx  of  settlers  in  the  west?  While  this  expecta- 
tion has  not  yet  been  fulfilled,  it  is  not  unreasonable  to  hope  that  it  has  only  been 
deferred,  and  that  eventually  the  Grand  Trunk  Pacific  Railway  system  will  prove  an 
excellent  national  asset. 

Mr.  Chamberlin's  letter  in  effect  charges  bad  faith,  unless  the 
demands  made  by  his  conapany  are  acceded  to  by  the  country. 
"Confiscation,"  "crime,"  "repudiation  of  legitimate  indebtedness," 
are  grave  words  to  be  used  by  the  president  of  a  great  company  in 
an  official  communication  referring  to  the  action  of  the  Government. 
The  matter  could  not  rest  there.  A  serious  situation  was  created, 
and  one  which  in  our  view  could  not  rest  on  mere  affirmation  or 
unsupported  opinion. 

If  the  company  has  been  taken  advantage  of,  or  in  any  way  deluded 
or  defraudecf  by  the  Government,  the  fair  name  of  Canada  requires 
immediate  redress.  On  the  other  hand,  the  country  ought  not  to 
be  called  upon  to  accept,  on  the  ground  of  good  faith,  a  large  loss 
and  responsibility,  uruess  this  ground  is  well  established.  We 
accordingly  arranged  to  hold  a  viva  voce  examination. 

HEARING    OF    GRAND    TRUNK   OFFICIALS    AT    MONTREAL. 

On  this  occasion,  Mr.  Chamberlin  was  given  every  opportunity  to 
disclose  all  the  grounds  on  which,  as  a  matter  of  fairness,  the  Grand 
Trunk  ought  to  be  relieved  of  its  obligations.  No  such  case  has 
been  made  out.  Still  less  a  case  of  "repudiation  of  legitimate 
obligations." 

We  have  reprinted  in  full  in  Appendix  B  to  this  report,  Mr.  Cham- 
berlin's evidence.  In  reference  to  the  National  Transcontinental, 
two  new  points  were  raised:  (1)  Tliat  the  statutory  obligation  to 
route  ocean  traffic  from  and  to  the  west  via  Canadian  ports  rather 
than  via  Portland  is  injurious  to  the  Grand  Trunk,  and  (2)  that  the 
delay  in  the  completion  of  the  western  portion  of  the  Transconti- 
nental and  the  absence  of  a  connection  via  North  Bay  caused  the 
Grand  Trunk  to  lose  valuable  traffic  which  they  might  have  had  in 
the  years  of  heavy  business  before  1914.     The  answer  as  to  (1)  is 
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that  the  company  accepted  the  obligation  when  it  took  its  act,  and 
that  they  have  never  so  far  asked  to  be  relieved  of  it.  In  respect  of 
(2)  there  is  no  ground  for  holding  that  the  Government  undertook 
any  obligation  to  the  company  which  it  failed  to  carry  out.  There 
was  indeed  a  provision  in  the  National  Transcontinental  act  of  1904 
that  the  Government  should  so  construct  the  railway  that  the  section 
between  Winnipeg  and  Quebec  and  that  between  Quebec  and 
Moncton  should  be  completed  as  nearly  as  practicable  at  the  same 
time.  But  this  was  a  statutory  public  obligation  and  confers  no 
contractual  right  on  the  Grand  Trunk  Pacific  Co.  It  may  weU  be 
that  in  this  and  in  other  respects  the  Grand  Trunk  failed  to  procure 
the  insertion  in  its  agreement  with  the  Government  of  stipulations 
which  prudence  would  have  recommended. 

GRAND    TRUNK   PACIFIC    CASE. 

In  respect  to  the  Grand  Trunk  Pacific  proper,  Mr.  Chamberlin 
rested  his  case  on  the  following  main  grounds:  (1)  That  the  Govern- 
ment had,  in  effect,  gone  into  partnership  with  the  Grand  Trunk 
Pacific  and  that  subsequently  it  had  by  subsidies  and  guarantees 
enabled  a  rival  (the  Canadian  Northern)  to  come  into  existence;  and 
that  this  action  of  the  Government  was,  in  view  of  its  position  as 
partner  with  the  Grand  Trunk  Pacific,  tantamount  to  bad  faith;  (2) 
That  the  simultaneous  construction  of  the  Canadian  Northern  in  the 
same  territory  greatly  enhanced  the  difficulty  of  obtaining  labor, 
doubled  its  price,  and  also  prolonged  the  period  of  construction;  (3J 
That  a  new  duty  on  steel  rails  was  imposed  after  the  Grand  Trunk 
Pacific  act  was  passed,  and  that  this  added  $5,000,000  to  the  cost  of 
construction.  Mr.  Chamberlin  reiterated  his  strong  belief,  that  his 
predecessors  would  never  have  gone  into  the  scheme  had  they  known 
that  they  would  be  exposed  to  Canadian  Northern  competition. 

As  to  (1)  we  can  not  for  a  moment  accept  Mr.  Chamberlin's  con- 
tention. The  Government  was  and  is  a  government,  not  a  mere 
private  partner;  and  it  retained  and  retains  aU  the  attributes  of  a 
.government,  including  the  power  to  charter  new  railways.  We  can 
not  suppose  that  the  management  of  the  Grand  Trunk  were  ignorant 
of  this  fact  when  they  took  the  act  constituting  the  Grand  Trunk 
Pacific  Co.  Seeing,  moreover,  that  the  Canadian  Pacific  Railway  Co. 
had  obtained  special  statutory  protection  against  certain  competition, 
we  can  hardly  believe  that  their  attention  was  not  directed  to  the 
matter.  Whether  they  apphed  for  a  similar  protection  and  failed  to 
obtain  it,  or  whether  they  determined  that  it  was  useless  to  apply, 
we  know  not.  But  the  point  is  not  important.  It  is  clear  that  the 
Government  was  entirely  entitled  to  do  what  it  did.  (2)  This  no 
doubt  was  a  fact,  which  was  disadvantageous  to  the  Grand  Trunk 
Pacific;  but  the  company  took  this  risk,  as  it  took  other  business 
risks,  when  it  promoted  its  enterprise.  (3)  In  this  case  also  it  is  clear 
from  the  correspondence  between  the  company  and  the  then  prime 
miaister,  exchanged  in  the  autumn  of  1905,  that  the  Government  in 
no  way  broke  faith  with  the  company.  The  bill  for  the  act  imposing 
the  duty  was  introduced  three  months  before  the  agreement  between 
the  Government  and  the  company  was  signed.  The  company  must 
therefore  have  been  aware  of  the  Government's  intention,  and  it 
must  be  held  to  have  taken  its  agreement,  containing  no  provision 
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for  exemption,  with  full  knowledge  of  this  intention.  According  to 
the  correspondence,  the  Prime  Minister  believed  in  1905  that  the 
question  of  a  duty  on  rails  had  been  more  than  once  discussed  at  the 
time  of  the  inception  of  the  scheme ;  Mr.  Hays,  for  the  Grand  Trunk 
Pacific,  believed  it  had  never  been  discussed  at  all. 

THE    commission's    CONCLUSIONS. 

Our  inquiry  has  fully  satisfied  us  that  the  Grand  Trunk  manage- 
ment was  content  at  the  time  with  the  arrangement  made;  that  it 
deliberately  took  its  business  chances,  and  proceeded  with  the  under- 
taking. On  the  evidence  there  is  nothing  whatever  to  justify  any 
charge  of  lack  of  fairness  or  good  faith  on  the  part  of  the  Government 
in  its  dealings  with  the  company.  We  have  no  hesitation  in  saying 
that,  neither  legally  nor  morally,  have  the  promoters  or  shareholders 
of  the  Grand  Trunk  Pacific  Co.  any  basis  for  a  claim  that  the  country 
shall  make  good  the  Grand  Trunk's  mistaken  investment  in  the  Grand 
Trunk  Pacific.  Any  aid  given  to  them  must  be  looked  upon  not  as  a 
matter  of  obhgation  but  as  spontaneous  bounty. 

The  question  is  really  so  left  by  the  Grand  Trunk  ofiicials  them- 
selves.    The  record  reads  (page  176),  as  follows: 

Sir  Henky  Drayton.  Doesn't  it  really  come  down  to  this,  that  the  statements  in 
your  letter  mean  that  in  your  view,  in  order  to  protect  the  finances  of  the  Grand  Trunk, 
and  as  a  corollary  to  protect  the  finances  of  the  country,  the  Government  ought  to 
relieve  the  Grand  Trunk  in  regard  to  its  investment;  isn't  that  the  whole  thing? 

Mr.  Chamberlin.  That  is  the  whole  thing. 

Sir  Henry  Drayton.  There  is  nothing  else  to  it? 

Mr.  Chamberlin.  Nothing  else. 

THE  PARENT  GRAND  TRUNK  CO. 

We  turn  to  the  position  of  the  parent  Grand  Trunk  Co.  The  pro- 
posal of  its  chairman  is  that,  after  they  have  been  permitted  to  wash 
their  hands  of  their  Grand  Trunk  Pacific  venture,  they  shall  revert  to 
their  old  position  of  a  local  road  in  Eastern  Canada.  We  can  not 
think  that  this  is  in  the  interest  of  the  country.  We  can  not  accept 
the  chairman's  view  that  on  these  terms  the  company  would  be  "able 
to  fulfill  the  ever-increasing  demands  of  the  public  bodies."  We  do 
not  think  that  "the  credit  of  the  Grand  Trunk  Co.,"  weakened  as  it 
must  be  by  its  Grand  Trunk  Pacific  failure,  could  be  "so  maintained 
as  to  render  possible  the  raising  of  fresh  capital  as  required."  The 
financial  management  of  the  company  is  not  such  as  to  inspire  confi- 
dence. A  few  weeks  after  the  chairman's  letter  acknowledging  that 
the  company  could  not  meet  their  Grand  Trunk  Pacific  liabilities — 
with  short  term  notes,  issued  to  make  advances  to  Grand  Trimk 
Pacific  companies,  which  those  companies  evidently  can  not  meet  at 
maturity,  outstanding  to  the  amount  of  $25,000,000 — the  Grand 
Trunk  Co.  paid  away  $2,500,000  in  dividends.  And  the  accoimts  for 
the  same  year,  1915,  contain  under  the  head  of  "  Capital  expenditure  " 
this  entry: 

Discount  and  commission:  £  s.     d. 

On  sale  of  3-year  5  per  cent  notes 22, 438      5      3 

On  sale  of  5-year  5^  per  cent  notes 104,  371    11      7 

126,809    16    10- 
(Say  $608,604.) 
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GRAND    TRUNK   MAINTENANCE    EXPENDITURE. 

Further,  the  Grand  Trunk  Railway  has  not  been,  and  is  not  being, 
adequately  maintained.  No  depreciation  fund  has  been  created  for 
equipment.  Mr.  Chamberlain's  view,  as  shown  by  his  evidence,  is 
that  5  per  cent  on  the  cost  of  the  equipment  ought  to  be  annually 
charged  under  this  head.     He  says: 

Take  engines  and  cars,  they  are  either  worn  out  or  out  of  date  in  20  years. 

This  item,  according  to  his  evidence,  would  have  required  an  annual 
sum  of  $2,750,000.     He  also  states: 
If  we  had  $25,000,000  now,  it  would  put  us  in  fine  shape. 

The  vice  president,  in  charge  of  operations,  Mr.  KeUey,  has  direct' 
responsibility  for  th'e  plant.  On  Mr.  Chamberlain's  evidence  being 
put  to  him,  he  agreed  with  it.  He  has  since  submitted  to  us  a  full 
report  on  the  question  of  deferred  expenditure.  "Deferred  expendi- 
ture" means,  in  plain  English,  expenditure  which  has  not  been  made, 
but  which,  in  the  view  of  those  charged  with  the  duty  of  maintaining 
theplant,  ought  to  have  been  made. 

We  give  below  Mr.  KeUey's  summary  in  tabular  form,  but  we  do  not 
think  it  necessary  to  reproduce  all  the  supporting  tables : 

Grand  Trunk  Raihoay  System — Summary  of  deferred  expenditures. 

Rebuilding  and  reinforcing  freight  car  equipment $8,  943,  971. 14 

Equipping  freight  nd  passenger  cars  with  safety  appliances: 

Original  estimate $850,  722.  50 

Ah-eady  expended 392,  220.  89 

Balance  to  be  expended 458,501.  61 

Equipping  engines  with  safety  appKances: 

Original  estimate 17,  828.  00 

Already  expended 553.  68 

Balance  to  be  expjended 17,  274.  32 

Deferred  renewals  in  maintenance  of  way  department: 

In  Canada 6, 182,  672.  00 

In  United  States 5,  578,  926.  00 

11, 761, 598. 00 

Total 21, 181, 345.  07 

Montreal,  March  5,  1917. 

On  the  single  item  of  "rails,"  the  "cash  expenditure  required  to 
restore  normal  conditions"  is  reported  as  $5,312,142.  The  cost  of 
restoring  ballast  to  normal  conditions  is  reported  as  $2,434,000. 

With  reference  to  the  deferred  renewals  in  Canada,  amounting  to 
over  $6,000,000,  it  appears  that  they  have  accumulated  during  11 
years,  1906-1916.  During  this  period,  in  spite  of  the  requirements- 
of  the  property  and  the  claims  of  public  safety,  $36,000,000  were  paid 
out  in  dividends. 

GRAND    TRUNK    CAPITAL    EXPENDITURE    REQUIRED. 

The  $21,000,000  dealt  with  above  represent  the  money  which  the 
responsible  officers  of  the  company  estimate  to  be  required  to  put 
th,e  existing  plant  into  good  normal  condition.  This  is  a  revenue 
liability.     But  the  existing  plant  is  quite  inadequate  for  existing 
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traffic  and  requires  .large  additions,  for  which  new  capital  must  be 
raised.  The  estimates  of  necessary  capital  expenditure  submitted  to 
us  are  as  follows: 

Requirements  for  rolling  stock,  shops,  and  machinery $26, 150,  000 

Requirements  for  automatic  block  signals  (main  line  in  Canada  only). ..  3,  533,  000 
Requirements  for  installing  rock-ballast  crushing  plant 467,  500 

Total 30, 150,  500 

Putting  together  revenue  and  capital  expenditure,  we  find  that  the 
Grand  Trunk  Railway,  in  the  opinion  of  its  own  officers,  requires  over 
$51,000,000  spent  upon  it  to  put  it  in  a  position  to  meet  the  require- 
ments of  its  to-day's  business.  We  see  no  reason  to  expect  that  imder 
existing  conditions  this  necessary  money  will  be  provided. 

EFFECT    ON    CANADIAN    BUSINESS. 

The  effect  on  the  country's  business  of  deficient  railway  facilities 
is  very  serious.  It  is  best  shown  in  a  period  of  stress,  whether  this 
stress  is  due  to  traffic  congestion  or  is  the  result  of  bad  weather  con- 
ditiosis.  February  last  gives  a  good  example.  The  traffic  was  very 
heavy;  embargoes  were  the  rule  and  not  the  exception;  weather  con- 
ditions were  worse  than  usual,  even  in  winter.  The  Grand  Trunk 
had  handled  over  the  hnes  in  its  Ontario  district  in  February,  1916, 
318,532  cars.  Last  February  it  handled  only  195,120.  In  its  eastern 
district  in  February,  1916,  the  company  handled  210,914  cars,  and  in 
February  of  this  year  only  109,567  cars.  This  failure  has  occurred 
at  a  period  when  the  demands  on  the  country  for  food  supphes, 
munitions  of  war,  and  other  articles  used  by  the  allied  armies,  are 
extremely  heavy.  The  situation  is  one  which  calls  loudly  and 
insistently  for  an  immediate  remedy! 

In  fairness  to  the  Grand  Trunk,  it  should  be  pointed  out  that  con- 
gestion inevitably  causes  a  falling  off  in  the  volume  of  traffic  handled. 
Cars  which  are  insistently  required  for  the  necessities  of  life,  such  as 
coal,  perishable  foods,  live  stock — and  under  present  circumstances 
munitions — have  at  all  hazards  to  be  got  forward.  This  necessitates 
greatly  increased  yard  work  and  switching.  Preferential  treatment 
of  any  one  class  of  traffic  always  retards  the  general  movement,  and 
so  adds  further  to  congestion. 

The  Canadian  Pacific  is  a  well-organized  line.  Its  movements  also 
fell  off  in  eastetrn  Canada.  Its  two  districts  probably  most  nearly 
comparable  to  the  Grand  Trunk's  eastern  and  Ontario  lines  are  its 
Ontario  and  Quebec  districts.  InFebruary,  1916,  the  Canadian  Pacific 
handled  in  its  Ontario  district,  92,255  cars,  and  in  1917  only  80,414  cars. 
In  its  Quebec  district  it  handled  in  February,  1916,  130,045  cars,  and  in 
February,  1917,  only  96,464  cars.  The  resultant  percentage  decreases 
are  for  the  Grand  Trunk  in  its  Ontario  division,  39.37  per  cent,  and 
for  the  Canadian  Pacific  Railway  in  its  Ontario  district,  15.58  per 
cent.  For  the  Grand  Trunk  in  its  eastern  division,  and  for  the 
Canadian  Pacific  in  its  Quebec  district,  the  percentage  decreases  are 
48.5  per  cent  and  25.82  per  cent,  respectively. 

At  a  later  page  of  this  report  we  refer  in  another  connection  to  the 
fact  that  the  Intercolonial  has  no  teraiinals  of  its  own  at  Montreal, 
but  uses  those  of  the  Grand  Trunk.     The  congestion  of  Febi-uary  was 
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colonial  business  out  of  Montreal  was  directly  affected  by  the  conges- 
tion of  the  Grand  Trunk  terminals.  The  intercolonial  movement  in 
the  first  division  out  of  Montreal  in  February,  1916,  amounted  to 
25,446  cars,  and  for  the  same  month  in  1917,  to  15,628  cars,  a  per- 
centage decrease  of  38.58  per  cent.  Tlie  Intercolonial  system,  how- 
ever, as  a  whole,  had  a  movement  in  February,  1917,  of  51,311  cars, 
as  compared  with  66,510  cars  in  February,  1916,  a  percentage  decrease 
of  only  22.85  per  cent;  while  the  Grand  Trunk,  for  its  entire  system, 
handled  in  February,  1916,  652,358  cars,  and  in  the  same  period  in 
1917,  402,133  cars,  a  percentage  decrease  of  38.35  per  cent. 

commissioners'    RECOMMENDATION. 

The  Grand  Trunk  Co.'s  board  of  directors  is  3,000  miles  away.  We 
can  not  think  that  the  state  of  affairs  which  our  investigation  has  dis- 
closed could  have  arisen  had  the  board  been  on  the  spot.  We  are 
forced  to  the  conclusion  that  the  control  of  an  important  Canadian 
•company  should  be  in  Canada.  But  this  can  not  be  secured  as  long 
as  the  Grand  Trunk  Eailway  is  owned  by  shareholders  in  England. 
We  have  come  to  the  conclusion,  therefore,  that  the  control,  not  only 
of  the  Grand  Trunk  Pacific  Co.,  but  also  of  the  Grand  Trunk  Co.  of 
Canada,  should  be  surrendered  into  the  hands  of  the  people  of  Canada. 
We  reconamend  that  the  chairman  of  the  Grand  Trunk  Co.  be  in- 
formed that  it  is  only  on  this  condition  that  the  Government  is  pre- 
pared to  reheve  his  company  of  the  obhgations  which  it  has  incurred 
m  respect  to  the  Grand  Trunk  Pacific.  We  recur  later  on  in  this 
report  to  these  two  companies  in  order  to  set  out  our  recommenda- 
tions as  to  their  ownership  and  management  in  the  future  and  as  to 
the  terms  to  be  offered  to  the  Grand  Trunk  shareholders. 

Part  III.  The  Canadian  Northern  System. 

The  system  now  known  as  the  Canadian  Northern  began  with  the 
acquisition  by  Messrs.  Mackenzie  and  Mann,  in  the  year  1896,  of  a  , 
charter  which  had  been  granted  in  1889  by  the  Province  of  Manitoba 
to  the  Lake  Manitoba  Railway  &  Canal  Co.  The  charter  was  for  a 
line  123  miles  in  length  from  Gladstone  on  the  Canadian  Pacific  to 
Winnipegosis.  Construction  was  promptly  begun  and  the  line  was 
opened  in  January,  1897.  In  the  same  year,  1897,  Messrs.  Mackenzie 
and  Mann  began' to  'construct  a  line  from  Winnipeg  to  Port  Arthur, 
known  as  the  Manitoba  &  Southeastern.  Shortly  after  they  con- 
structed also  the  Winnipeg  &  Great  Northern. 

These  three  companies  among  them  received  land  grants  of  4,000,000 
acres,  and  their  bonds  were  largely  guaranteed  by  the  Province  of 
Manitoba. 

In  1899  the  Lake  Manitoba  Railway  &  Canal  Co.  and  the  Winnipeg 
&  Great  Northern  Co.  were  amalgamated  as  the  Canadian  Northern 
Railway  Co. 

Thereafter,  by  leases,  by  absorptions,  and  by  new  construction,  the 
Canadian  Northern  system  grew  fast  in  both  directions,  eastward  and 
westward.  As  a  system  it  never  has  had,  nor  has  it  to-day,  any  cor- 
porate existence.  It  was  held  together  by  stock  ownership.  The 
whole  of  the  common  stock  of  the  Canadian  Northern  Railway  Co. 
itself  was  held  by  Messrs.  Mackenzie  and  Mann.     In  the  case  of  the 
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afiiliated  companies  the  stock  was  held  sometimes  by  the  parent 
company,  sometimes  by  Messrs.  Mackenzie  and  Mann  in  their  own 
names. 

Throughout  the  history  of  the  Canadian  Northern  construction  the 
company  has  depended  on  public  aid,  direct  or  indirect.  The  devel- 
opment in  the  20  years  since  1896  has  gone  through  four  distinct 
stages,  though  chronologically  the  stages  overlap  to  a  considerable 
extent.  In  the  first  stage  the  company  relied  on  provincial  guaran- 
ties. As  it  grew  larger  and  more  ambitious  it  invoked  and  obtained 
aid  from  the  Dominion.  This  was  the  second  stage.  In  the  third 
stage  the  company,  having  become  better  known,  raised  large  amounts 
by  the  issue  of  perpetual  debenture  stock,  and  later  of  convertible 
income  debenture  stock,  on  its  own  credit.  At  no  period,  as  far  as 
we  have  been  able  to  ascertain,  has  any  actual  cash  been  obtained 
from  the  sale  of  the  common  stock,  either  of  the  parent  company  or 
of  the  constituent  or  subsidiary  companies.  With  the  exception  of 
a  French  issue  of  $4,000,000  in  December,  1911,  practically  all  the, 
Canadian  Northern  money  obtained  by  public  subscription  has  been 
raised  in  London. 

CANADIAN    NORTHERN    POSITION    IN    1914. 

In  the  fourth  and  last  stage,  in  1914,  with  heavy  interest  payments 
to  be  made  and  large  construction  contracts  still  open,  the  company 
found  it3  own  resources  insufficient.  It  reported  that  it  required 
$100,000,000  to  complete  and  equip  its  system;  that  it  could  raise  on 
its  own  account  $58,000,000;  and  it  appealed  to  the  Government  to 
find  the  balance. 

The  Government  thereupon  guaranteed  an  issue  of  $45,000,000  of 
4  per  cent  first  mortgage  debenture  stock.  Of  this  issue  $14,600,000 
was  sold  in  London  at  91^  in  July,  1914,  and  $2,433,333  at  91  in 
February,  1915.  There  have  been  handed  back  to  the  Dominion 
Government  $12,500,000  as  security  for  a  cash  loan  of  $10,000,000. 
The  remainder  (except  $133,333  unissued)  has  been  pledged  as  se- 
curity for  loans  in  New  York.  The  total  proceeds  in  cash  from  those 
sales  and  pledges  were  $26,759,265.  This  sum  having  proved  insuf- 
ficient, in  May,  1916,  the  Canadian  Northern  obtained  from  the  Gov- 
ernment a  further  loan  of  $15,000,000  at  the  rate  of  6  per  cent,,  repay- 
able on  demand,  to  be  used  either  for  construction  or  to  meet  interest 
obMgations.  In  addition,  the  Government  undertook,  in  September, 
1915,  to  lend  to  the  company  the  money  necessary  to  pay  interest 
either  to  the  Government  itself  or  to  the  pubUc  on  the  $45,000,000 
debentures.  And  to  date  $1,756,000  have  been  advanced  for  this 
purpose. 

It  will  be  observed  that  the  first  appeal  to  the  Government  was 
some  months  before  the  war.  No  doubt  the  stringency  of  the  money 
markets  of  the  world  at  the  time  made  it  more  difficult  than  it  other- 
wise would  have  been  for  the  company  to  sell  its  securities.  But 
that  was  not  all.  There  was  a  further  cause  intrinsic  to  the  company 
itself.  It  had  gone  ahead  too  fast  and  had  undertaken  various  ex- 
pensive schemes  which  could  not  possibly  carry  themselves  from  the 
outset.  The  Canadian  Northern  Pacific,  the  Canadian  Northern 
Ontario,  and  the  Montreal  Terminal  especially  implied  very  serious 
commitments.     And  the  Prairie  system,  which  was  self-supporting 
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and  yielded  a  profit,  was  not  sufficiently  developed  to  carry  this 
weight. 

The  war,  which  at  the  outset  paralyzed  the  business  of  the  country 
and  which  has  practically  closed  the  markets  of  the  world  to  the  issue 
of  permanent  securities  other  than  Government  loans  for  an  indefi- 
nite time  to  come,  further  aggravated  the  situation.  The  company, 
when  it  appUed  to  the  Government  early  in  1914,  reckoned  on  selling 
its  $45,000,000  guaranteed  debentures  for  142,000,000.  In  fact,  it 
has  only  obtained  from  them  $36,769,265  in  cash.  It  reckoned  that 
other  securities  which  it  had  to  seU  would  bring  in  $58,000,000,  but 
many  of  them  it  has  not  been  able  to  sell.  At  present  the  company 
is  living  from  hand  to  mouth  and  is  nominally  borrowing  from  the 
Government  to  pay  interest  on  the  Government's  o^vn  loans. 

CANADIAN    NORTHERN    ANNUAL    REPORT    FOR    1916. 

The  report  to  shareholders  for  the  year  ending  Jmie  30,  1916, 
appears  to  show  that  after  payuig  working  expenses  and  fixed  charges 
the  company  has  a  deficit  of  only  $248,127.  But  this  report  does 
not  disclose  the  fact  that  more  than  $5,400,000  were  paid  for  interest 
and  charged  to  capital  as  part  of  the  construction  cost  of  a  system 
which  was  all  but  completed. 

According  to  an  estimate  submitted  to  us  by  the  company  the 
fixed  charges  for  the  year  ending  June  30,  1917,  will  be  $16,539,638. 
Of  this  the  Dominion  and  British  Columbia  Governments  have  under- 
taken to  pay  $4,514,507  mider  certain  agreements.  This  leaves  the 
company  to  find  out  of  net  revenue  about  $2,500,000  more  than  it 
had  available  this  year.  An  income  of  $2,500,000  net  imphes  an 
increase  of  at  least  $9,000,000  gross.  The  company  itself  does  not 
venture  to  expect  a  greater  increase  of  gross  than  $7,000,000. 

The  above  agreements  to  pay  interest  are  only  for  two  and  three 
years,  respectively.  In  the  year  ending  June  30,  1920,  the  Govern- 
ment contributions  will  have  fallen  to  $627,000,  and  the  following 
year  they  will  have  ceased  entirely.  The  company's  estimate  for  the 
year  ending  June  30,  1921,  is  that  they  wiU  then  have  fixed  charges 
amounting  to  $18,300,000.^  And  this  burden  they  will  have  to  bear 
unaided.  To  carry  it  they  would  need  (assuming  working  expenses 
at  the  very  moderate  ratio  of  70  per  cent)  a  gross  revenue  of  $61,- 
000,000.  We  can  not  think  it  safe  to  assume  that  any  such  result 
wiU  actually  be  attained. 

CANADIAN   NORTHERN    ESTIMATE   IN   1914. 

Without  desiring  to  cast  any  reflection  on  the  Canadian  Northern 
Co.,  we  think  that  those  responsible  for  its  management  have  taken, 
and  still  continue  to  take,  an  unjustifiably  sanguine  view  of  its  possi- 
bilities. In  1914,  when  the  company  was  applying  to  the  Dominion 
Pariiament  for  the  guarantee  of  $45,000,000  debentures  to  complete 
the  imdertaking  it  submitted  an  estimate  for  the  three  years  1916 
to  1918  to  Mr.  Hanna,  vice  president  of  the  company,  on  what  was 
described  as  "the  very  conservative  basis  of  the  percentage  increase 

'  This  includes  the  interest,  amounting  to  J2,500,000,  on  the  new  capital  estimated  by  the  company  as 
necessary  to  be  spent  in  the  five  years.  This  estimate  we  regard  as  quite  inadequate.  If  so,  the  fixed 
charges  will  be  corresponiingly  increased. 
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for  the  past  five  years."     The  company  added  that  "inasmuch  as  a 
part  of  the  mileage  has  been  disconnected  and  confined  to  a  local 
short-haul  business,  operation  as  a  united  trunk-hne  system  should 
result  in  a  much  greater  per  mile  average." 
We  reproduce  this  estimate  below : 


For  the  year  ending  June  30 — 

1916 

1917 

1918 

$54,000,000 
38,880,000 

$61,000,000 
43,300,000 

$67,000,000 

46,900,000 

15,120,000 
12,607,116 

17,700,000 
14,019,615 

20,100,000 

Fixed  cliarges,  including  interest  on  securities  at  present  applied  for. 

14,807,115 

2,512,885 
1,250,000 

3,680,385 
1,250,000 

5, 292, 885 

1,250,000 

1,262,885 

2,430,385 

4,042,885 

This  estimate  showed  a  margin,  after  paying  $1,250,000  per  annum 
on  the  5  per  cent  income  debenture  stock,  of  $1,262,000  in  1916. 
The  estimate  was — 

Gross  earnings $54,  000, 000 

Net  earnings 15, 120, 000 

The  facts  have  been — 

Gross  earnings $35, 476, 000 

Net  earnings 9,  373,  000 

And  there  has  been  a  bumper  bravest,  and  it  is  acknowledged  that 
the  war  has  increased  rather  than  diminished  traffic.  A  further  fact 
has  been  that  for  the  year  ending  June  30,  1916,  after  passing  the 
interest  of  $1,250,000  upon  the  $25,000,000  income  debenture  stock, 
and  after  charging  against  capital  interest  to  the  amount  of  $5,445,389 
(less  $878,166  paid  by  the  Government  under  its  guaranty)  in  respect 
of  "lines  under  construction,"  the  company  was  still  $248,000  short 
of  the  money  required  to  meet  its  bonded  indebtedness. 

We  appreciate  that  circumstances  which  could  not  have  been 
foreseen  in  the  spring  of  1914  have  arisen  to  upset  the  estimates  then 
made.  The  money  was  not  immediately  forthcoming.  The  full 
amount  estimated  as  necessary  was  not  obtained,  and  the  terms  were 
more  onerous.  Prices  have  gone  up.  Labor  has  been  scarce  and 
dear.  The  expected  immigrants  have  not  come.  The  company  has 
sold  its  ocean  steamers.  The  system,  evien  to-day,  is  not  in  the 
condition  that  was  in  the  minds  of  the  company's  officers  when  the 
estimates  were  made. 

But  making  aU  possible  allowances,  we  think  that  those  responsible 
for  the  estimates  of  1914,  upon  which  Parliament  acted,  have  mcurred 
very  serious  responsibility. 
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CANADIAN    NORTHERN    ESTIMATE    IN    1917. 

In  January  last  the  company  submited  to  us  an  estimate  for    the 
five  years,  1917-21.    This  was  as  follows: 


Year  ending 

June  30, 

1917. 


Year  ending  Year  ending 

June  30,        June  30, 

1918.  1919. 


Year  ending  Year  ending 

June  30,        June  30, 

1920.  1921. 


Gross  earnings 

Operating  expenses. . 


S42,590,000 
31,090,000 


$48,185,000 
34,790,000 


$55,410,000 
39,895,000 


$62,300,000 
44,200,000 


868,460,000 
47,920,000 


11,600,000 


13,395,000 


15,515,000 


18,100,000 


20,540,000 


The  estimate  submitted  to  Parliament  by  the  company  for  the 
year  to  June  30,  1917,  was: 

Gross 161,  000,  000 

Net 17,  700,  000 

The  revised  estimate  now  submitted  to  us  by  the  company  is : 

Gross $42,  590,  000 

Net 11,  500,  000 

The  estimate  submitted  to  Parliament  by  the  company  for  the 
year  to  June  30,  1918,  was: 

Gross $67,  000,  000 

Net 20, 100, 000 

The  revised  estimate  now  submitted  to  us  by  the  company  is: 

Gross $48, 185,  000 

Net 13,  395,  000 

We  think  the  new  estimate  made  for  us,  even  though  more  con- 
servative than  the  old,  is  still  too  sanguine.  We  see  no  reason  to 
think  that  the  traffic  will  increase  at  any  such  rate  as  that  indicated. 
To  assume  a  growth  each  year  of  about  1 1  per  cent  over  the  previous 
year,  and  simultaneously  an  operating  ratio  falling  steadily  from 
73  per  cent  to  70  per  cent  is  only  once  more  to  invite  disillusionment. 

COMPARISON    WITH    CANADIAN    PACIFIC. 

We  think  the  following  statement  of  the  facts  of  the  last  11  years 
of  Canadian  Pacific  history  is  instructive.  The  table  shows  for  each 
year  gross  and  net  earnings  per  mile,  and  also  the  percentage  of 
operating  ratio. 


Gross 
earnings.! 

Net 
earnings. 

Operat- 
ing ratio. 

1906.... 

S7,026 

7,890 

7,573 

7,726 

9,425 

10.072 

11,453 

12,263 

10,977 

7,993 

10,024 

$2,617 
2,765 
2,312 
2,324 
3,3.58 
3,548 
3,614 
4,068 
3,687 
2,714 
3,810 

62.7 

1907 

64.9 

1908 

69.4 

1909 

69.9 

ISIO 

64.4 

1911 

64.8 

1912 

64.9 

1913 

66.8 

1914 

67.3 

1915 

66.0 

1916 '                                  

67.0 

^  Gross  earnings  include  receipts  from  steamships,  telegraphs  and  other  sources  not  properly  attributable 
to  railway  mileage. 
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It  will  be  seen  that  the  gross  earnings  of  the  Canadian  Pacific 
Railway  by  no  means  show  a  steady  growth.  There  can  be  no 
doubt  that  the  drop  of  the  last  three  years  reflects,  in  part  at  least, 
the  effect  of  the  new  competition  of  the  Canadian  Northern  and  the 
Grand  Ti'unk  Pacific.  And  the  Canadian  Northern  growth  must 
equally  be  conditioned  by  the  competition  of  the  Canadian  Pacific 
and  the  Grand  Trunk.  It  will  be  seen  further  from  the  table  that 
there  is  by  no  means  a  steady  growth  of  net  earnings.  Nor  can  we, 
in  face  of  the  constant  iiicrease  of  the  operatmg  ratio  through  a  long 
series  of  years  all  over  the  American  continent,  in  view  of  the  great 
rise  in  the  cost  of  materials,  especially  coal  and  steel  rails,  and  the 
insistent  demands  for  mcreases  of  wages,  think  it  safe  to  assume 
that  the  operating  ratio  of  the  Canadian  Northern  will  show  a  con- 
sistently steady  decline  ui  each  succeeding  year. 

PROSPECTIVE    REQUIREMENTS    OF    CANADIAN    NORTHERN. 

The  Canadian  Northern  estimate  submitted  to  us  further  calcu- 
lated that,  in  the  course  of  the  next  five  years,  the  company  will  need 
to  spend  $12,500,000  of  new  capital  for  additions  and  betterments, 
and  $25,000,000  for  new  equipment.  We  consider  these  estimates 
entirely  inadequate,  and  especially  so  in  relation  to  the  estimate  of  90 
per  cent  increase  in  gross  receipts.  The  company  has  acknowledged 
that  its  equipment  is  inadequate  to  take  care  of  its  existing  business. 
That  equipment  stands  in  the  company's  books  at  $59,000,000.  If 
the  business  were  to  increase  90  per  cent,  it  would  seem  to  need  not 
$25,000,000,  but  over  $50,000,000  spent  on  new  ecjuipment  to  handle 
it.  Again  we  refer  to  Canadian  Pacific  Railway  figm-es.  That  com- 
pany has  seven  freight  cars  per  mile  of  line.  Tne  Canadian  Northern 
has  three.  We  think  it  will  need  five;  and  this  implies  an  addition  of 
20,000  cars  to  the  existing  stock.  This  alone  would  imply,  even  if 
prices  dropped  to  those  current  a  year  ago,  an  additional  expenditure 
of  something  like  $30,000,000.  And  the  same  thing  is  true  in  respect 
of  locomotives.  Nor  can  the  estimate  of  $12,500,000  for  additions 
and  betterments,  spread  over  a  system  of  10,000  miles  during  five 
years,  be  sustained,  more  especially  in  the  case  of  a  system  that  is 
only  just  emerging  from  the  construction  stage.  It  works  out  at 
$250  per  mile  per  annum.  It  is  impossible  that  the  needs  of  a  rapidly 
growing  property  can  be  adequately  provided  for  at  any  such  figure. 

We  think  that  $40,000,000  for  equipment  and  perhaps  $30,000,000 
for  additions  and  betterments  would  be'  a  moderate  estimate  of  the 
system's  needs  in  the  next  five  years,  assuming  that  the  Canadian 
Northern  remains  separate  and  independent. 

We  sum  up  the  Canadian  Northern  situation  as  follows:  The 
company  is  not  at  present  able,  and  will  not  for  some  years  to  come 
be  able,  to  meet  its  fixed  charges.  It  will,  we  doubt  not,  increase 
its  net  earnings  as  the  years  go  by.  But  the  increased  net  earnings 
wiU  be  fully  absorbed  for  some  years  to  come  by  the  interest  on  new 
capital,  which  must  be  put  in  if  the  system  is  to  render  efficient 
service.  The  company  has  not  now,  and  as  far  as  we  can  see  will 
not  have  in  the  near  future,  such  credit  as  to  enable  it  to  raise  the 
necessary  capital.  As  we  have  already  shown,  the  public  invfest- 
ment,  direct  and  indirect,  in  the  Canadian  Northern  system  amounts 
to  $298,000,000.  We  do  not  recommend  further  public  investment 
in  the  svstem  as  at  nresent  constituted. 
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VALUE    OF    CANADIAN    NORTHEEN    UNDERTAKING. 

1.  Gash  investment. — The  property  investment  of  the  Canadian 
Northern  Railway  system  is  stated  in  the  balance  sheet  of  June  30, 
1916,  at  1494,112,489.34.  This  figure  admittedly  has  been  written 
up  to  include  $100,000,000  of  capital  stock.  And  this  stock,  as  we 
have  already  said,  was  issued  without  any  cash  consideration.  We 
have  endeavored  to  ascertain  the  actual  cost  of  the  system.  From 
the  company's  official  reports  and  special  statemejits  supplied  to  us 
we  have  ascertained  that  the  maximum  cash  investment  that  can 
have  been  made  in  the  property  is  $383,302,451.33. 

The  following  tables,  which  have  been  accepted  by  the  company 
as  accurate,  show: 

(i)  The  source  of  money  or  credit. 

(ii)  The  disposition  of  money  or  debit  items. 

(m)  A  list  of  bonds  of  constituent  companies  assumed. 

(i)  Source  ofrnoney  or  credit. 

Cash  realized  from  securities  sold  and  from  collateral  loans  (pp. 

205-207,  record) $302,  713,  872,  69 

Dominion  Government  loans  of  1914  and  1916 15,  878, 166.  67 

Subsidies,  not  including  subsidies  of  prior  organizations  (q .  4) 28,  000,  222.  50 

Land  sales  (q.  4) 16,  603,  295.  62 

Sales  of  acquired  bonds  and  stock  (q .  8) 618,  606.  45 

From  equipment  trust  securities  (q .  4) $37, 233,  871. 13 

Par  value  equipment  trusts  issued . .  $39,  836, 458.  20 
New  outstanding 16,  862,  500.  00 


Paid  from  proceeds  of  other  securities  (p.  94) .     22,  973,  958.  20 

Net  amount  from  equipment  trusts ' 14,  259,  912.  93 

Due  on  construction 16,  666,  957.  26 

Audited  vouchers  and  accounts 11, 161, 443.  88 

Wages  and  salaries 1,  832,  708.  23 

Matured  interest  coupons  unpaid 2, 166,  597.  75 

Accrued  interest  not  yet  payable 2,  412,  673.  30 

Accrued  taxes 250,  000.  00 

Insurance  fund  account 616,  847.  53 

Railway  surplus 2,  776,  711.  03 

Bonds  assumed  in  the  acquisition  of  constituent  companies 20,  215,  746.  03 

436, 173,  761.  87 
(n)  Disposition  of  money  or  debit  items. 

Cash  in  hand  and  at  bank $25,  414, 408.  50 

Materials  and  supplies 3,368,924.82 

Due  from  companies  and  individuals 7,  276, 429.  01 

Due  from  agents 1,446,010.67 

Deferred  land  payments 7, 140,  996.  59 

Insurance  paid  in  advance 682,  906. 11 

Unadjusted  debit  items 246,  545.  00 

Securities  (dock,  lands,  and  stock-yard  companies) 1, 123,  393.  55 

Sinking  funds 248,750.66 

Terminal  properties  and  miscellaneous  investments 5,  922,  945.  63 

52,  871,  310.  54 

Total  available  for  road  and  equipment $363, 086,  705.  30 

Bonds  assumed  in  part  payment  of  lines  purchased 

(see  list  in  Table  3,  fallowing) 20,  215,  746.  03 

383,302,451.33 


436, 173,  761.  87 
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{iii)  Bonds  shown  as  outstanding,  but  for  which  no  proceeds  are  reported  as  received^ 
payment  assumed  by  Canadian  Northern  Railway  as  part  of  purchase. 

Qu'  A.  L.  L.  &  S.  Ry.  &.  S.  B.  Co.,  4  per  cent  first- 
mortgage  debenture  stock $5,  051,  462.  90 

Less  in  treasury 31,  781.  80 

— ■—      $5,  019,  681. 10 

Central  Ontario  Railway,  5  per  cent  first-mortgage  bonds 956,  300.  00 

Bay  of  Quints  Railway,  5  per  cent  first-mortgage  bonds 830,  000.  00 

Great  Northern  Railway  of  Canada,  4  per  cent  first-mortgage  bonds. .        3,  505,  750.  00 
Quebec  &  Lake  St.  John  Railway,  4  per  cent  mortgage  debenture 

stock 4,359,014.93 

*Duluth,  Rainy  Lake  &  Western  Railway,  5  per  cent  first-mortgage 

bonds ". 2,  000,  000.  00 

Halifax  &  Southwestern,  3J  per  cent  first-mortgage  bonds 4,  447,  000.  00 

*Miiineiota  &  Manitoba  Railway,  4  per  cent  first-mortgage  bonds. . .  349,  000.  00 

Niagara  St.  C.  &  T.  Railway,  5  per  cent  first-mortgage  bonds 1,  098,  000. 00 


*Less  bonds  on  leased  lines  not  included  in  funded  debt: 

Duluth,  Rainy  Lake  &  Winnipeg  Railway $2,  000,  000.  00 

Minnesota  &  Manitoba  Railway 349,  000.  00 


22,  564,  746.  03 


2,  349,  000.  00 


20,  21.5,  746.  03 

From  this  total  maximum  of  $383,302,451  we  deduct  the  following 
items,  which  the  company  has  included  in  cost  of  road  and  equipment, 
but  which  do  not  i-epresent  investment  in  property: 

1.  Advances  to  controlled  companies  to  pay  indebtedness  for  interest 
subsequent  to  construction  and  operating  deficits  which  were  capitalized 

when  the  system  was  put  together,  not  less  than $10,  000,  000 

2.  Interest  during  1916  overcharged  to  construction,  not  less  than 3,  000,  000 

13,000,000 
Leaving  for  investment  in  road  and  equipment  and  in  securities  of  con- 
stituent and  subsidiary  companies 370,  302,  451 

We  find  then,  1370,000,000  to  be  the  maximum  possible  cost  of  the 
Canadian  Northern  system  as  at  present  existing.  In  other  words, 
as  indeed  is  frankly  admitted  by  Canadian  Northern  witnesses,  the 
Canadian  Northern  shares  represent  no  cash  investment. 

2.  Physical  basis. — But  money  cost  is  not  all.  We  decided  also 
to  ascertain  the  approximate  value,  on  the  basis  of  reproduction  cost, 
of  the  property  as  it  exists  to-day.  And  we  rely  on  Prof.  Swain's 
valuation  for  this  purpose.  This  valuation  is,  in  his  opinion,  a 
liberal  estimate  of  the  fair  cost  of  reproducing  new,  at  prewar  prices 
of  labor  and  material,  the  system  at  present  existing.  It  includes 
property  belonging  to  the  system  at  its  estimated  cost,  if  it  had  to 
be  acquired  or  constructed  to-day.  v^nd  therefore  it  not  only  gives 
the  company  credit  for  lands  which  it  in  fact  owns,  even  though  it 
obtained  them  as  a  grant;  but  it  also  credits  the  company  with  the 
increment  of  land  values  since  the  date  of  the  original  acquisition. 
And  these  two  items  are  quite  large. 

Prof.  Swain's  method  of  arriving  at  his  results  are  fuUy  explained 
in  his  report,  which  is  printed  as  an  appendix  hereto.  He  makes  th§ 
total  cost  of  reproduction  new,  $397,441,567.  From  this  he  deducts 
for  depreciation  $40,031,889,  making  the  cost  of  reproduction  of  the 
property  in  its  present  condition  $357,409,678.  This,  however,  does 
not  include  equipment.  The  equipment  was  inspected  by  Mr. 
Buchanan  and,  on  the  basis  of  his  report  as  to  quantities  and  condi- 
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tion,  a  valuation  has  been  made  by  Mr.  W.  H.  Chadbourn,  C.  E., 
chief  engineer  of  our  valuation  staff.  He  finds  the  cost  of  repro- 
duction new  at  prewar  prices  to  be  $56,590,418,  and  the  depreciation 
to  be  111,250,433,  making  the  present  value  $45,339,985.  Putting 
the  two  valuations  together,  we  have  $402,749,653  as  the  fair  cost 
of  reproducing  the  entire  ph5^sical  Canadian  Northern  system  in  its 
present  condition.  Now  the  outstanding  liabilities  (bonds,  debent- 
ures, notes,  and  bank  and  other  loans)  of  the  company  exceed 
$400,000,000. 

Reckoning  on  this  basis,  it  appears  that  the  liabilities  are  practically 
equal  to  the  reproduction  cost  of  the  physical  property.  But  the 
physical  property  does  not  all  belong  to  the  Canadian  Northern 
shareholders.  There  are  minority  holdings  in  several  of  the  sub- 
sidiary undertakings.  And  the  Canadian  Northern  interest  in  these 
undertakings  only  corresponds  to  its  percentage  proportion  of  their 
respective  share  capitals.  This  implies  a  reduction  of  more  than 
$10,000,000  in  the  estimate  of  the  assets  belonging  to  the  Canadian 
Northern  shareholders. 

We  find  then  that,  on  the  physical  basis,  the  value  of  the  property 
of  the  Canadian  Northern  shareholders  is  distinctly  less  than  the 
amount  of  the  liabilities  against  it.  On  this  basis  the  equity  of  the 
shareholders  must  be  regarded  as  nonexistent. 

3.  Going  concern. — A  third  basis  of  estimate  is  the  value  of  the 
property  for  sale  as  a  going  concern.  A  purchaser  would  not  con- 
sider either  original  cost  or  reproduction  cost  as  of  much  importance. 
The  price  he  would  pay  would  be  based  on  earning  power,  present 
and  potential.  On  this  basis  he  would  consider  how  far  the  Canadian 
Northern  is  at  present  short  of  covering  its  fixed  charges,  how  long 
it  wiU  take  to  reach  equilibrium,  how  much  new  capital  will  have  to 
be  spent,  how  soon  a  dividend  may  be  expected  and  at  what  rate. 
Calculating  on  this  basis,  in  the  light  of  the  figures  set  out  above, 
it  is  evident  that  no  purchaser  would  offer  for  the  property  a  sum 
amounting  to  the  total  of  its  Uabilities. 

CONCLUSION  AS  TO  CANADIAN  NORTHERN. 

We  conclude,  therefore,  that  the  shareholders  of  the  company 
have  no  equity  either  on  the  ground  of  cash  put  in,  or  on  the  ground 
of  physical  reproduction  cost,  or  on  the  ground  of  the  salable  value 
of  their  property  as  a  going  concern.  If,  then,  the  people  of  Canada 
have  already  found,  or  assumed  responsibility  for,  the  bulk  of  the 
capital;  if  they  must  needs  find  what  further  capital  is  required; 
and  if  they  must  make  up  for  some  years  to  come  considerable  deficits 
in  net  earnings,  it  seems  logically  to  follow  that  the  people  of  Canada 
should  assume  control  of  the  property.  We  return  later  to  the 
Canadian  Northern  Co.  in  order  to  set  out  our  recommendations  as 
to  its  ownership  and  management  in  the  future  and  as  to  the  terms 
to  be  offered  to  the  existing  'shareholders. 

Part  IV.  Possible  Methods  of  Public  Control. 

We  recommend  that  the  control  of  the  three  companies.  Grand 
Trunk,  Grand  Trunk  Pacific,  and'the  Canadian  Northern  be  assum.ed 
by  the  people  of  Canada.  We  have  therefore  now  to  consider  how 
this  control  should  be  exercised. 
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GOVERNMENT    OPERATION    DISCUSSED    AND    REJECTED. 

We  are  instructed  to  consider  the  acquisition  of  the  Canadian 
railways  by  the  State,  and  the  possibiUty  of  their  operation  in  con- 
nection with  the  Intercolonial.  We  do  not  recommend  this  course. 
In  our  judgment  it  is  not  in  the  interests  of  Canada  that  the  operation 
of  its  railways  should  be  in  the  hands  of  the  Government.  We  know 
no  country  in  the  world,  where  a  democratic  State  owns  and  operates 
its  railways,  in  which  politics  have  not  injuriously  affected  the  manage- 
ment of  the  railways  and  the  railways  have  not  had  an  injurious 
influence  on  politics.  We  do  not  think  Government  ownership  of 
the  Canadian  railways  would  tend  to  reduction  of  rates,  but  rather 
in  the  contrary  direction.  For  the  carriage  of  one  ton  of  freight 
one  mile  the  Canadian  shipper  pays  at  present  on  the  average  three- 
fourths  of  1  cent.  On  the  railways  of  New  South  Wales,  the  oldest 
and  most  important  Australian  State,  where  the  railways  have  been 
in  Government  hands  from  the  outset,  the  shipper  pays  well  over 
2  cents.  But  we  see  no  cause  to  enlarge  here  on  such  general  con- 
siderations. There  are  several  reasons  peculiar  to  Canadian  condi- 
tions why  State  ownership  and  operation  should  be  avoided. 

THE    CANADIAN   PACIFIC    POSITION. 

We  think  that  if  the  State  took  over  and  undertook  to  operate  the 
Grand  Trunk,  the  Grand  Trimk  Pacific,  and  the  Canadian  Northern, 
it  would  be  morally  bound  to  offer  to  purchase  the  Canadian  Pacific 
also.  This  company  is  in  a  strong  financial  position;  it  has  assets  of 
great  present  and  even  greater  potential  value,  largely  exceeding  its 
liabilities;  its  $260,000,000  of  common  stock  stand  at  a  high  premium, 
and  have  been  very  much  higher;  it  pays  a  steady  dividend  of  10  per 
cent;  its  purchase  would  be  a  costly  matter;  and  it  does  not  ask  to  be 
purchased  or  to  be  helped  in  any  other  way.  The  company  is  ad- 
mittedly progressive  and  gives  a  good  pubUc  service.  Moreover,  it 
has  a  large  investment  in  ocean  steamships,  irrigation,  land  and  coal 
development  schemes,  and  other  enterprises  quite  unsuited  for  Gov- 
ernment management.  But  the  Canadian  Pacific  Railway  is  exposed 
throughout  its  whole  territory  to  the  competition  of  either  one  or 
both  of  the  other  systems.  So  long  as  that  competition  is  in  the  hands 
of  other  organizations,  also  having  to  earn  the  interest  on  their  bonds 
and  striving  to  earn  a  dividend  on  their  stocks,  the  Canadian  Pacific 
Railway  has  no  cause  for  complaint.  But  competition  with  railways 
operated  by  the  Government  stands  on  an  entirely  different  footing. 
It  would  be  at  any  time  possible  for  the  Government  deliberately  to 
adopt  a  policy  of  lowering  rates,  in  some  part  or  throughout  the  terri- 
tory involved,  below  a  commercial  basis,  and  making  up  the  deficiency 
out  of  general  taxation.  It  might  be  argued  that  such  a  policy  was 
justifiable  on  the  ground  that  the  general  prosperity  and  develop- 
ment of  the  coimtry  would  be  thereby  promoted.  But  while  con- 
ceivably it  might  be  proper  to  tax  the  public  to  develop  the  country, 
though  in  fact  it  would  not  be  the  whole  public,  but  only  certain  por- 
tions of  it  that  would  benefit,  it  could  not  possibly  be  fair  to  impose 
a  special  tax  upon  the  Canadian  Pacific  Railway  shareholders  for  the 
purpose.     And  yet  it  is  evident  that  this  would  in  fact  happen.     The 
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Canadian  Pacific  Railway  would  be  absolutely  forced  to  follow  any 
rate  reduction  made  by  the  Government  railways,  on  pain  of  losing 
the  business  entirely. 

FURTHER  REASONS  AGAINST  GOVERNMENT  OPERATION. 

Another  strong  argument  against  Government  operation  is  to  be 
found  in  the  fact  that  the  tliree  great  Canadian  companies  amongst 
them  either  own,  lease,  or  control  no  less  than  7,000  miles  of  railway 
situated  in  the  United  States.  And  some  at  least  of  these  lines  are 
necessary  economic  complements  of  the  Canadian  systems.  It  is 
clearly  impossible  that  the  Dominion  Govern  nent  should  be  sub- 
jected, not  only  to  the  regxilating  authority  of  the  Interstate  Com- 
merce Commission  and  the  several  State  railway  commissions  of  the 
United  States,  but  also  to  the  police  regulations  of  aU  the  States  which 
these  lines  enter.  Technically,  no  doubt,  the  difficulty  could  be  got 
over  by  vesting  the  legal  ownership  in  Government  officials  under 
their  own  names  as  trustees  for  the  Government.  But  the  practical 
fact  would  remain.  It  would  in  effect  be  the  Canadian  Government 
which  would  be  ordered  by  the  United  States  Interstate  and  State 
commissions  to  alter  its  rates,  and  Canadian  Government  officials 
who  would  be  required  by  United  States  law  courts  to  explain  their 
actions  and  justify  their  conduct.  We  can  not  think  that  such  a 
situation  would  conduce  to  international  harmony. 

A  yet  more  important  consideration  remains,  Canada  is  at  war, 
and  Canadian  resources  are  deeply  pledged  for  war  purposes.  If  the 
Government  takes  over  the  railways,  not  only  does  it  assume  the 
direct  responsibility  for  the  whole  existing  debt;  but  all  the  new 
money  that  has  to  be  raised  (and  as  wiU  be  shown  in  a  later  portion 
of  this  report,  the  amount  of  this  new  money  must  necessarily  be  con- 
siderable within  the  next  few  years)  wiU  become  a  direct  obhgation 
of  the  Canadian  Government.  It  is  a  matter  of  common  knowledge 
that  railway  bonds  and  Government  loans  appeal  to  different  classes. 
And  we  are  persuaded  that  it  is  desirable  that  Canada  should  retain 
both  strings  to  her  bow. 

For  aU  these  reasons  our  recommendation  is  that  the  idea  of  Gov- 
ernment ownership  and  operation  be  not  entertained. 

RECEIVERSHIP   DISCUSSED    AND    REJECTED. 

Starting  then  from  this  position,  we  have  to  consider  what  alterna- 
tive course  is  to  be  adopted.  It  is  clear  that  neither  the  Canadian 
Northern  nor  the  Grand  Trunk  can  at  the  present  moment  meet  its 
liabihties.  In  the  United  States  when  a  company  is  in  this  position 
it  is  placed  in  the  hands  of  a  receiver.  And  at  this  moment  upward 
of  40,000  miles  of  hne  are  in  that  situation.  Under  a  receivership 
the  holders  of  the  junior  securities  have  to  submit  to  compound  their 
claim,  and  the  fixed  charges  are  reduced  to  an  amount  that  the  net 
revenue  from  operation  suffices  to  meet.  Ought  this  drastic  course 
to  be  adopted  here  ?  We  think  not.  We  think  the  security  holders 
of  the  companies  have  to  some  extent  a  moral  claim  on  the  Govern- 
ment. Their  schemes  of  extension  have  been  matters  of  public 
knowledge  for  many  years.  So  far  from  discouraging  them,  the 
Governments,  both  of  the  Dominion  and  the  Provinces,  have  by 
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subsidy  and  by  guarantee,  by  loans  and  cash  advances,  encouraged 
them  to  go  on. 

But  there  is  more  than  this.  The  bonds  and  debentures  of  the 
Grand  Trunk  Pacific  and  Canadian  Northern  have  been  placed  in  the 
main  through  London  with  non-Canadian  holders.  And  these 
holders  in  subscribing  have  unquestionably  been  influenced  by  the 
fact  that  the  companies  were  backed  by  the  Canadian  Government. 
Technically,  of  course,  the  Government  has  no  responsibihty  beyond 
that  of  meeting  its  own  guarantees.  But  if  the  two  companies  went 
into  the  hands  of  receivers,  we  can  not  doubt  that  investors  outside 
Canada  wotdd  believe,  however  erroneously,  that  the  Dominion  Gov- 
ernment had  treated  them  badly,  and  that  the  result  would  be  serious 
injury  to  the  credit  of  the  Canadian  Government,  and  indeed  of  all 
Canadian  enterprises.  And  this  result  is  one  that,  putting  it  on 
pecuniary  grounds  alone,  the  Canadian  people  shoiild  in  their  own 
interest  spend  a  good  deal  of  money  to  avoid.  We  therefore  consider 
that  Canada  should  assume  the  responsibility  of  seeing  that  the  in- 
terest on  these  securities  is  met. 

This  responsibihty  is  in  our  opinion  unavoidable.  But  we  recog- 
nize that  it  is  serious.  It  wiU  involve  considerable  financial  aid  for 
some  years.  How  many  we  will  not  estimate,  as  it  depends  in  the 
main  on  the  rate  at  which  Canada  develops.  And  that  rate  no  one 
can  venture  to  foretell.  We  ought  to  pomt  out,  however,  that  the 
rate  at  which  the  Canadian  Pacific  progressed,  when  it  was  the  only 
transcontinental  line,  can  not  reasonably  be  taken  as  a  standard  of 
the  probable  rate  of  progress  of  two  new  transcontinental  systems, 
competing,  not  only  with  each  other,  but  with  the  rich  and  firmly 
established  Canadian  Pacific  itself. 

TRANSFER  TO  A  NEW  BODY  RECOMMENDED. 

We  have  recommended,  then,  that  the  control  of  the  three  com- 
panies, Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific 
pass  into  other  hands;  that  the  rights  of  the  creditors  of  all  three 
companies  be  preserved  intact;  but  that  the  railways  of  the  three 
companies  be  not  handed  over  to,  or  operated  by,  the  Government. 
It  is  necessar\',  therefore,  to  find  some  new  body  or  bodies  to  whom 
they  can  be  transferred.  We  think  the  question  whether  there 
should  be  one  body  or  more  is  answered  by  the  facts  that  we  have 
already  cited.  The  Canadian  Northern  is  weak  in  the  east.  The 
Grand  Trunk,  with  the  inadequate  Prairie  branches  of  the  Grand 
Trunk  Pacific,  would  be  almost  powerless  to  compete  in  the  west 
with  the  Canadian  Northern  and  the  Canadian  Pacific.  The  natural 
tendency  of  the  Grand  Trunk  and  Canadian  Northern  organizations, 
if  left  separate,  would  be  for  each  to  invade  the  territory  of  the 
other.  Remaining  separate,  the  Canadian  Northern  system  would 
need  to  spend  many  millions  of  dollars  to  obtain  an  adequate  hold 
on  the  east  in  competition  with  the  Canadian  Pacific  and  Grand 
Trunk.  Remaining'  separate,  the  Grand  Trunk  and  Grand  Trunk 
Pacific  system  would  need  to  spend  many  millions  of  dollars  on  new 
branches  in  the  west,  in  order  to  hold  its  own  with  the  Canadian 
Pacific  and  the  Canadian  Northern.  And  this  money  would  be 
needfd  at  once,  for  till  it  was  spent  neither  organization  would  possess 
a  complete  system.     Canada  can  not  afford  all  these  new  railways, 
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and  does  not  need  three  competitive  systems.  We  recommend 
therefore  that  the  three  undertakings,  the  Canadian  Northern,  the 
Grand  Trunk,  and  the  Grand  Trunk  Pacific  be  united  in  one  sj^stem. 
To  whom  then  should  its  management  be  intrusted  ? 

SUGGESTED  TRANSFER   OF   ALL   THE    RAILWAYS   TO    CANADIAN   PACIFIC 

DISCUSSED. 

One  possible  solution  which  has  been  submitted  to  us  we  will 
deal  with  at  the  outset.  For,  though  we  are  unable  to  recommend 
its  adoption,  it  has  very  influential  support.  This  suggestion  takes 
two  forms.  The  one  is  that  the  Canadian  Pacific  Co.  should,  by 
lease  or  purchase,  obtain  control  of  the  other  roads  and  operate  the 
whole  Canadian  railway  system  as  partner  with  the  Government, 
on  terms  to  be  arranged.  The  other  is  that  the  Government  should 
itself  acquire  all  the  roads,  including  the  Canadian  Pacific  Railway, 
and  employ  the  organization  of  that  company  as  a  basis  on  which 
to  bmld  up  the  organization  of  the  greater  system.  The  first  alter- 
native is  especially  supported  from  the  financial  side.  And  indeed, 
were  financial  considerations  controlling  in  this  matter,  we  do  not 
deny  that  a  very  strong  case  could  be  made  for  it.  The  second 
alternative  commends  itself  more  especially  to  those  who  feel  that 
the  Government  is  already  involved  so  deeply  in  railway  enterprise 
that  it  can  not  call  a  halt,  and  must  go  the  whole  length.  We  are 
not  prepared  to  agree  with  either  party.  We  do  not  think  that  a 
railway  monopoly  is  desirable,  either  in  the  hands  of  a  company,  or 
in  the  hands  of  the  State.  We  are  convinced  that  the  people  of 
Canada  who  have  spent  or  guaranteed — whether  wisely  or  not,  is 
not  now  the  question — hundreds  of  millions  of  dollars,  largely  with 
the  object  of  breaking  a  private  monopoly,  would  never  consent  to 
the  re-estabhshment  of  a  still  greater  monopoly,  even  if  the  Govern- 
ment were  a  partner  in  the  concern.  We  do  not  think  that  there 
is  any  necessity  for  the  State  to  go  further  than  it  has  already  gone 
in  the  direction  of  Government  operation.  We  recognize  that  the 
Government  occupies  in  respect  to  the  Canadian  Northern  and 
Grand  Trunk  Pacific  roads,  very  much  the  position  of  a  mortgagee 
whose  mortgagor  is  in  default.  But  we  do  not  think  that  the  Gov- 
ernment, as  a  Government,  need  enter  into  possession.  We  think 
a  scheme  may  be  worked  out  whereby  Canada  will  have  two  great 
systems,  both  with  substantially  similar  management,  operating 
alongside  in  healthy  rivalry  from  ocean  to  ocean. 

SUGGESTED    TRANSFER    OP    THE    WHOLE    OR    A    PORTION    OF    CANADIAN 
NORTHERN    TO    CANADIAN    PACIFIC    DISCUSSED. 

Another  suggestion  has  been  made  which  we  will  deal  with  here. 
In  our  judgment  it  has  even  less  to  recommend  it.  It  is  suggested 
that  the  Unes  of  the  Canadian  Northern  should  be  handed  over  to 
the  Canadian  Pacific  Eailway,  on  terms  to  be  arranged.  We  can 
see  no  possible  advantage  to  the  country  in  this  proposal.  It  would 
hand  over  the  Unes  with  the  best  prospect  of  development  to  the 
Canadian  Pacific  Railway.  It  would  reestabhsh  what  would  be  a 
practical  monopoly  in  the  Prairie  Provinces.     It  would  leave  the 
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country  to  carry  the  burden,  for  an  indefinite  time  to  come,  of  the 
Grand  Trunk  Pacific,  which  in  its  present  isolated  position  has  little 
hope  of  prosperous  development.  And  it  would  lead  before  long- 
to  an  inevitable  result.  For  the  sake  both  of  giving  the  Grand 
Trunk  Pacific  system  a  fair  chance  to  develop,  and  in  order  to  break 
down  once  more  the  reestablished  monopoly  of  the  Canadian  Pacific 
Railway,  pressure  would  be  put  on  the  Government  to  obtain  a 
wholesale  extension  of  the  Grand  Trunk  Pacific  branch  lines,  for 
which  there  is  no  commercial  justification.  Capital  would  be  wasted, 
operating  expenses  would  be  duplicated,  and  the  ultimate  solvency 
of  the  pubhcly  owned  lines  would  be  indefinitely  postponed. 

For  the  suggestion  which  has  also  been  made,  that  the  Canadian 
Pacific  Railway  be  invited  to  take  over  the  western  portion  of  the 
Canadian  Northern  only,  there  is  in  our  judgment  still  less,  if  that 
be  possible,  to  be  said  than  for  the  suggestion  that  the  Canadian 
Pacific  Railway  take  over  the  whole.  It  has  all  the  disadvantages 
of  the  former  proposal.  And  it  has  this  further  disadvantage:  The 
eastern  lines  of  the  Canadian  Northern  have  not  any  very  hopeful 
outlook,  even  under  present  conditions.  If  they  cease  to  be  the 
complement  of  the  Canadian  Northern  prairie  lines,  they  have  no 
justification  for  existence  whatever. '  And  yet  it  is  proposed  to  leave 
the  country  to  carry  the  burden  of  them.  , 

POSSIBILITY    OF    FORMING    A    COMMERCIAL    COMPANY    DISCUSSED. 

Assuming,  then,  that  the  Canadian  Northern,  Grand  Trunk,  and 
Grand  Trunk  Pacific  must  be  united  into  one  system  and  that  this 
system  must  remain  entirely  separate  from  the  Canadian  Pacific 
Railway,  we  have  considered  the  possibility  of  forming  a  new  com- 
pany on  a  commercial  basis,  to  which  the  operation  of  these  three 
undertakings  might  be  transferred.  We  have  come  to  the  conclu- 
sion that  this  course  is  not  feasible  under  the  circumstances  as  they 
at  present  exist. 

The  Mexican  precedent. — We  have  considered  what  is  commonly 
known  as  the  Mexican  scheme.  Under  this  scheme,  which  was  orig- 
inated by  Senor  Limantour,  the  very  able  finance  minister  of  the 
Diaz  Government,  the  Government,  in  return  for  the  guarantee  of 
certain  bonds  and  the  payment  of  a  nominal  amount  of  cash,  acquired 
possession  of  a  sufficient  amount  of  deferred  ordinary  stock  of  the  prin- 
cipal railway  companies,  on  which  no  dividend  was  likely  to  be  earned 
in  the  immediate  future,  to  give  them  control  of  the  election  of  the 
boards  of  directors,  and  therefore  indirectly  control  of  the  poHcy  of  the 
companies.     Similar  partnerships  between  the  public  authorities  and 

grivate  companies  have  in  recent  years  become  common  in  the  great 
rerman  cities  for  the  establishment  and  operation  of  gas,  electric,  and 
street  railway  undertakings.  The  Mexican  scheme  is  understood  to 
have  worked  very  successfully  so  long  as  Mexico  remained  an  organized 
community.  We  do  not  think  it  applicable  to  Canada,  where  the  con- 
ditions are  entirely  different.  In  Mexico  the  bulk  of  the  money  had 
been  raised  by  the  companies  on  their  own  responsibility;  there  was 
no  question  of  defaulting  on  fixed  charges;  the  systems  were  prac- 
tically complete ;  and  no  large  amounts  of  new  capital  were  required. 
In  Canada  the  bulk  of  the  money  has  been  raised  on  the  responsi- 
bilitv  of  the  Government;   the  companies  can  not  meet  their  fixed 
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charges;  the  systems  are  far  from  complete;  and  much  new  capital 
will  have  to  be  provided,  which  can  not  be  raised  by  the  companief 
on  their  own  credit.  We  can  not,  therefore,  recommend  that  the 
Mexican  precedent  be  followed. 

The  New  York  subway  precedent. — There  is  a  precedent  in  the  New 
York  subways  for  a  scheme  under  which  the  railway  is  constructed 
and  owned  by  the  public  authority,  and  its  operation  is  entrusted 
to  a  company,  which  finds  capital  to  an  amount  representing  the 
value  of  the  equipment  and  takes  a  lease  for  a  period  of  years  upon 
terms  that  the  company  receives  a  return  of  5  or  6  per  cent  as  a  nrst 
charge  on  the  profits,  while  profits  beyond  that  figure  are  divided  in 
agreed  proportions  between  the  company  and  the  public  authority. 
Tie  New  York  partnership  scheme,  however,  has  reference  to  an 
undertaking  with  every  prospect  of  making  a  substantial  return  on 
the  capital  involved  from  the  outset.  There  is  no  such  prospect  here. 
We  have  to  contemplate  a  condition  of  affairs  in  which  for  a  good 
many  years  to  come  the  operation  will  not  yield  a  commercial  return 
on  the  capital  already  invested.  A  promise  of  the  whole  return, 
therefore,  would  not  tempt  the  outside  capitalist;  still  less  would 
the  offer  of  a  portion  of  it.  To  induce  outside  capital  to  come  in  and 
share  the  risk,  it  would  be  necessary  for  the  Government  to  guaran- 
tee a  return  upon  it  of  not  less  than  4^  per  cent  or  5  per  cent  forth- 
with and  to  offer  a  prospect  of  partnership  in  the  valuable  reversion 
later  on.  And  seeing  that,  with  the  guarantee  of  the  Government 
of  Canada  behind  it,  all  the  money  requisite  could  be  borrowed  at 
5  per  cent  without  any  reversion,  the  offer  of  a  reversion  would  be, 
in  effect,  to  deprive  the  people  of  Canada  of  a  portion  of  the  return 
when  they  have  earned  the  right  to  receive  the  whole. 

Further,  we  have  no  reason  to  think  that  such  an  offer,  even  if 
made,  would  attract  tbe  necessary  capital.  Tlie  speculative  inves- 
tor likes  to  see  his  profit  in  tlie  near  future.  In  this  case  he  would 
have  to  wait  a  good  many  years  before  he  could  expect  any  return 
on  his  money  beyond  his  fixed  4J  or  5  per  cent.  Under  present  mar- 
ket conditions  an  investor  prepared  to  take  some  risk  can  do  much 
better  for  himself  than  this. 

CANADIAN    RAILWAYS    SHOULD    BE    UNDER    CANADIAN    CONTROL. 

There  is  yet  another  reason  why  we  do  not  think  that,  even  if  it 
were  possible,  any  attempt  should  be  made  to  form  a  new  company, 
either  on  the  Mexican  or  on  the  New  York  subway  model.  Such  a 
company  could  not  be  Canadian.  The  capital  would  have  to  be 
found  elsewhere,  and  the  control  would  follow  the  capital.  We  tnink 
Canadian  railways  should  be  under  Canadian  management. 

Part  V.  The  Dominion  Railway  Co. 

GOVERNMENT  OPERATION  NOT  RECOMMENDED. 

Having  then  arrived  at  the  conclusion  that  the  transfer  of  the  three 
Undertakings  to  a  commercial  company  is  not  feasible,  we  recommend 
that  they  be  handed  over  to  a  board  of  trustees  to  control  and  manage 
on  behalf  of,  and  on  account  of,  the  people  of  Canada.     The  trustees 
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should  be  organized  as  a  company  with  a  nominal  capital.     But  in 
effect  they  would  be  a  public  authority. 

Before  going  further  we  desire  to  make  a  fundamental  point  clear. 
We  express  the  conclusion  to  which  we  have  come  both  in  negtaive 
and  positive  forms.     We  recommend: 

(1)  That  the  Government  do  not  acquire  or  undertake  to  operate 
an}'  further  railways ;  but  ^ 

(2)  That  these  three  railways,  Canadian  Northern,  Grand  Trunk, 
and  Grand  Trunk  Pacific,  be  transferred  by  act  of  ParUament  to  an 
independent  board  of  trustees  (incorporated  as  a  company),  con- 
stituted as  we  shall  hereafter  describe. 

These  recommendations,  from  our  point  of  view,  hang  together 
and  must  be  regarded  as  inseparable.  We  do  not  recommend  the 
transfer  of  the  three  companies  at  all,  unless  our  recommendations 
as  to  the  method  to  be  followed  are  also  substantially  accepted. 
That  the  Government  should  itself  take  over  the  railways,  and  they 
should  then  be  operated  under  the  control  of  a  parliamentary  minister 
of  railways,  is  a  policy  which  in  our  judgment  would  not  be  in  the 
best  interest  of  Canada. 

Our  personal  belief  is  strong  that,  in  normal  circumstances,  railway 
enterprise  is  a  matter  best  left  in  private  hands,  subject  to  proper 
regulation  by  the  Government.  Were  we  asked  to  advise  in  the  case 
of  the  railways  of  the  United  Kingdom  or  the  United  States,  which 
have  been  constructed  by  private  companies,  with  money  found  by 
private  investors,  we  should  give  effect  to  this  belief.  We  go  further 
and  consider  that,  in  the  case  of  the  Canadian  Pacific  Kailway,  as  to 
which  the  Government  does  instruct  us  to  advise,  the  fact  that  it 
received  large  help  from  public  sources  in  its  early  days,  is  not  any 
reason  why  the  existing  status  of  the  company  should  now  be  dis- 
turbed. This  company  has  carried  out  its  bargain.  It  has  repaid 
to  the  Government  large  advances  made  in  earlier  years.  We  believe 
that  Canada  has  had  good  value  for  what  it  has  given.  We  think 
that  it  is  in  the  interest  of  the  country  that  this  company  should  be 
rich  and  prosperous,  for  such  companies  can  be  expected  not  only 
to  give  the  best  service,  but  to  be  best  able  to  provide  in  time  to  meet 
new  developments  as  they  arise.  We  have  had  no  hesitation,  there- 
fore, in  coming  to  the  conclusion  that  the  status  of  the  Canadian 
Pacific  Railway  should  be  left  undisturbed. 

But  in  the  case  of  the  Canadian  Northern,  the  Grand  Trunk,  and 
the  Grand  Trunk  Pacific  the  circumstances  are  not  normal.  These 
companies  have  broken  dowir.  We  see  no  way  to  organize  new  com- 
panies to  take  their  place.  Their  only  possible  successor  is  in  our 
view  a  public  authority.  We  are  confronted  with  a  condition  and 
not  a  theory. 

RECOMMENDATION    OF    INDEPENDENT    BOARD    OF    TRUSTEES. 

Our  formal  recommendations  are : 

1.  That  a  board  of  trustees  be  constituted  by  act  of  Parliament  and 
incorporated  as  "The  Dominion  Railway  Co." 

2.  That  the  ownership  of  the  Canadian  Northern,  Graird  Trunk, 
and  Grand  Trunk  Pacific  Railways  be  vested  in  this  company. 

3.  That  the  Government  assume  responsibility  to  the  company  for 
the  interest  on  the  existins  securities  of  these  undertakinors. 
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4.  That  the  Intercolonial  (including  the  Prince  Edward  Island) 
and  National  Transcontinental  Railways  be  also  handed  over  by  the 
Government  to  the  company. 

5.  That  the  whole  of  these  railways,  the  Canadian  Northern,  the 
Grand  Trunk,  the  Grand  Trunk  Pacific,  the  Intercolonial,  and  the 
National  Transcontinental,  be  operated  by  the  company  as  one. 
united  system. 

CONSTITUTION    OF    BOARD  AND    TENURE    OF    OFFICE. 

We  now  proceed  to  set  out  these  recommendations  in  more  detail. 

The  trustees  should  be  five  in  number.  The  first  trustees  should 
be  named  in  the  act  of  Parliament  constituting  the  board. 

The  tenure  of  office  should  be  the  same  as  that  of  judges  of  the 
Supreme  Court,  with  the  exceptions  hereafter  noted.  Three  trustees, 
one  of  whom  should  be  the  chairman,  should,  if  possible,  be  men  of 
railway  experience.  They  should  be  recpired  to  give  their  whole 
time  to  their  duties,  and  salaries  should  be  fixed  adequate  to  com- 
mand the  services  of  the  best  men.  Of  the  two  remaining  trustees, 
we  think  it  would  be  desirable  that  one  should  be  selected  on  the 
ground  of  business  and  financial  experience,  and  the  other  as  specially 
possessing  the  confidence  of  railway  employees.  They  should  not 
DB  expected  to  give  their  whole  time.  Their  maximum  salary  might 
be  laid  down  in  the  act,  to  be  adjusted  later  when  the  requirements 
of  the  position  became  evident.  Every  trustee  on  appointment 
should  be  required  to  divest  himself  of  all  interest  in  Canadian  railway 
bonds  or  stock,  and  should  further  satisfy  the  appointing  authority 
that  he  has  no  other  interest  that  conflicts  with  his  duties  as  trustee. 

AH  appointments  other  than  those  of  the  original  trustees  should 
be  for  a  fixed  period  of  seven  years,  except  that  in  the  case  of  a  casual 
vacancy,  owing  to  death  or  disability  or  resignation,  the  appointee 
should  hold  office  only  for  the  remainder  of  the  term  for  which  the 
trustee  whom  he  replaces  was  appointed. 

Every  trustee  should  be  eligible  for  renomination  and  reappoint- 
ment. 

Vacancies  should  be  filled,  in  the  case  of  a  railway  member,  by 
appointment  by  the  Governor  General  in  council,  on  the  nomination 
of  a  majority  of  the  remaining  trustees;  and  in  the  case  of  other 
members,  by  appointment  from  a  list  of  three  names,  similarly 
nominated.  Should  the  Government  refuse  to  approve  a  nomination, 
it  should  devolve  upon  the  trustees  to  submit  a  new  name. 

The  original  trustees  should  vacate  their  positions  according  to  the 
following  scheme:  The  three  railway  trustees  should  retire  after 
three,  five,  and  seven  years,  respectively;  the  order  of  retirement 
amongst  the  three  being  determined  at  the  date  of  the  trustees' 
assumption  of  office.  The  two  remaining  trustees  should  retire  after 
four  and  six  years,  respectively;  their  relative  position  betweert 
themselves  being  similarly  determined. 

Every  trustee  should  retire  on  attaining  the  age  of  70  years. 

BOARD    TO    BE    NONPOLITICAL. 

We  desire  to  call  attention  to  the  extreme  importance  that  the 
board  should  not  assume,  or  even  be  suspected  of  assuming,  a  pohtical 
complexion.     In  the  United  States  an  attempt  has  been  made  to 
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guard  against  this  danger  by  statutory  provision  that  not  more  than 
four  out  of  the  seven  members  of  the  Interstate  Commerce  Commis- 
sion shall  belong  to  the  same  political  party.  We  do  not  recommend 
that  this  precedent  be  followed,  as  we  think  politics  have  nothing 
to  do  with  the  matter;  and  any  such  restriction  might  hamper  the 
Government  in  their  choice  of  best  men.  But  should  it  be  desirable 
in  the  public  interest  to  select  trustees  of  recognized  political  affilia- 
tions, we  think  it  most  important  that  the  spirit  of  the  United  States 
legislation  should  be  borne  in  mind,  both  by  the  Government  in 
making  the  original  selections,  and  by  the  trustees  themselves  in 
recommending  names  to  fill  any  subsequent  vacancies. 

BOARD     TO    BE      PERMANENT    AND     SELF-PEEPETUATING AUSTRALIAN 

EXPERIENCE. 

We  recommend  that,  subject  to  the  power  of  the  Government  to 
refuse  to  confirm  a  nomination,  the  board  of  trustees  should  be  a 
permanent  self-perpetuating  body,  and  we  attach  very  great  import- 
ance to  this  pomt.  The  four  older  States  of  Australia,  New  South 
Wales,  Victoria,  South  Australia,  and  Queensland  have  had  a  long 
experience  of  public  ownership.  In  each  State  the  history  has  been 
very  similar.  Originally,  the  railways  Avere  managed  under  the  direct 
control  of  a  minister  of  railways,  responsible  to  Parliament.  In  each 
State  the  system  was  found  unsatisiactory.  In  each  State  commis- 
sions were  appointed,  with  functions  substantiallj'  siinilar  to  those 
which  we  are  recommending  to  be  conferred  upon  the  board  of  trus- 
tees. In  eacli  State  the  result  was  improvement.  But  the  Austra- 
lian commissioners  were  only  appointed  for  five-year  terms.  And  the 
lack  of  permanence  in  the  commissioner's  tenure  of  office  prevented  a 
permanent  success.  Tne  first  years  of  the  commission's  term  were 
usually  the  most  successful,  for  then  the  commissioners  had  the 
freest  hand  to  manage  their  undertaking  on  commercial  lines.  Some 
of  the  States  have  gone  through  a  checkered  history.  Tne  commis- 
sion has  been  abolished,  and  the  management  has  been  transferred 
back  to  a  political  minister.  Once  more  the  result  has  been  unsatis- 
factory, and  a  new  commission  has  been  appointed,  only  in  turn  to 
fail  of  success.  The  main  cause,  as  we  read  the  story,  nas  been  the 
lack  of  permanence  of  the  commission  and  the  short  tenure  of  office 
of  the  individual  commissioners.  We  therefore  think  it  essential 
that  the  board  of  trustees  shall  be  permanent,  nonpolitical,  and,  sub- 
ject to  Government  approval  of  each  new  nomination,  self-per- 
petuating. 

RAILWAYS     NOT     A     PROPER     SUBJECT     FOR     DIRECT     PARLIAMENTARY 

CONTROL. 

We  have  given  expression  to  a  strong  view  that  the  operation  of  the 
railways  of  the  countrj^  by  a  department  of  the  executive  government 
directly  responsible  to  Parliament  would  be  against  the  interest  of 
Canada.  Lest  it  should  appear  that  this  view  implies  a  reflection  on 
the  honesty  and  ability  of  ministers  and  members  of  Parliament,  we 
desire  to  explain  why  we  entertain  it.  Our  reason  is,  not  that  Gov- 
ernment by  a  cabinet  responsible  to  a  popularly  elected  Parliament 
is  a  bad  government  for  the  ordinary  purposes  of  government,  but 
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that  it  is  not  a  form  of  government  suitable  for  the  management  of  a 
railway  undertaking. 

In  primitive  times  all  government  was  concentrated  in  a  single 
hand.  The  king  or  chief  was  at  once  the  lawgiver,  the  administrator, 
and  the  judge.  The  king  as  lawgiver  prescribed  duties  and  estab- 
lished rights;  as  judge  he  decided  on  the  interpretation  of  those 
rights  and  duties  between  the  nation,  represented  by  himself,  and  the 
individual;  and  finally  as  executive  authority  he  enforced  his  own 
judicial  decisions  with  respect  to  the  rights  which  he  had  himself 
estabhshed  as  legislator.  Centuries  ago  the  progressive  nations  of 
western  Europe  had  outgrown  this  primitive  idea.  They  had  learned 
to  differentiate  functions  to  the  extent  of  making  the  judge  entirely 
independent  both  of  the  legislature  and  of  the  executive  government. 
Even  under  the  absolute  despotism  of  Frederick  the  Great  of  Prussia 
a  judge  could  decide  a  quarrel  between  a  king  and  an  humble  subject 
in  favor  of  the  subject.  To  say  nowadays  that  the  administration 
of  justice  is  not  a  matter  to  be  left  to  a  minister  responsible  to  Parlia- 
ment would  be  to  say  a  thing  so  obvious  as  to  seem  a  preposterous 
truism. 

GROWTH  OF   EXTRA   PARLIAMENTARY  FUNCTIONS   OF  THE   STATE. 

But  the  process  has  gone  further.  We  are  learning  that  there  are 
other  matters  which  it  is  well  to  withdraw  from  the  political  arena. 
It  has  become  a  commonplace  in  England  within  the  last  generation 
to  say  that  foreign  policy  has  been  ' '  withdrawn  from  the  sphere  of 
party  pohtics."  The  same  thing  had  in  great  measure  happened 
before  the  war  in  the  case  of  naval  administration;  it  was  more  and 
more  becoming  the  rule  in  the  case  of  army  administration  also.  In 
other  words,  in  respect  of  these  three  vitally  important  spheres  of 
national  activity,  though  the  form  of  direct  parliamentary  control 
was  retained,  it  had  come  to  be  recognized  tliat  the  affairs  were  very 
comphcated,  that  the  reasons  for  action  might  be  good  without  being 
such  as  could  publicly  be  avowed,  and  that  therefore  they  were  best 
left  to  experts,  carefully  selected  and  then  given  a  mainly  free  hand. 
Since  the  war  public  opinion  on  this  question  has  ripened  fast. 
England  and  France  are  countries  just  as  democratically  governed 
as  Canada.  And  in  England  and  France  the  fact  that  prompt  and 
decisive  executive  action  is  inconsistent  with  detailed  parhamentary 
control  is  being  more  and  more  recognized,  not  only  by  the  public  but 
by  Parhament  itself.  Numerous  boards  of  experts,  with  an  almost 
entirely  free  hand,  have  been  set  up  in  England  to  take  charge  of 
different  branches  of  public  activity.  It  can  not  be  supposed  that 
the  lesson  learned  in  war  wiU  be  whoUy  unlearned  when  peace  returns. 
It  is  hardly  likely  that  countries  whose  constitutions  are  based  on 
the  EngUsh  model  will  go  as  far  as  the  United  States,  where  the 
executive  and  the  legislature  are  almost  entirely  independent  of  each 
other,  where  the  House  of  Representatives  has  no  direct  control  of 
the  executive  government  at  aU,  and  where  even  the  Senate  can  only 
confirm  or  refuse  to  confirm  certain  appointments,  but  has  no  power 
to  secure  either  the  nomination  or  the  dismissal  of  a  single  official. 
But  there  can  be  no  doubt  tilings  are  moving  in  that  direction.  It 
is  because  we  think  that  the  management  of  a  railway  undertaking, 
like  the  control  of  shipping  or  of  enemy  trade,  or  the  work  of  the 
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imperial  munitions  board,  is  a  matter  that  in  the  pubhc  interest  is 
best  left  to  experts,  that  we  desire  to  avoid  direct  parhamentary 
control. 

In  this  connection  it  seems  desirable  to  point  out  that  the  Prussian 
railways,  certainly  the  most  successful  state-operated  railways  in  the 
world,  are  not  subject  to  parhamentary  control.  The  Prussian  Par- 
liament has  not  much  control  over  any  department  of  the  Govern- 
ment, but  over  the  railways,  owing  to  the  fact  that,  so  far  from  re- 
quiring votes  of  money,  they  yearly  contribute  a  considerable  net 
revenue  for  general  state  purposes,  it  has  even  less  control  than  over 
other  departments.  The  only  check  on  the  action  of  the  minister 
of  railways  is  that  afforded  by  the  railways  councils,  to  which  we  re- 
fer hereafter,  and  whose  powers  are  merely  advisory  and  in  no  way 
compulsory.  In  Canada  we  are  recommending  not  only  that  simi- 
lar railway  councils  should  be  established  but  that  the  trustees 
should  also  be  subject  to  the  orders  of  the  railway  commission,  a 
body  to  which  Prussia  furnishes  no  analogy. 

PRIVATE    INTERESTS    AND    PUBLIC    INTEREST. 

The  railway  touches  the  life  of  the  country  at  innumerable  points. 
It  can  almost  make  one  city  and  unmake  another.  It  vitally  affects 
the  question  whether  an  industiy  in  one  place  is  more  or  less  profit- 
able than  in  another.  Every  city  wants  to  become  a  railway  center, 
to  have  railway  works  located  within  its  limits.  And  the  local  mem- 
ber invariably  wants  it  too.  Every  citizen  wants  the  railway  station 
placed  where  it  best  suits  his  own  personal  convenience,  and  wants 
that  every  express  train  shall  stop  at  it.  He  naturally  strives  to 
secure  these  benefits  for  himse'f,  and  his  local  member  naturally 
de'sires  to  help  him  in  their  attainment.  The  individual  citizen,  the 
local  member,  can  not  be  expected  to  see  the  railway  situation  as  a 
whole;  to  appreciate,  for  instance,  that  an  express  which  stops  at 
every  man's  local  station  ceases  to  be  an  express  at  all.  Even  if  he 
does  appreciate  it — human  nature  being  what  it  is — ^he  will  prob- 
ably be  quite  content  if,  by  bringing  political  pressure  to  bear,  he 
can  gain  an  advantage  in  which  his  neighbor  at  the  next  station 
does  not  participate.  It  is  too  much  to  expect  of  the  average  mer- 
chant, the  average  manufacturer,  that  if  he  finds  that  by  pressure 
he  can  obtain  for  himself  an  exceptionally  low  rate,  he  will  refrain 
from  asking  for  it,  because  it  gives  him  an  unjustifiable  advantage 
over  a  rival,  or  because  he  knows  that  the  balance  of  net  revenue 
must  be  made  up  by  unreasonably  higher  rates  paid  by  other  people's 
traffic. 

It  is  only  when  the  management  is  protected  from  the  pressure  of 
special  interests  that  a  railway  can  be  managed  in  the  interest  of  the 
public  as  a  whole;  that  it  can  be  expected  that  improvements  and 
altera,tions  will  be  made,  even  though  they  injuriously  affect  certain 
individuals,  because  they  are  justified  by  greater  benefits  to  the 
people  at  large.  To  take  one  example.  We  are  satisfied  that  there 
are  many  cases  where  in  the  interest  of  economy,  duplicate  services 
should  be  abolished,  and  duplicate  stations  closed.  Any  such 
change  must  injtire  somebody.  Supposing  that  it  results  in  a  saving 
of  $1,000  a  year  to  the  taxpayer,  while  the  injury  can  be  measured 
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by  a  loss  of  $25  a  head  to  three  or  four  people,  clearly  the  change 
ought  to  be  made.  But  if  the  three  or  four  men  can  get  their  griev- 
ances voiced  in  Parliament,  while  the  taxpayer  is  an  abstract  entity 
with  no  one  to  speak  for  him,  probably  the  change  will  never  be 
made.  There  is  no  need  to  multiply  instances.  We  believe  that  the 
history  of  railways  all  over  the  world,  where  the  management  is  di- 
rectly under  a  minister  responsible  to  a  democratic  parliament, 
con&ms  our  position  that  under  such  a  system  the  public  suffer 
because  special  interests  obtain  concessions  at  the  expense  of  the 
community  as  a  whole.  It  is  for  this  reason  that  we  have  empha- 
sized our  recommendation  that  the  management  of  the  railways  be 
intrusted  to  a  body  independent  of  politics. 

CONTROL    OF   DOMINION    RAILWAY    BY    RAILWAY    COMMISSION. 

At  the  same  time  we  recognize  that  the  nonpolitical  body,  which 
we  propose  to  establish,  will  neither  be  infallible  nor  impeccable. 
We  therefore  propose  to  give  to  the  board  of  railway  commission  ers 
the  same  full  judicial  authority  over  all  its  actions  and  refusals  to 
act  which  the  board  at  present  has  over  the  private  railway  compa- 
nies. With  a  board  of  management  appointed  on  the  sole  ground  of 
competence,  controlled  by  a  commission  with  power  of  impartial 
review,  we  believe  the  rights  of  every  citizen  to  receive  fair  and 
equal  treatment — and  no  citizen  ought  to  desire  to  receive  more — 
wJl  be  amply  protected.  And  at  the  same  time  the  dangers  of  po- 
htical  influence  will  be  avoided. 

RELATION    BETWEEN    TRUSTEES    AND    THEIR    EMPLOYEES. 

It  has  been  a  common  experience  in  all  democratic  coimtries  that, 
where  undertakings  are  in  the  hands  of  public  authorities,  either 
national  or  local,  the  employees  are  tempted  to  use  political  methods 
to  improve  their  personal  position.  We  think  it  important  that  the 
trustees  shoidd  be  protected  against  pressure  of  this  kind,  which 
would  be  entirely  without  justification,  if  our  proposal,  that  one  of 
the  trustees  shall  be  specially  charged  to  watch  over  the  interest  of 
the  employees,  is  adopted.  To  obviate  the  evil,  it  has  often  been 
proposed  that  employees  of  the  Government  shall  be  deprived  of 
their  national  vote  and  employees  of  a  municipality  be  deprived  of 
their  municipal  vote.  We  can  not  accept  this  idea.  A  state  servant 
does  not  cease  to  be  a  citizen,  and  he  has  as  good  a  right  to  exercise 
his  vote  as  his  neighbor,  provided  he  does  not  use  it  to  obtain  for 
himself  an  unfair  advantage  at  his  neighbors'  expense.  In  this 
matter  the  Austrahan  experience  is  of  interest.  In  the  State  of 
Victoria  there  was  in  1903  a  fierce  strike  on  the  state  railways.  The 
men  by  their  conduct  alienated  all  public  sympathy  and  were  badly 
beaten.  The  Victorian  Parliament  thereupon  passed  an  act,  not 
indeed  disfranchising  the  railway  employees  altogether,  but  depriv- 
ing them  of  their  votes  in  their  own  local  constituency;  placing  them 
on  a  separate  register,  and  giving  them  power  to  elect,  as  their  spe- 
cial representatives,  one^member  to  the  council  and  two  to  the  assem- 
bly. In  1906  this  act  was  repealed  and  superseded  by  "An  act  to 
abolish  separate  representation  in  Parliament  of  public  officers  and 
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railway  officers."     Section  4  of  this  act,  which  is  still  in  force,  is  as 
follows : 

(1)  In  order  that  all  officers  may  be  enabled  to  render  loyal  and  efficient  service  to 
the  State,  it  is  hereby  enacted  that  no  person  or  class  of  persons  employed  in  any 
capacity  (whether  permanently  or  temporarily)  in  the  public  service  (including  the 
railway  service,  the  police  force,  the  State  rivers  and  water  supply  department,  and  the 
lunacy  department)  shall  either  directly  or  indirectly  take  any  part  whatsoever  in  or 
in  relation  to  election  of  members  to  the  legislative  council  or  the  le^elative  assembly, 
or  directly  or  indirectly  in  any  way  take  part  in  the  political  affairs  of  the  State  of 
Victoria,  otherwise  than  by  recording  a  vote  at  a  parliamentary  election;  and  no  person 
or  class  of  persons  so  employed  shall  directly  or  indirectly  use  or  attempt  to  use  any 
influence  in  respect  to  any  matter  affecting  the  remuneration  or  position  in  the  public 
service  of  either  himself  or  any  other  person. 

(2)  If  any  person  so  employed  is  guilty  of  any  contravention  of  this  section,  then  on 
proof  thereof  to  the  satisfaction  of  the  public  service  commissioner,  the  commissioner 
of  railways,  the  chief  commissioner  of  police,  or  the  State  commissioners  and  Water 
supply  commissioners,  or  the  inspector  general  of  the  insane  (as  the  case  may  be), 
such  person  may  by  the  said  authority  be  fined  any  sum  not  exceeding  £10  and  may 
be  reduced  in  class,  subdivision,  grade,  or  status,  and  salary,  or  he  may  be  dismissed 
or  his  services  may  be  dispensed  with,  provided  that  such  person  shall  not  be  dismissed 
or  have  his  services  dispensed  with  for  any  contravention  of  this  section  without  the 
consent  of  the  governor  in  council. 

We  should  hope  that  the  employees  on  the  trustees'  railways  will 
be  content  to  make  any  necessary  representations  as  to  remuneration 
or  conditions  of  service  through  the  member  of  the  board  specially 
charged  to  watch  over  their  interests,  and  will  not  attempt  to  exercise 
political  influence.  But  should  this  hope  ever  be  disappointed,  we 
feel  cpnfident  that  public  opinion  would'  fully  support  any  Govern- 
ment which  introduced  and  passed  a  law  based  on  the  Victorian 
precedent. 

INCORPORATION  OF  THE  DOMINION  RAILWAY  CO. 

The  board  of  trustees  should  be  incorporated,  either  directly  by  act 
of  Parliament,  or  by  royal  charter  under  the  authority  of  the  act,  as 
the  Dominion  Railway  Co.,  with  a  nominal  capital.  We  assume  a 
capital  of  $50,000,  divided  into  500  shares  of  $100  each.  Each  trustee 
would  hold  100  shares.  These  shares  would  be  entered  in  the  register 
as  held  in  the  joint  names  of  each  particular  trustee  and  the  minister 
-  of  finance  for  the  time  being.  The- trustee,  being  named  first,  would 
be  entitled  to  the  vote;  but  he  could  not  transfer  his  shares  without 
the  signature  of  the  finance  minister.  The  charter  would  provide 
that  no  share  could  be  transferred  except  to  a  duly  appointed  trustee, 
and  that  the  shares  were  held  in  trust  for  the  Dominion. 

TRANSFER  OF  STOCKS  TO  TRUSTEES. 

In  order  to  give  the  board  of  trustees  control  of  the  railways  men- 
tioned, the  following  stocks  should  be  transferred  to  them: 

1.  Canadian  Northern. — The  $40,000,000  common  stock  vested  in 
the  Canadian  Government  should  be  assigned  by  the  Government  to 
the  trustees,  and  also  (subject  to  what  we  report  below  as  to  com- 
pensation for  existing  equities)  the  $60,000,000  still  remaining  in  the 
hands  of  private  persons. 

2.  Grand  Trunk  Pacific. — The  whole  of  the  common  stock  should 
be  transferred  without  payment,  except  that  the  actual  cash  paid  for 
the  shares  other  than  tliose  held  by  the  Grand  Trunk  Co.  should  be 
refunded. 
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'  3.  Grand  Trunk  Co. — The  whole  of  the  stock,  guaranteed,  first, 
second,  and  third  preference,  and  ordinary,  should  be  transferred. 
We  deal  later  with  the  question  of  the  claims  of  the  existing  holders. 

TRANSFER  OF  RAILWAYS  TO  TRUSTEES. 

Intercolonial  and  National  Transcontinental. — We  recommend  that 
these  railways  be  handed  over  by  the  Government  to  the  trustees. 
There  would  be  no  securities  to  be  transferred,  and  no  money  to  be 
puid.  The  authority  of  Parliament  for  the  transfer  would  suffice. 
We  give  at  a  later  stage  our  reasons  for  this  recommendation. 

CANADIAN  NORTHERN  SHAREHOLDERS. 

We  return  to  the  question  what,  having  regard  to  all  the  circum- 
stances of  a  very  difficult  case,  is  fair  as  between  the  Government  and  . 
the  Canadian  Northern  shareholders.  One  point  must  be  dealt  with 
at  the  outset.  Assertions  and  insinuations  have  been  widely  made 
that  public  money  received  by  the  firm  of  Mackenzie  &  Mann  have 
been  appropriated  by  Sir  William  Mackenzie  and  Sir  Donald  Mann  to 
their  own  use.  And  these  gentlemen  are  understood  to  be  the  holders 
of  the  bulk  of  the  Canadian  Northern  stock.  If  this  charge  were 
true  it  is  evident  that  they  would  have  no  equitable  claims. 

CHARGES  OF  MISAPPROPRIATION  UNFOUNDED. 

We  are  satisfied  that  the  charge  is  unfounded.  During  our  inquiry 
at  Toronto  on  February  26  and  27,  we  inquired  fully  into  the  matter, 
and  examined  on  oath  Mr.  Hanna,  vice  president,  and  Mr.  A.  J. 
Mitchell,  cotnptroUer  of  the  Canadian  Northern  system.  Both  these 
gentlemen  are  intimately  acquainted  with  its  complicated  finances, 
rhey  gave  their  evidence  fairly  and  frankly,  and  -in  our  judgment 
with  an  honest  desire  to  make  full  disclosure  on  every  point  on  which 
we  sought  information.  They  called  our  attention  to  the  report  of 
the  Government  auditors  made  to  the  Sohcitor  General  of  Canada  on 
April  22,  1914,  which  is  printed. in  the  sessional  papers  of  that  year 
(Nos.  269&,  i,  j,  I,  m).     The  relevant  passage  is  as  follows: 

We  would  particularly  draw  attention  to  statement  No,  2,  being  a  declaration  from 
the  comptroller  of  the  contractors,  Messrs.  Mackenzie,  Mann  &  Co,  (Ltd,)  that  the 
contractors  have  made  no  profit  on  their  work  for  the  Canadian  Northern  Railway, 
other  than  certain  fully  paid  common  stock,  which  is  set  out  in  a  statement  in  our 
previous  report.  This  declaration  is  borne  out  to  our  satisfaction,  from  our  investi- 
gation of  the  books  of  said  contractors,  and  also  those  of  the  company. 

The  viva  voce  evidence  which  we  reproduce  amplifies  and  entirely 
confirms  the  report  of  the  Government  auditors. 

Mr.  MiTCHBLL.  In  addition  to  that.  Sir  Henry,  in  connection  with  construction 
there  are  no  contractor's  commissions  on  any  of  the  actual  construction.  The  work 
was  turned  in  to  the  railway  company  at  cost.  For  instance,  there  is  actual  construc- 
tion representing  sometliing  Like  $204,000,000,  in  wliich  there  is  no  percentage  what- 
ever to  the  contractors.     It  was  turned  in  at  actual  cost. 

Sir  Henry  Drayton,  How  would  that  be  done?  What  machinery  would  apply 
to  that  work?    How  did  you  do  it? 

Mr.  Mitchell.  The  work  was  done  by  the  contractors,  Messrs,  Mackenzie,  Mann  & 
Co,  (Ltd,),  and  it  was  billed  to  the  company  at  actual  expenditure.  The  vouchers 
Were  all  turned  in. 

Sir  Henry  Drayton,  Was  there  no  allowance  for  the  force  work  account? 
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Mr,  Mitchell.  Actual  expenditure  only,  as  far  as  Mackenzie,  Mann  &  Co.  (Ltd.) 
were  concerned.     They  were  reimbursed  for  what  they  had  paid  out  on  pay  rolls.   • 

Sir  Henry  Drayton.  Generally  those  pay  rolls  and  that  sort  of  thing  cover  the 
usual  and  proper  charges.     You  were  doing  it,  in  effect,  under  "force''  work? 

Mr.  Mitchell.  Yes,  sir;  but  instead  of  getting  a  10  per  cent  commis.sion  they  got 
the  stock  of  the  Canadian  Northern  Railway.  That  was  the  payment  the  contractors 
received  instead  of  a  cash  consideration. 

Sir  Henry  Drayton.  The  contractors  themselves,  some  of  them  at  any  rate, 
would  be  acting  as  superintendents  in  charge  of  the  work,  carrying  it  on,  besides 
which  there  would  be  all  the  overhead  expenses? 

Mr.  Mitchell.  Yes. 

Sir  Henry  Drayton.  Those  expenditures  would  be  included? 

Mr.  Mitchell.  For  instance,  the  Canadian  Pacific  Railway,  we  will  say,  lets  a 
contract  to  Foley  &  Co.  to  do  certain  work.  They  in  turn  let  the  work  to  some  one  else, 
who  in  turn  will  probably  let  it  to  station  men.  Foley  &  Co.  would  get  their  com- 
mission. On  a  large  contract  they  would  perhaps  work  on  a  5  per  cent  or  an  8  per  cent 
basis.  In  place  of  that  5  per  cent  or  8  per  cent  basis,  which  the  Canadian  Pacific 
Railway  would  pay  to  Foley  &  Co.  in  cash,  the  Canadian  Northern  paid  Mackenzie, 
Mann  &  Co.  (Ltd.)  in  stock. 

Sir  Henry  Drayton.  You  say  there  was  no  allowance  at  all  for  superintendence 
and  that  sort  of  thing  in  these  accounts,  which  is  generally  covered  by  the  5  per  cent 
or  8  per  cent? 

Mr.  Mitchell.  Not  any  for  the  main  contractors;  there  was  nothing  allowed  for 
them. 

Sir  Henry  Drayton.  Sir  Donald  Mann  gave  a  great  deal  of  his  own  time.  Do 
you  mean  to  say  he  was  not  paid  for  that? 

Mr.  Mitchell.  That  was  all  gone  into  by  the  Government  in  1914,  Sir  Henry. 

Sir  Henry  Drayton.  Wehaveitinconnection  with  that  large  it  em  of  $200,000,000, 
or  that  sum  is  near  enough.  Your  idea  is  that  all  that  large  item  (it  is  a  large  sum,  of 
course),  so  far  as  the  $200,000,000  for  the  construction  of  the  road  is  concerned,  as  a 
matter  of  fact  no  profits  were  obtained  by  the  main  contractors,  Messrs.  Mackenzie  & 
Mann  Co.  (Ltd.)  and  that  the  only  profits  taken  out  were  the  profits  of  the  sub- 
contractors? 

Mr.  Mitchell.  That  is  it. 

Sir  Henry  Drayton.  Who  were  the  subcontractors? 

Mr.  Mitchell.  There  were  many  of  them;  I  guess  all  the  big  contractors  in  Canada 
and  the  United  States. 

Sir  Henry  Drayton.  Your  own  affiliated  interests,  were  they  subcontractors? 

Mr.  Mitchell.  No,  sir;  not  as  far  as  I  know. 

Commissioner  Acworth.  You  say  this  was  all  gone  into  by  the  Government.  I 
am  a  stranger  to  it,  of  course.     Was  it  a  preliminary  inquiry? 

Mr.  Mitchell.  Yes,  sir. 

Sir  Henry  Drayton.  In  connection  with  loans  in  1914. 

Commissioner  Acworth.  But  was  this  question  of  the  contractors  gone  into? 

Mr.  Mitchell.  The  Government  appointed  three  auditors,  who  came  to  Toronto 
and  went  through  the  books  of  the  Canadian  Northern  from  the  beginning.  Those 
auditors  made  a  full  report  to  the  Government,  which  is  covered  by  the  contents  of 
the  Government  bluebook. 

*  *  *  ^s  *  *  * 

Sir  Henry  Drayton.  To  complete  the  evidence  in  connection  with  the  construc- 
tion of  lines,  there  is  one  question  I  should  ask  you.  The  Canadian  Northern  itself 
is  a  constructing  company,  practically,  is  it  not? 

Mr.  Hanna.  Yes.     We  are  doing  all  our  construction  work. 

Sir  Henry  Drayton.  Most  of  the  construction  is  being  done  through  Messrs. 
Mackenzie,  Mann  &  Co.  (Ltd.)  on  the  basis  Mr.  Mitchell  spoke  of? 

Mr.  Hanna.  Yes. 

Sir  Henry  Drayton.  Most  of  the  activities  of  the  officers  would  be  concerned, 
outside  of  purely  operating  branches,  with  construction  work. 

Mr.  Hanna.  We  had  other  officers,  whose  main  duties  were  to  attend  to  construction 
only. 

Sir  Henry  Drayton.  1  suppose  Sir  Donald  Mann,  the  vice  president,  was  in  charge 
of  construction? 

Mr.  Hanna.  He  charges  himself  -with  that  work. 

Sir  Henry  Drayton.  Sir  William  Mackenzie  himself  did  a  great  deal  of  it  too? 

Mr.  Hanna.  He  did,  and  did  the  financing. 

Sir  Henry  Drayton.  While  they  may  not  have  taken  profits  as  contractors,  didn't 
the  company  properly  remunerate  them  for  their  services? 
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Mr.  Hanna,  Not  to  the  extent  of  one  dollar. 

Sir  Henry  Drayton.  So  that  they  worked  without  salary? 

Mr.  Hanna.  Absolutely  so. 

Sir  Henry  Drayton.  That  is  a  case  of  being  too  modest,  because  it  is  not  business". 

Mr.  Hanna.  That  has  been  the  experience  of.  those  two  gentlemen.  Neither  one 
of  them  was  ever  on  a  Canadian  Northern  voucher  list  to  the  extent  of  a  dollar. 

Sir  Henry  Drayton.  Nor  of  any  of  heir  subsidiaries? 

Mr.  Hanna.  Not  one. 

Sir  Henry  Drayton.  So  that  while  they  were  working  on  construction  work, 
neither  the  company  nor  anybody  else  paid  them  any  profits  at  all. 

Mr.  Hanna.  That  is  right. 

The  result  of  our  inquiries  leads  us  to  the  conviction  that  both 
Sir  WiUiam  Mackenzie  and  Sir  Donald  Mann  had  a  firm  belief  in  the 
ultimate  success  of  their  undertaking,  and  in  their  own  ability  to 
carry  it  to  a  successful  conclusion. 

It  was  therefore  obviously  in  their  interest,  as  owners  of  all  the 
■common  stock,  that  the  road  should  be  as  well  located  and  as  eco- 
nomically constructed  as  possible.  And  they  did  their  utmost  to 
attain  this  end.  The  success  of  their  endeavors  may  be  judged 
from  the  fact  that  Canadian  Northern  construction  from  Tollerton 
(120  miles  west  of  Edmonton)  to  Vancouver  cost  $88,629  per  mile, 
while  the  construction  of  the  Grand  Trunk  Pacific  from  Wolf  Creek 
(on  the  opposite  side  of  the  Athabaska  River  from  Tollerton)  to 
Prince  Rupert  cost  .15112,000  per  mile.  It  is  true  that  the  Canadian. 
Northern  had  the  benefit  of  the  "tote"  roads  built  by  the  Grand 
Trunk  Pacific  between  Pembina  River  and  Resplendent,  as  the 
Grand  Trunk  Pacific  was  first  in  the  field;  but  as  against  that  it  had 
to  face  higher  costs  of  labor  and  material.  We  believe  that,  speaking 
generally,  one  consideration  may  be  set  off  against  the  other.  Again, 
the  cost  of  construction  of  the  Canadian  Northern  from  Port  Arthur 
east  to  Montreal  can  be  compared  fairly  to  the  cost  of  the  construction 
of  the  National  Transcontinental  from  Winnipeg  to  Quebec.  The 
cost  of  the  Canadian  Northern  was  152,602  per  mile,  including  in 
this  amount  interest  at  5  per  cent  during  the  construction  period,  but 
excluding  the  Montreal  passenger  terminal.  The  cost  of  the  National 
Transcontinental  was  .$93,735  per  mile,  including  interest  at  3  per 
cent  down  to  December  31,  1914,  but  excluding  the  cost  of  the 
Quebec  bridge. 

CANADIAN    NORTHERN    SUCCESSES    AND    FAILURES. 

The  mistakes  that  have  been  made  by  the  proprietors  of  the 
Canadian  Northern  lie  in  unnecessary  duplication  of  lines  and  in 
reaching  out  into  territories  ofi'ering  but  a  poor  traffic  return,  rather 
than  in  errors  or  extravagances  in  actual  construction. 

Our  conclusion  of  the  whole  matter  is  that  the  moneys  required 
for  Canadian  Northern  construction  have  been  raised  with  consid- 
erable financial  skiU  at  very  moderate  rates  of  interest,  that  the  con- 
struction has  been  economical,  but  that  the  com_pletion  of  the  system 
as  a  separate  system  would  involve  a  very  large  capital  expenditure 
on  branch  lines  and  terminals  in  eastern  territory,  and  a  large  dupli- 
cation of  existing  facilities;  that  it  is  impossible  for  the  cornpany, 
unaided,  to  complete  its  venture;  and  that  it  is  absolutely  vital  to 
the  interest  of  the  country  that  further  duplication  should  cease. 

Under  these  circumstances,  have  the  Canadian  Northern  share- 
holders any  claim  to  compensation?     Not,  we  think,  as  of  right. 
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But  governments  in  the  past  have  not  taken  a  stand  on  strictly  legal 
grounds  in  their  dealings  with  other  companies.  There  are  grounds 
on  which  similar  action  could  be  justified  in  this  case.  The  company 
has  done  much  to  develop  the  prairie  Provinces.  Its  lines  there  are 
well  located,  economically  constructed,  and  valuable  for  public 
service.  Of  the  later  constructed  lines  also  we  can  say  that  they 
have  been  well  located  from  the  engineering,  if  not  from  the  traffic 
standpoint,  and  economically  constructed.  And  if  in  recent  years 
the  Canadian  Northern  shareholders  were  carried  away  by  a  wave 
of  unreasoning  optimism,  at  least  it  may  be  said  for  them  that  almost 
the  whole  population  of  Canada  shared  their  expectations.  We  think 
that,  on  the  whole,  the  equity  of  the  case  would  be  met  if  the  Cana- 
dian Northern  shareholders  were  permitted  to  retain  a  moderate 
portion  of  the  $60,000,000  of  shares  which  they  now  hold. 

ARBITRATION  RECOMMENDED. 

But  under  the  scheme  we  propose  the  trustees  will  operate  the 
Canadian  Northern  lines  as  part  of  a  combined  system.  It  will  be 
impossible,  therefore,  for  the  Canadian  Northern  Co.,  as  such,  ever 
to  earn  a  dividend  on  its  separate  stock.  We  suggest  that,  if  it  is 
decided  to  permit  the  present  shareholders  to  retain  a  portion  of 
their  holding,  the  act  of  Parliament  constituting  the  board  of  trustees 
shall  contain  a  provision  for  arbitration  between  the  trustees  and 
the  Canadian  Northern  Co.  and  establishing  an  arbitration  board 
to  act  forthwith.  The  trustees  should  appoint  one  arbitrator  and 
the  Canadian  Northern  shareholders  the  other,  and  the  two  arbitra- 
tors should  agree  on  the  appointment  of  an  umpire;  failing  agreement, 
an  umpire  should  be  appointed  by  the  chief  justice  of  the  exchequer 
court;  and  the  decision  of  the  board  should  be  fuial. 

The  arbitrators  should  be  empowered  to  decide  two  questions: 

(1)  What  proportion  of  the  Canadian  Northern  common  stock 
may  fairly  remain  the  property  of  the  present  holders? 

(2)  What  proportion  of  the  earnings  of  the  Dominion  Railway 
Co.  may  fairly  be  regarded  as  attributaljle  to  the  Canadian  Northern 
lines  ? 

To  illustrate  our  meaning,  we  wiU  assume  that  the  arbitrators 
decide  that  5  per  cent  of  the  Canadian  Northern  shares  shall  remain 
the  property  of  the  existing  holders,  and  further  decide  that  one-half 
of  the  total  earnings  of  tlie  Dominion  Railway  Co.  will  be  fairly 
attributable  to  the  Canadian  Northern  lines.  Then  their  decision 
wiU  mean  that,  out  of  any  dividend  declared  in  future  by  the  Do- 
minion Railway  Co.  2^  per  cent  (one-half  of  5  per  cent)  wiU  be  pay- 
able to  the  existing  Canadian  Northern  shareholders  or  their  trans- 
ferees. We  think  the  arbitrators  should  fix  this  resulting  percentage 
once  for  all.  It  should  be  made  a  condition  of  the  settlement  that 
the  minority  shareholders  of  the  Canadian  Northern  should  by  deed 
irrevocable  appoint  the  trustees  as  their  proxy  to  vote  their  shares. 
Care  will  of  course  be  taken  to  provide  that  the  arbitration  board 
shall  have  regard  only  to  the  Canadian  Northern  lines,  as  they  exist 
at  the  date  of  the  passing  of  the  act,  and  that  any  subsequent  in- 
crease of  revenue  due  to  the  expenditure  of  additional  public  money 
shall  be  excluded  from  consideration. 
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THE  GRAND  TRUNK  SHAREHOLDERS. 

The  position  of  the  Grand  Trunk  Co.  is  entirely  different  from  that 
df  the  Canadian  Northern  Co.  The  Grand  Trunk  Co.  has  five  differ- 
ent classes  of  shareholders ;  the  Canadian  Northern  has  only  common 
stock.  The  Grand  Trunk  shares  represent — to  what  extent  it  is  now 
almost  impossible  and  quite  useless  to  ascertain,  for  the  company  is 
over  60  years  old — actual  cash  paid;  the  Canadian  Northern  shares 
represent  no  cash,  only  a  possible  reversion.  The  Grand  Trunk  Co. 
has  always  paid  dividends  on  some  classes  of  stock;  the  Canadian 
Northern  common  stock  has  never  even  had  the  prospect  of  an  im- 
mediate dividend.  The  Canadian  Northern  has  been  economically 
constructed  and  is  moderately  capitalized.  The  same  can  not  be  said 
either  of  the  Grand  Trunk  or  Grand  Trunk  Pacific.  The  Canadian 
Northern  has  a  capital  of  $54,961  per  mile;  the  Grand  Trunk  of 
$127,340;  the  Grand  Trunk  Pacific  of  $98,018.  Evidently  the  two 
companies  can  not  be  treated  alike.  Evidently  also  the  rights  of  the 
five  classes  of  Grand  Trunk  shareholders  differ  widely  as  between 
themselves.  We  have  come  to  the  conclusion  that  it  is  impossible 
for  us  to  determine  these  respective  rights;  that  any  compensation 
made  to  the  shareholders  for  the  surrender  of  their  shares  must  be 
made  not  to  them  but  to  the  company  as  a  whole;  and  that  the 
directors  of  the.  company  must  assume  the  responsibility  of  prepar- 
ing a  scheme  of  equitable  apportionment  between  the  different  classes 
and  procuring  the  assents  and  the  legal  authority  necessary  for 
bringing  the  scheme  into  force. 

Dealing  with  the  matter  on  this  basis,  we  have  to  consider  how  the 
fair  compensation  to  the  company  is  to  be  arrived  at.  The  report  of 
the  company  for  the  year  ending  December  31,  1915,  contains  a 
statement  of  the  share  capital  as  follows : 

Statement  of  stocks  and  share  capital  created  showing  the  -proportion  issued  Dec.  31,  1915. 


Description. 

Amount  created 
or  sanctioned. 

Amount  issued. 

Amount 
unissued. 

£           s.   d. 
12,500,000    0    0 
3,420,000    0    0 
2,  .530, 000    0    0 
7, 168, 055    4    6 

£           s.  i. 
12,500,000    0    0 
3,420,000    0    0 
2,  .530, 000    0    0 
7.168.0.55    4    6 

£       s.  d. 

2.5,618,055    4     6 
24,797,761     2    7 

25,618,055    4    6 
23,955,436  17    3 

842,324    5    4 

50,415,816     7     1  1  49.  .573, 492     1     9 

842,  .324    5    4 

The  total  issued  may  be  taken  in  round  figures  as  $240,000,000. 
It  will  be  seen  that  roughly  one-half  is  preference  and  one-half  ordi- 
nary stock.  The  London  Stock  Exchange  valuation  of  this  nominal 
$240,000,000  is  at  the  present  time  something  hke  $70,000,000  or 
$75,000,000 — ranging  from  about  56  for  the  4  per  cent  guaranteed 
stock,  which  for  10  years  has  received  its  dividend  in  fuU  (except  in 
one  year  when  it  went  one-half  per  cent  short),  down  to  about  10  for 
the  ordinary  stock,  which  has  never  received  a  dividend.  The  table 
below  shows  the  dividend  history  of  the  last  10  years. 
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Grand  Trunk  Railway  of  Canada — Dividends  paid. 


Year. 

Guaranteed. 

5  per  cent  first 
preference. 

5  per  cent  second 
preference. 

4  per  cent  third 
preference. 

Total. 

1909 

P.ct 
4 
4 
4 
4 
4 
4 
4 
4 
3i 
4 

SI,  .520, 404  60 
1,638,9.52.95 
1,861,121.49 
1,915,522.07 
1,960,171.50 
2,080,161.11 
2,351,148.07 
2,417,871.06 
2, 129, 166.  67 
2,433,333.33 

P.ct. 
5 
5 
5 
5 
5 
5 
5 
5 

S831, 428.  64 
831,428.64 
831,428.64 
831,428.64 
831,428.64 
831,428.64 
831,428.64 
831,428.64 

P.ct. 
5 
5 
2J 
5 
5 
5 
5 
5 

.5615, 244.  16 
615,244.16 
307, 622  08 
61.5,244.16 
615,244.16 
615, 244. 16 
61.5,244.16 
615, 244.  16 

P.ct. 
3 
3 

$1,046,036.84 
1,064,036.84 

.54,013,114.24 

1907 

4,131,662  59 

1908 

3, 000, 172  21 
3, 362, 194.  87 

1909 

1910- 

i 

n 

2J 
2J 

i74,339.47 
523,018.42 
871,697.36 
871, 697.  36 

3,581,183.77 

1911 

4, 049, 852  33 
4, 669, 518.  23 

1912 

1913 

4, 736, 241.  22 

1914 

2, 129, 166.  67 
2, 433, 333. 33 

1915. 

* 

Total 

20,307,852.85 

6,651,429.12 

4,614,331.20 

:::: 

4, 532, 826.  29;36, 106, 439.  46 

2  030  785.  2S 

655, 142.  91 

461,433.12 

453.282.63   3.610.643.  M 

It  will  be  seen  that  the  average  amoiint  paid  in  dividends  has  been 
$3,600,000  per  annum.  So  the  stock  exchange  valuation  practically 
capitalizes  the  dividends  on  5  per  cent  basis.  And  this,  in  a  rapidly 
developing  country,  might  be  reasonable  if  the  dividends  had  oeen 
earned  and  could  be  maintained.  But  in  view  of  the  statement  of 
the  company's  own  officers  that  $21,000,000  which  ought  to  have 
been  spent  out  of  revenue  for  maintenance  has  not  been  so  spent, 
it  can  not  be  contended  that  the  dividends  have  been  earned.  In 
view  of  the  further  fact  that  the  company  has  to  face  immediate  lia- 
bilities of  over  $5,000,000  per  annum  in  connection  with  the  Grand 
Trmik  Pacific  and  of  the  statement  of  its  own  officers  that  a  capital 
expenditure  of  $30,000,000  is  immediately  required"  on  its  own  lines 
to  put  the  company  in  proper  condition  to  do  its  existing  business, 
it  can  still  less  be  contended  that  the  dividends  are  maintainable. 
It  can  not  therefore  be  expected  that  the  trustees  should  acquire  the 
stock  from  the  shareholders  on  the  basis  of  past  dividends.  Even  if 
the  Government  were  to  relieve  them  entirely,  as  suggested  by  their 
president,  of  their  unfortunate  Grand  Trmik  Pacific  venture — and  as 
we  have  already  said,  we  can  not  think  that  this  request  can  be 
reasonably  justified — it  is  evident  that  the  Grand  Trimk  Co.  is  not, 
and  wiU  not  be  for  some  time  to  come,  in  a  position  entitling  it  to  pay 
out  any  money  at  all  in  dividends.  We  regard  this  entire  share  capital 
of  the  company  as  being  intrinsically  of  but  small  value  at  the  present 
time.  On  the  basis  of  present  value  of  maintainable  income  the  fair 
compensation  would  be  very  small. 

TERMS  OF  PURCHASE  RECOMMENDED. 

But  we  do  not  think  that  this  is  the  only  basis  on  which  the  people 
of  Canada  should  proceed.  We  think  this  is  a  case  for  generosity 
rather  than  strict  justice.  Canada  is  under  obligations  to  the  Grand 
Trunk  shareholders,  who,  in  the  early  days,  with  but  small  Govern- 
ment assistance,  and  in  competition  with  the  railways  of  the  United 
States  with  their  vastly  greater  resources,  built  up  the  first  Canadian 
railway  system.  In  later  times  the  company  has  had  further  to 
meet  the  competition  of  heavily  subsidized  Canadian  rivals.  And  it 
can  not  be  said  that  at  any  stage  of  its  history  the  shareholders  have 
obtained  excessive  profits  on  their  enterprise.     On  the  whole  we 
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recommend  that,  on  condition  of  the  surrender  by  the  Grand  Trunk 
Co.  of  their  entire  share  capital,  guaranteed,  preferred,  and  ordinary, 
the  trustees  grant  a  certain  annuity,  charged  as  a  working  expense 
on  the  whole  undertaking  of  the  Dominion  Railway  Co.,  for  the  first 
seven  years,  increasing  at  the  termination  of  that  period  by  some- 
thing like  40  or  50  per  cent.  We  have  left  the  figures  blank  as  there 
wiU  be  questions  of  cash  in  hand,  value  of  stores,  etc.,  which  must 
make  the  precise  figure  subject  to  negotiation.  But  our  meaning  is 
that  the  first  figure  should  be  a  moderate  but  substantial  percentage 
of  $3,600,000  (the  average  dividend  payment  for  the  last  10  years). 

REAL  VALUE  OF  GRAND  TRUNK  PROPERTY. 

We  appreciate  that  shareholders  outside  Canada,  who  can  hardly 
be  expected  to  be  fuUy  conversant  with  the  management  of  their 
property,  will  not  only  fail  to  see  any  generosity  in  this  proposal, 
when  it  is  first  made  to  them,  but  will  believe  they  are  being  treated 
with  le!ss  than  justice.  We  think  it  therefore  well  to  set  out  here  in 
summary  form  the  result  of  what  has  been  set  out  at  length  in 
previous  pages  of  this  report. 

1.  The  revenue  of  the  Grand  Trunk  applied  to  dividend  has  been, 
on  the  average  of  the  last  10  years,  $3,600,000. 

2.  To  catch  up  arrears  of  maintenance,  $21,000,000  must  be  spent 
immediately.  This  sum  is  nearly  equal  to  six  years'  dividend 
payments. 

3.  To  prevent  arrears  again  accumulating,  future  maintenance 
charges  must  be  much  heavier  than  in  the  past;  not  less  than 
$2,500,000,  according  to  the  president's  judgment,  on  equipment 
alone. 

4.  To  put  the  property  in  proper  condition  to  deal  with  existing 
business,  $30,000,000  of  new  capital  needs  to  be  spent  at  once. 
Even  supposing  the  company  could  raise  this  capital,  and  only  had 
to  pay  5  per  cent  for  it,  it  would  cost  an  additional  $1,500,000  per 
anmmi. 

And  this  is  on  the  Grand  Trunk  lines  alone,  independently  of  the 
company's  liabilities  in  respect  of  the  Grand  Tnmk  Pacific.  These 
further  liabilities,  amoimting  to  over  $5,000,000  a  year  at  the  present 
time,  and  increasing  in  the  near  future  to  over  $7,000,000,  need  not 
be  again  detailed.  The  chairman  of  the  Grand  Trunk  in  his  letter 
to  the  prime  minister  of  Canada,  dated  December  10,  1915,  has 
stated:  "Under  present  circumstances  it  is  quite  impossible  for  the 
Grand  Trunk  Railway  Co.  to  meet  the  extra  liabilities  arising  from 
the  Grand  Trunk  Pacific  Railway."  And  in  his  evidence  at  our 
'  inquiry  in  Montreal  on  February  24,  1917,  the  president  of  the  Grand 
Trunk  stated,  not  only  that  it  was  an  impossibility  for  his  company 
to  carry  out  their  contract,  but  that  it  always  had  been  impossible. 
And  yet  there  is  no  question  of  the  company's  legal  liability  on  the 
contract.  And  it  is  the  Grand  Trunk  Co.  that  is  primarily  responsible 
for  the  initiation  of  the  Grand  Trunk  Pacific  enterprise. 
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INTERCOT.ONIAL .  AND    NATIONAL    TRANSCONTINENTAL. 

We  have  recommended  that  the  Intercolonial  and  National  Trans- 
continental Railways  be  handed  over  to  the  trustees.  And  this- 
recommendation  we  make  for  various  reasons.  We  are  opposed,  as. 
we  have  already  said,  in  principle,  to  Government  operation,  and  thi& 
principle  applies  to  these  railways  just  as  much  as  to  the  Canadian 
Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific.  But,  apart  from 
general  principles,  there  are  many  strong  arguments  for  the  transfer 
in  the  special  circumstances  of  the  case. 

TRANSFER    OF   NATIONAL    TRANSCONTINENTAL    RECOMMENDED. 

Dealing  first  with  the  National  Transcontinental  it  is  evident  the 
line  can  not  be  left  as  it  is.  Its  very  name  imphes  that  it  was  built 
as  a  national  highway  from  ocean  to  ocean.  It  can  not  be  left  to 
terminate  in  a  dead  end  at  Winnipeg.  Its  prospects  of  becoming  a. 
paying  concern,  and  making  to  the  people  of  Canada  an  adequate 
financial  return  for  the  1160,000,000  they  have  invested  in  it,  are  not 
very  good  in  any  case,  but  its  prospects  are  hopeless  if  it  terminates- 
at  Winnipeg.  Winnipeg  is  primarilji-  a  collecting  and  distributing, 
rather  than  a  producing  center.  What  it  does  produce  goes  mainly 
westward.  The  Canadian  Pacific  Railway  can  collect  and  distribute 
in  the  west;  it  can  collect  and  distribute  in  the  east;  it  has  its  own 
ocean  ports  and  cross-Atlantic  connections;  and  the, whole  of  its. 
traffic  between  east  and  west  it  will  carry  over  its  own  road,  between 
Winnipeg  on  the  one  hand,  and  Toronto,  Montreal,  and  the  ocean 
ports  on  the  other.  Exactly  the  same  thing  must  happen  in  the  casfr 
of  the  Dominion  Railway  Co.,  once  the  Canadain  Northern,  Grand 
Trunk,  and  Grand  Trunk  Pacific  Cos.  are  combined  into  one  system. 
If  the  National  Transcontinental  Government  Railway  is  left  out  of 
this  system  it  will  starve. 

TRANSFER    OF   INTERCOLONIAL    RECOMMENDED. 

IN   THE    LOCAL  INTEREST. 

We  recommend  the  transfer  of  the  Intercolonial  on  three  practical 
grounds:  The  interest  of  the  Maritime  Provinces,  the  interest  of  the 
Canadian  taxpayer,  and  the  interest  of  the  railway  undertaking  itseK. 

Speaking  generally,  the  growth  of  the  Maritime  Provinces  in  the- 
last  20  years  has  been  slower  than  that  of  the  rest  of  Canada.  And 
yet  raw  materials  are  readily  accessible,  and  wages  are  certainly  as- 
low  as  elsewhere.  Now  a  large  and  important  part  of  these  Prov- 
inces is  served  only  by  the  Intercolonial;  the  Intercolonial  is  merely 
a  local  line,  terminating  at  Montreal,  and  with  no  direct  connection 
with  the  markets  of  Ontario  and  the  west ;  and  the  Maritime  Prov- 
inces have  suffered  from  this  isolation. 

The  recent  congestion  on  the  Intercolonial  has  clearly  demon- 
strated the  inadequacy  of  its  facilities  to  cope  with  its  business. 
Either  it  must  construct  its  own  terminals  at  Montreal,  which  would 
cost  not  less  than  $10,000,000  to  $15,000,000,  and  would  be  a  fur- 
ther instance  of  unnecessary  and  wasteful  duphcation  of  facilities  at- 
the  public  expense,  or  it  must  have  access  as  of  right  to  the  Grand 
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Trunk  terminals,  where  at  present  it  comes  in  only  subject  to  the 
primary  regard  of  the  Grand  Trunk  for  its  own  business.  That  it  is 
m  the  interest  of  the  inhabitants  of  the  Maritime  Provinces  to  be 
served,  not  by  what  is  after  aU  only  a  glorified  branch,  but  by  a 
great  through  system  opening  up  to  them  aU  the  markets  of  the 
country  on  an  equality  with  Montreal,  Toronto,  and  the  other  man- 
ufacturing centers,  admits  of"  no  doubt.  And  it  is  in  the  interest  of 
Canada  also,  for  if  one  member  of  the  body  gains  all  the  members 
gain. 

The  absorption  of  the  Intercolonial  in  the  Dominion  Railway  Co. 
would  further  afford  the  opportunity  for  redressing  a  hardship  from 
which  the  Maritime  Provinces  at  present  suffer.  The  Intercolonial 
pays  no  local  taxes,  and  this  exemption  should  cease.  It  never,  in 
our  opinion,  had  any  justification.  A  municipality,  whose  streets 
are  subject  to  the  burden  of  Intercolonial  railway  crossings,  has 
precisely  the  same  claim  to  treat  the  railway  as  a  ratepayer  and  assess 
it  for  local  taxes,  as  if  the  crossings  belonged  to  the  Canadian  Pacific 
RaUway.     Exemption  of  public  institutions  used  for  purely  public 

fmrposes  may  perhaps  be  justified;  but  in  the  case  of  a  railway, 
ocal  taxes  are  as  much  a  part  of  operating  expenses  as  transporta- 
tion or  maintenance  charges;  and  they  ought  to  be  paid,  whoever 
may  be  in  control  of  the  railway  operation. 

We  are  aware  that  there  is  a  widespread  impression  in  the  Maritime 
Provinces  that  the  Dominion  Government  is  implicitly  pledged  to 
give  them  low  rates.  Lest  there  should  be  any  fear  that  these 
alleged  rights  might  be  interfered  with,  we  think  the  act  of  Parlia- 
ment should  provide  that  no  general  increase  of  the  local  rates  at 
present  in  force  on  the  Intercolonial  shall  be  made  by  the  trustees 
without  the  previous  assent  of  the  railway  commission. 

IN  THE    OENERAL   INTEREST. 

Secondly,  we  recommend  the  transfer  of  the  Intercolonial  in  the 
interest  of  the  Canadian  taxpayers.  The  capital  cost  of  this  rail- 
way, according  to  the  returns  of  the  Department  of  Railways  and 
Canals  for  1916,  is  $106,312,705.25.  To  pay  interest  on  this  invest- 
ment the  railway  ought  to  earn  a  net  revenue  of,  say,  $5,000,000. 
It  has,  indeed,  recently  been  ingeniously  argued  that  it  ought  to  have 
earned  interest  at  a  commercial  rate  from  its  first  inception,  and 
that  aU  the  interest  that  it  has  not  earned  during  its  whole  existence 
ought  to  be  capitalized  and  compounded  to  ascertain  the  real  cost 
of  the  railway  to  the  people  of  Canada. 

We  can  not  accept  this  somewhat  fantastic  argument.  If  this 
theory  were  accepted,  it  is  manifest  that  a  similar  course  ought  to 
be  followed  in  the  case  of  ordinary  railway  companies.  Interest 
which,  of  course,  has  never  been  paid,  ought  to  be  calculated  in  the 
same  way,  on  all  the  cash  subsidies  which  private  lines  have  received 
and  on  the  value  of  all  the  land  grants  which  they  have  obtained,  and 
all  this  ought  to  be  carried  into  an  imaginary  account  on  which 
imaginary  earnings  ought  to  be  obtained.  Further,  the  capital 
account  of  every  railway  company  ought  to  be  recast  in  the  same 
way,  so  as  to  carry  forward  into  the  account  the  money  that  ought 
to  have  been  paid  for  dividends  on  the  share  capital,  in  years  when, 
either  no  dividends  or  only  insufficient  dividends  were  in  fact  paid. 
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Whatever  question  there  may  be  as  to  the  propriety  of  endeavor^- 
ing  to  earn  interest  on  capital,  it  will  hardly  be  questioned  that  the 
line  ought  to  be  so  managed  as  to  at  least  earn  operating  expenses, 
including  therein  a  proper  allowance  for  taxes.  And  even  ignoring 
the  early  history  of  the  imdertaking,  and  considering  merely  the 
years  from  1889-1916,  during  which  the  greatest  advance  has  taken 
place  in  Canada,  and  the  traffic  of  Canadian  railways  has  shown  the 
greatest  increase,  the  Intercolonial  has  paid  no  taxes  and  still  not 
earned  operating  expenses.  During  this  period  the  total  operating 
deficits  reported  amoimted  to  $11,188,885.50.  The  total  operating 
sxu^luses  amounted  to  $1,651,239.73.  In  addition,  however,  there 
was,  in  the  years  1912-1916,  an  amount  of  $3,046,406.86,  charged  to 
working  e^roenses  and  devoted  to  renewals,  which  imder  the  account- 
ing methods  in  force  before  that  date  would  have  been  credited  to 
surplus.  Adding  together  these  two  latter  figures,  and  deducting 
them  from  the  deficit,  we  find  that  in  the  28  years  from  1889-1916 
there  was  an  accumulated  deficit  on  operation  of  $6,491,232.91. 

And  this  is  not  all.  Down  to  the  year  1908  no  charges  were  made 
against  revenue  for  necessary  renewals  and  replacements.  Now, 
when  the  plant  is  added  to  and  improved,  it  may  be  right  to  charge 
to  capital  the  excess  cost  of  the  addition.  But  charging  to  capital 
the  cost  of  mere  renewals  and  replacements  can  not  be  justified. 
From  1908  to  1911  there  was  charged  to  operating  expenses,  under 
the  head  of  renewals  of  rolhng  stock,  rails,  and  ties,  the  sum  of 
$510,000  per  annum.  But  this  was  quite  an  inadequate  allowance, 
as  is  shown  by  the  fact  that  since  then,  in  addition  to  the  annual 
$510,000,  the  further  sum  of  $3,046,406.86,  already  mentioned,  has 
already  been  charged  to  renewals. 

The  result  of  charging  such  items  as  renewals  to  capital  accoimt 
is  clearly  shown  by  the  growth  of  the  cost  of  the  railway  per  nule  of 
line.  In  the  case  of  a  new  fine,  with  constant  extension  of  territory 
and  the  necessity  for  new  terminals  and  increase  of  equipment,  such 
a  figure  may  not  prove  much.  But  in  the  case  of  an  old-established 
property  like  the  Intercolonial,  it  certainly,  in  part,  indicates  oper- 
ating losses  and  improper  capital  inflation.  The  return  of  mileage 
for  the  year  1899  shows  1,315  miles,  with  a  cost  per  mile  of  $37,957.36. 
For  1911,  the  mileage  is  shown  to  be  1,455,  and  the  cost  per  mile  is 
returned  as  $57,419.87.  In  13  years,  therefore,  the  capital  cost  of 
the  system  per  mile  had  been  increased  on  the  system's  books  no  less 
than  51.27  per  cent.  During  the  same  13  years  surpluses  of 
$1,594,954.64  and  deficits  of  $3,915,193.39  were  reported.  It  is 
obvious  that  the  surpluses  were  illusory  and  the  deficits  much  greater 
than  returned. 

Since  1911  the  cost  per  mile  has  further  increased,  but  this  is 
largely  due  to  expenditure  in  connection  with  the  new  Halifax  ter- 
minals, legitimately  charged  to  capital.  And  since  1912  that  the 
proper  practice  of  charging  renewals  to  working  expenses  has  been 
adopted. 

IN  THE   INTEREST   OF   GOOD    MANAGEMENT. 

Lastly,  we  recommend  the  transfer  of  the  Intercolonial  in  the 
interest  of  the  undertaking  itself.  We  have  no  doubt  that  it  will 
be  better  operated  as  part  of  a  great  system  than  it  ever  can  be  as 
an  independent  property.     It  is  not  to  be  expected  that  able  and 
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ambitious  men  will  do  as  good  work  on  a  mere  local  railway,  with 
scant  opportunities  of  advancement  or  distinction,  as  when  they 
have  the  chances  of  promotion  which  a  great  system  affords.  If 
their  prospects  are  bounded  by  the  horizon  of  the  Intercolonial, 
they  will  either  grow  slack  or  carry  their  services  elsewhere.  We 
have  already  referred  to  the  economy  which  can  be  effected  by  the 
establishment  of  joint  terminals  in  Montreal.  And  the  same  thing 
is  true  in  the  matter  of  equipment.  A  nation-wide  system  can 
average  its  provision  of  rolling  stock,  and  meet  temporary  shortages 
in  one  place  from  temporary  surpluses  in  another.  A  small  concern 
can  only  provide  rolling  stock  to  meet  maximum  requirements  on 
condition  of  having  a  surplus  standing  idle  for  the  greater  part  of 
the  year. 

MINOR    RECOMMENDATIONS. 

We  think  the  trustees  should  not  be  required  to  accept  the  respon- 
sibihty  for  various  undertakings  connected  with  the  railway  lines 
transferred  to  them,  such  as,  for  example,  the  Grand  Trunk  Pacific 
Dry  Dock  at  Prince  Rupert,  and  the  proposed  harbor  improvements 
at  Halifax.  We  would  leave  the  trustees  to  settle  by  agreement 
with  the  Government  the  list  of  property  not  to  be  transferred  to 
them. 

In  the  case  of  some  of  the  constituent  companies  ^  of  the  Cana,dian 
Northern,  of  which  the  Canadian  Northern  Quebec  is  the  most 
important,  the  parent  company,  though  in  every  case  it  has  a  con- 
trolling interest,  does  not  own  all  the  shares.  We  think  the  trustees 
should  at  an  early  date,  by  agreement,  or  by  legal  procedure,  take 
steps  to  acquire  the  outstandirg  shares.  This  is  desirable,  not  only 
to  avoid  possible  conflict  of  interest  hereafter,  but  also  to  avoid 
any  necessity  for  keeping  separate  accounts. 

We  find  that  the  title  to  certain  property  which  is  used  for  railway 
purposes  has  not  yet  been  vested  in  the  Canadian  Northern.  It  was 
among  the  conditions  on  which  the  Government  loan  of  $45,000,000 
was  granted  in  1914,  that  this  should  be  done.  We  pointed  the 
omission  out  to  Mr.  MacLeod,  the  company's  general  manager, 
who  stated  that  it  was  merely  an  oversight,  and  that  the  intention 
was  that  all  titles  should  be  got  in. 

In  cases  where  the  title  has  not  been  got  in,  it  is,  we  understand, 
in  the  hands  of  afiihated  interests.  We  say  "we  understand" 
because  ia  the  limited  time  at  our  disposal  we  have  not  attempted 

'  The  list  is  as  follows; 


Railway. 

Total  share 
capital. 

Held  bv  or 
on  behalf  of 
Canadian 
Northern. 

Held  out- 
side of 
Canadian 

Northern. 

Percentage. 

$9,550,000 

4,524,000 
6,000,000 

f^;?S4%"S  i}^M05.400 
4,002,800          521,200 
3,060,000       2.940.000 

<i74.7 

Quebec  &  Lake  St.  John  Railway  Co 

S8.46 

l^uluth,  Winnipeg  &  Pacific  Railway  Co 

51 

"The  Canadian  Northern  Railway  Company  owns  $2,000,000  stock  of  the  Canadian  Northern  Quebec 
directly;  it  also  owns  71.9  per  cent  of  the  stock  of  the  Northern  Consohdated  Holding  Company  (Ltd.), 
which  owns  $5,144,600  stock  of  the  Canadian  Northern  Quebec. 

There  are  also  outstanding  small  amounts  of  from  600  to  3,000  shares  ui  other  companies.  But  these 
are  presumably  only  directors'  qualifications. 
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to  have  search  made  of  all  the  difEerent  titles  involved.  It  is  clear' 
however,  that  all  lands  on  which  there  are  Canadian  Northern  rails' 
whether  main  or  siding  tracks,  or  switches  leading  to  its  elevators' 
or  team  tracks,  ought  to  be  vested  in  the  company,  and  not  left  in 
the  hands  of  any  affiliated  interest  or  constituent  or  a  subsidiary 
company,  even  although  the  Canadian  Northern  Co.  may  have  a 
stock  control  of  the  company. 

We  think  that  the  act  should  vest  in  the  Canadian  Northern  Rail- 
way Co.  all  lands  which  have  actually  been  put  to  the  purpose  of 
the  railway  system,  subject  to  all  equities  (other  than  those  of  any 
of  the  affiliated  companies,  or  of  Messrs.  Mackenzie  &  Mann  (Ltd.), 
or  of  those  gentlemen  in  their  personal  capacities)  outstanding  at 
the  date  of  the  pubUcation  of  this  report. 

yVe  think  that  the  act  should  also  refer  to  the  Exchequer  court 
for  arbitration  the  question  of  all  other  outstanding  equities,  if  any. 
It  is  of  course  manifest  that,  to  the  extent  to  wnich  outstanding 
claims  may  be  found  to  exist,  reductions  would  have  to  be  made  in 
the  valuations  which  we  have  placed  upon  the  assets  of  the  Canadian 
Northern  Railway  Co. 

The  trustees  will  also  have  to  consider  at  an  early  date  the  position 
of  the  holders  of  the  Canadian  Northern  5  per  cent  convertible 
income  debentures.  These  debentures  to  the  amount  of  $25,000,000 
were  placed  in  London,  in  the  years  1911  and  1912,  some  of  them  at  a 
considerable  premium,  and  the  company  obtained  more  than 
124,000,000  in  cash  for  them.  The  trust  deed  under  which  they 
were  issued  charges  them  upon  the  assets  of  the  company  subject 
to  existing  charges,  but  entitles  the  holders  to  receive  interest  only 
from  income  if  earned.  Since  June,  1915,  no  interest  has  been  paid. 
The  Dominion  Government  in  1914  recognized  that  in  respect  of 
capital  these  income  debentures  rank  in  front  of  the  Government's 
own  loans.  But  the  income  on  them  is  not  being  earned.  Nor  is 
it  likely  to  be  earned,  at  any  rate  in  full,  in  the  proximate  future. 
The  fact,  however,  that  they  are  a  charge  upon  the  assets,  or  rather 
upon  certain  assets,  and  upon  the  income,  if  earned,  of  the  Canadian 
Northern  or  some  portions  thereof,  might  cause  comphcations  in  the 
operations  and  accounts  of  the  rmified  system.  And  we  think  that 
on  its  own  merits  their  case  is  entitled  to  sympathetic  consideration. 
We  think  that  the  trustees  should  negotiate  a  settlement  with  the 
holders,  on  the  basis  of  substituting  for  their  right  to  5  per  cent  in 
the  indefinite  future  a  right  to  receive  either  a  lower  rate  of  interest, 
say,  perhaps  3  per  cent,  from  the  date  of  vestmg  the  Canadian 
Northern  in  the  trustees;  or  in  the  alternative,  say,  1  per  cent  at 
once,  3  per  cent  after  a  certain  date,  and  5  per  cent  from  and  after 
a  date  still  further  postponed. 

LEGAL    POSITION    OF   TEUSTEES. 

The  trustees  would  hold  the  Intercolonial  and  Transcontinental 
lines  as  legal  owners  of  the  physical  property,  and  they  would  hold 
the  Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific 
through  their  ownership  of  the  capital  stock.  The  existence  of 
these  three  companies,  and  also  of  their  various  subordinate  com- 
panies, would  nominally  continue  unchanged,  and  there  could  con- 
sequently be  no  question  of  the  disturbance  of  the  rights  of  the  bond 
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OPEKATION    OF   DOMINION    RAILWAY    CO. 

So  soon  as  the  railways  above  specified  have  been  transferred  to 
the  trustees  we  recommend  that  they  should  proceed  to  operate  them 
under  their  own  control.  Some  time  must  necessarily  elapse  before 
all  the  transfers  are  made;  but  we  see  no  reason  why  the  trustees 
should  not  take  charge  of  each  railway  as  soon  as  the  arrangements 
for  its  transfer  are  completed.  The  ultimate  purpose,  to  be  kept  in 
mind  from  the  beginning  should  be  that  all  the  railways  should  be 
operated  as  one  system.  For  purposes  of  day  to  day  management 
there  should,  we  think,  be  estabhshed  an  operating  committee,  as 
members  of  which  the  trustees  should  have  power  to  add  to  them- 
selves not  more  than  four  officers  having  the  rank  of  vice  presidents. 
Sitting  in  this  committee  these  officers  should  have  votes  equally 
with  the  trustees;  but  all  matters  of  poUcy  and  finance  should  be 
reserved  for  the  trustees  alone.  We  would  leave  it  to  the  future  dis- 
cretion of  the  trustees  whether  they  would  operate  the  railways  as  a 
single  system  from  one  center,  or  whether  they  would  constitute  two, 
or  it  may  be  more,  grand  divisions.^ 

FINANCE    OF    DOMINION    RAILWAY   CO. 

Under  the  scheme  which  we  recommend  the  trustees  will  enter  into 
possession  of  a  complete  and  self-contained  system  of  20,000  miles. 
The  present  fixed  charges  amount  to  about  $34,000,000  per  annum, 
or  $1,700  per  mile.  If  we  allow  another  $6,000,000  for  annuity  to 
Grand  Trunk  shareholders,  for  composition  with  Canadian  Northern 
Income  Debenture  holders  and  for  interest  on  new  capital  required 
immediately,  there  will  be  at  the  outset  fixed  charges  of  roughly 
$40,000,000,  or  $2,000  per  naile.  In  respect  of  the  3,777  miles  of  this 
system  which  are  comprised  in  the  present  Government  railways  there 
will  not  be  a  single  dollar  of  bonded  indebtedness,  and  this  fact  will 
be  of  considerable  help  to  the  trustees  in  their  necessary  financing. 
We  assume  that,  in  addition  to  the  purchase  of  equipment  by  means 
of  equipment  trusts,  it  wiU  be  necessary  to  raise  a  good  many  million 
doUars  for  improvements  and  betterments,  some  of  which,  such  as 
a  new  Grand  Trunk  yard  at  Niagara  Falls,  are  very  urgently  needed 
at  the  present  momant.  We  suggest  that  a  general  and  refunding 
mortgage  be  created,  charged  first  upon  the  Intercolonial  and  Trans- 
continental lines,  and  secondly,  upon  all  the  remaining  lines  of  the 
system,  subject  to  the  existing  mortgages.  The  amount  of  the  mort- 
gage should  be  unlimited.  The  rate  of  interest  on  each  issue  should 
be  determined  at  the  time  the  issue  is  made.  We  do  not  think  that 
an  express  guarantee  of  the  Government  would  be  required,  for  the 
Intercoloni^,  which  has  no  bonded  indebtedness,  is  now  earning  a 
substantial  net  income,  and  when  it  becomes  part  of  a  great  system 
we  can  not  doubt  that  this  net  income  will  increase.  In  any  case  the 
guarantee  should  be  unnecessary  in  a  comparatively  short  time; 
for  a  system  of  20,000  miles  in  a  rapidly  developing  country  should 

.'  We  understand  that  the  Canadian  Pacific  Eailway  had  at  one  time  independent  operating  and  traiBc 
vice  presidents  for  the  lines  east  and  west,  respectivelv,  but  that  of  recent  years  this  has  been  changed, 
and  that  now  the  whole  system  is  controlled  from  one  center  and  that  the  Canadian  Pacific  Eailway  bcerd 
are  satisfied  that  the  change  has  been  an  improvement. 
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be  able,  before  many  years  are  out,  to  carry  unaided  bonded  indebted- 
ness, which  would  not,  we  estimate,  need  much  to  exceed  $2,000  per 
mile. 

OPERATION    TO    BE    ON    A    COMMERCIAL    BASIS. 

We  have  recommended  that  the  Intercolonial  and  the  Transconti- 
nental lines  should  be  handed  over  free  of  cost  for  the  reasons  which 
we  have  given  above ;  but  we  think  it  should  always  be  borne  in  mind, 
both  by  the  trustees  and  by  the  public,  that  the  real  capital  of  the 
new  system  includes  the  cost  of  these  lines.  In  other  words,  the 
trustees  are  responsible  for  a  return,  not  merely  on  the  capital  of  the 
companies'  railways  acquired,  but  also  on  the  capital  invested  in  the 
Government  railways,  for  though  the  Government  railways  have  no 
separate  capital  account,  properly  so  called,  their  construction  has 
cost  the  people  of  Canada  $276,000,000,  and  the  people  of  Canada 
are  paying  interest  on  this  amount  every  year  out  of  the  general 
taxation  of  the  country. 

We  would  go  further  and  lay  it  down  in  terms  in  the  act  of  ParUa- 
ment  creating  the  board  of  trustees  that  it  was  the  duty  of  the  trus- 
tees to  operate  their  system  as  a  commercial  concern  and  to  make  no 
general  reduction  in  rates,  unless  ordered  so  to  do  by  the  railway  com- 
mission, until  interest  at  a  reasonable  rate  was  earned  on  the  whole 
capital  value  of  the  undertaking,  and  this  for  two  reasons.  We 
believe  that  the  obligation  to  work  the  systera  as  a  commercial  con- 
cern in  competition  with  a  well-established  and  well-equipped  rival 
will  be  a  stimulus  to  efficient  and  economical  management,  and  fur- 
ther we  think  that  reductions  in  favor  of  certain  classes  of  business 
and  certain  commodities  which  bring  the  railway  rates  below  a 
reasonably  remunerative  basis  are  wrong  in  principle.  Their  effect 
is  to  conceal  the  fact  that  a  bounty  is  being  given  to  certain  persons 
and  certain  places  at  the  expense  of  the  community  at  large.  If 
bounties  are  to  be  given,  as  to  which  it  is  not  for  us  to  express  an 
opinion,  we  think  they  should  be  openly  voted  by  Parliament  and 
not  given  under  the  disguise  of  a  railway  rate  reduced  to'  an  unre- 
munerative  basis. 

WIDE    POWERS    TO    BE    GIVEN    TO    TRUSTEES. 

We  consider  that,  subject  to  the  jurisdiction  of  the  railway  commis- 
sion, the  trustees  should  have  the  widest  powers  in  the  management 
of  their  undertaking.  They  will  have  to  decide  how  best  they  can 
secure  both  efficiency  and  economy  by  combining  what  have  been 
hitherto  competing  systems.  They  must  decide  what  new  connec-- 
tions  can  be  made  to  provide  shorter  routes;  which  lines  shall  be 
operated  as  main  lines  and  which  only  as  branches;  in  what  cases 
two  single  lines  can  be  used  as  one  double  line;  where  new  extensions 
can  be  profitably  built;  how  new  capital  can  best  be  provided; 
whether  any  of  the  existing  lines  shall  be,  at  least  temporarily,  aban- 
doned; but  they  should  always  keep  in  mind  that  the  intention  is  not 
to  establish  local  monopolies  but  to  maintain  reasonable  competition 
between  their  system  and  that  of  the  Canadian  Pacific  Railway.  They 
must  have  discretion  to  say  how  far  net  profits  are  imperatively 
required  for  railway  purposes  and  how  far  they  may  be  safely  taken 
to  pay  a  dividend  on  the  share  capital.     In  a  word,  we  would  entrust 
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to  the  trustees  all  the  responsibilities  and  powers  which  in  an  ordinary 
company  are  divided  between  the  directors  and  the  shareholders.  We 
believe  that  the  desire  to  render  the  best  possible  account  of  their 
stewardship  to  the  people  of  Canada  will  be  a  sufficient  motive  to 
induce  them  to  manage  the  railways  efficiently  and  economically. 

FINANOIAL   RESPONSIBILITY    OF    GOVERNMENT. 

We  have  recommended  that  the  Government  should  assume  re- 
sponsibility toward  the  trustees,  but  not  directly  toward  the 
present  holders,  for  the  iuterest  of  all  the  securities  charged  on  the 
new  combiued  system.  We  can  not  attempt  to  forecast  with  any 
accuracy  what  that  liability  will  be,  but  the  following  table  which 
we  have  compiled  shows  the  results  for  the  year  ending  June  30,  1916, 
of  the  operation  of  the  various  imdertakiags  which  we  propose  should 
be  put  together. 
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PROSPECTS    OF   DOMINION    RAILWAY. 

From  this  table  it  will  be  seen  that  there  was  a  nominal  surplus  of 
income  over  expenses  and  fixed  charges  of  12,365,000.  But  the  above 
figure  took  no  account  of  interest  which  had  to  be  provided  for  on  the 
Canadian  Northern,  Grand  Trunk  Pacific,  and  Grand  Trunk  Pacific 
branch  lines,  amounting  together  to  $12,650,000;  nor  for  a  loss  of 
some  $250,000  on  the  operation  of  the  Prince  Edward  Island  Railway. 
The  total  of  these  items  is  $12,900,000.  Deducting  the  surplus,  it 
would  appear  that,  if  these  railways  had  been  in  the  hands  of  the 
trustees  for  the  year  ending  June  30, 1916,  and  if  all  the  capital  charges 
had  been  met  out  of  income,  the  trustees  would  have  had  to  call  upon 
the  Government  for  about  $10,500,000  to  make  up  the  deficiency. 

We  assume  that  the  results  for  the  year  ending  June  30,  1917,  will 
not  be  greatly  different.  Gross  receipts  may  rise,  but  operating  ex- 
penses are  rising  fast,  more  especially  owing  to  the  high  price  of  coal, 
the  severe  weather,  and  the  congestion  of  traffic.  Wlien  the  trustees 
assume  office,  they  will  have  to  face,  in  addition  to  the  present  interest 
charges,  the  cost  of  settlement  with  the  convertible  income  debenture 
holders  of  the  Canadian  Northern,  of  the  annuity  payable  to  the  Grand 
Trunk  shareholders,  and  the  interest  on  the  capital  necessary  to  com- 
plete the  system  and  to  make  urgently  needed  betterments  and  ad- 
ditions. Further,  for  the  reasons  we  have  already  given,  we  do  not 
consider  that  the  Grand  Trunk  dividend  is  a  real  net  surplus.  It 
ought  to  go  back  into  the  maintenance  of  the  property.  On  the  other 
hand,  the  economies  resulting  from  the  amalgamation  of  the  Canadian 
Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific  systems  ought  to 
be  very  large,  as  soon  as  time  is  allowed  for  the  elimination  of  waste- 
ful duplications.  We  do  not  venture  to  predict;  but  we  should  hope 
that  the  economies  will  at  least  balance  the  additional  charges  for 
new  capital. 

If,  then,  we  take  as  a  starting  point  a  deficiency  of  roughly 
$12,500,000  a  year;  if  we  assume  that  this  will  not  seriously  increase 
for  the  next  year  or  two,  but  will  not,  on  the  other  hand,  diminish; 
then,  in  order  to  reach  a  position  of  solvency,  the  Dominion  railways 
would  need  to  earn  an  additional  gross  income  of  some  $50,000,000, 
and  to  retain  one-quarter  of  that  amount  as  net.  The  present  gross 
income  is  well  over  $100,000,000 ;  and  it  is  not  unreasonably  sanguine 
to  hope  that  it  may  increase  50  per  cent  in  the  course  of  six  or  seven 
years  if  Canada  continues  to  progress  at  a  normal  rate.  But  that 
depends,  not  on  the  railway  management,  but  on  the  incalculable 
future. 

We  do  not  make  any  detailed  estimates  either  of  probable  earnings 
or  of  probable  reductions  in  operating  costs  to  be  obtained  by  the 
trustees'  system.  We  have,  however,  every  confidence  in  the  country, 
its  resources  and  possibilities. 

The  Canadian  Pacific  has  been  and  is  a  great  success.  Combined 
under  a  common  management,  with  one  evenly  balanced  transcon- 
tinental system  in  the  place  of  two  disjointed  ones,  with  adequate 
branches  both  in  the  west  and  in  the  east,  we  are  confident  that  in 
the  not  far  distant  future  the  success  of  the  Canadian  Pacific  ought, 
at  least  to  a  very  large  extent,  to  be  repeated.  The  Dominion  Rail- 
way at  an  early'  date  should  have  an  operating  revenue  as  large  as 
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that  of  the  Canadian  Pacific.  With  proper  econoniic  and  politically 
undisturbed  management,  the  attainment  of  a  satisfactory  financial 
result  is  only  a  question  of  time. 

SPECIMEN    ECONOMIES    RESULTING    FROM    COMBINATION. 

We  will  not  risk  embarrassing  the  future  management  by  enumerat- 
i  ng  possible  economies  in  detail.  But  it  is  clear  that  very  considerable 
savings  can  be  made  by  the  amalgamation  of  duplicate  outside  and 
local  agencies;  by  joint  stations  and  joint  service  at  many  points;  by 
coupling  up  the  prairie  branches  so  as  to  afford  the  shortest  outlet 
market  to  centers  and  the  like.  Great  economy  can  also  be  secured 
in  operation  of  the  through  traffic.  East  of  Winnipeg  this  wiU  re-  • 
quire  a  small  amount  of  new  capital  expenditure.  We  understand 
mat  the  land  between  Cavell  Station  on  the  Transcontinental  and 
Longue  Lac  Stations  on  the  Canadian  Northern  lends  itself  to  cheap 
and  easy  railway  construction.  The  distance  is  35  miles.  By  the 
construction  of  this  short  link,  a  great  saving  of  operating  mileage 
can  be  made,  and  the  best  portions  of  both  systems  utilized.  By  the 
combinations  of  the  Transcontinental  from  Winnipeg  to  Cavell,  the 
new  link  from  Cavell  to  Longue  Lac,  and  the  Canadian  Northern  for- 
ward from  that  point,  a  route  superior  from  every  point  of  view  to  the 
existing  routes  can  be  formed  for  Toronto  business.  The  Winnipeg- 
Toronto  mileage  by  this  route  would  be  only  1,197  miles.  This  is 
shorter  than  any  of  the  three  existing  routes,  which  are  as  follows: 
Canadian  Pacific,  1,232;  Transcontinental  and  Grand  Trunk,  1,256; 
Canadian  Northern,  1,309.  The  combined  route  will  also  greatly 
improve  the  handling  of  traffic  from  Port  Arthur  to  all  points  on  the 
Transcontinental  east  of  Cavell.  This  traffic  at  present  is  hauled 
back  to  Superior  Junction,  188  miles  to  the  northwest,  before  it  starts 
on  its  eastward  journey.  And  at  present  much  of  the  coal  used  on 
the  line  follows  this  roundabout  route.  For  grain  sent  east  from  the 
Port  Arthur  elevators  to  Quebec  and  beyond,  the  combined  route 
will  also  offer  better  facilities  than  either  line  could  afford  separately. 
Similar  economies  can  be  secured  west  of  Winnipeg,  without  any  ex- 
penditure beyond  that  necessary  for  coupling  up  closely  adjoining 
tracks.  The  Winnipeg-Vancouver  route  can  be  shortened  40  miles. 
We  need  not  multiply  instances  or  attempt  to  translate  the  resulting 
economies  into  dollars.  It  is  sufficient  to  say  that  the  mere  rmining 
expenses  of  a  through  freight  train  are  not  less  than  80  cents  a  mile. 
Fifty  miles  means  $40.  Multiply  this  by  365,  and  there  is  a  saving 
of  nearly  $15,000  per  annum  on  each  train,  sufficient  to  pay  the  inter- 
est on  $500,000  Grand  Trunk  Pacific  3  per  cent  Dominion  guaranteed 
bonds.  And  this  is  only  the  mere  running  cost,  and  takes  no  account 
of  other  transportation  expenses  or  of  the  reduction  of  maintenance 
expenses  due  to  ceasing  to  maintain  superfluous  tracks. 

Part    VI.  The    Dominion    and    the    Provinces — Publicity — 

General. 

RAILWAY    commission    CONTROL. 

We  have  referred  more  than  once  in  this  report  to  the  board  of 
railway  commissioners  for  Canada,  and  have  recommended  that  the 
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attach  great  importance  to  this  recommendation.  Hitherto  this 
board  has  had  jurisdiction  only  over  the  railways  that  are  in  the  hands 
of  companies.  It  has  had  no  jurisdiction  over  government  lines.  We 
think  that  this  distinction  can  not  be  justified,  and  that  tlie  commis- 
sion should  have  jurisdiction  over  all  railways  other  than  those  op- 
erating solely  under  provincial  charters.  The  public  may  from  time 
to  time  have  just  cause  of  complaint  against  the  management  of  any 
railway.  It  is  not  right  that  anyone,  even  a  government  official  or  a 
public  trustee,  should  be  judge  in  his  own  cause.  Moreover,  unless 
the  final  decision  in  matters  of  rate  policy  and  the  like  is  in  the  hands 
of  a  single  authority,  there  may  be  in  Canada  two  conflicting  policies 
at  the  same  time.  There  is  yet  another  reason  on  which  we  would 
lay  stress.  Railway  policy  is  sealed  book  to  the  ordinary  citizen. 
Why  tariffs  should  be  fixed  as  they  are,  why  the  train  service  should 
not  be  arranged  so  as  better  to  suit  his  individual  requirements, 
why  cars  can  not  always  be  available  for  everybody  everywhere, 
he  can  not  understand.  The  normal  attitude  of  the  public  toward 
the  railway  management,  whether  in  the  hands  of  a  company  or  a 
government,  is  one  of  mistrust,  if  not  of  active  hostility.  It  is  a  good 
thing  for  both  the  railway  itself  and  for  its  patrons  to  bring  the  man- 
agement out  into  the  open;  to  have  the  reasons  why  such  and  such 
conditions  exist,  why  certain  concessions  demanded  can  not  reason- 
ably be  granted,  frankly  explained  in'  public.  If  there  is  nothing  else 
gained,  it  is  a  great  thing  to  have  brought  the  complainant  and  the 
raUway  officer  face  to  face.  Even  when  they  fail  to  agree,  they  are 
likely  to  understand  each  other  better  in  the  future. 

COMMISSION    TO    REPORT    ON    CHARTERS. 

In  a  second  respect  also  we  recommend  that  the  jurisdiction  of  the 
railway  commission  should  be  enlarged.  Charters  for  new  railways 
are  granted  by  the  Dominion  Parliament  in  great  numbers.  In  the 
years  from  1900  to  1908,  116  charters  were  granted  for  37,862  miles 
of  line.  Only  453  miles  were  actually  built.  In  the  two  following 
years  there  were  granted,  according  to  a  statement  made  in  the 
Senate  by  the  Hon.  Mr.  Davis,  on  April  6,  1910,  respectively,  68 
charters  for  about  68,000  miles,  and  75  charters  for  about  75,000 
miles.  We  think  that  no  charter  should  be  granted  till  the  pro- 
posals made  have  been  investigated  by  the  commission  and  the 
commission  have  reported  whether  or  not,  in  their  opinion,  the 
construction  of  the  proposed  line  would  be  for  the  public  advantage. 
The  opinion  of  the  commission  wiU  not  necessarily  bind  the  action  of 
Parhament.  But  Parliament,  before  deciding,  should  have  the 
benefit  of  the  advice  of  an  expert  and  impartial  authority. 

AND    ON    SUBSIDIES    AND    GUARANTIES. 

We  think  also  that  no  subsidy  or  guaranty  should  be  granted 
except  after  a  similar  report  from  the  commission;  and  that  no 
subsidy  or  guaranty  should  be  voted  in  any  session  unless  it  has  been 
provided  for  in  the  financial  budget  of  the  year,  and  unless  a  sub- 
stantial deposit  of  cash  or  securities  has  been  made  by  the  promoters 
to  prove  the  bona  fides  of  their  application. 
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OVERLAPPING    OF   DOMINION    AND    PROVINCIAL    CONTROL. 

Cases  have  occurred  in  the  past  and  may  again  occur  in  the  future, 
in  which  railways  are  chartered  by  Provincial  Governments,  competing 
with  railways  under  Dominion  charters,  and  so  withdrawing  from 
the  latter  some  portion  of  the  traffic  required  to  secure  the  solvency 
of  their  line.  This  is  not  in  the  public  interest.  It  can  not  be  for 
the  general  advantage  of  Canada  that  a  provincial  charter  should  be 
granted,  and  in  most  cases  also  provincial  financial  assistance  given, 
with  the  result  in  the  first  place  of  withdrawing  traffic  from  a  road 
with  a  Dominion  charter,  and  so  forcing  that  road  to  fall  back  upon 
the  guaranty  which  has  to  be  met  out  of  the  general  taxation  of  the 
country;  and  secondly,  of  placing  upon  the  Province  a  burden  of 
guaranty  which  the  Province  subsequently  finds  itself  unable  to  bear, 
and  which  ultimately  it  has  to  throw  back  upon  the  Dominion  itself. 
The  Dominion  Government,  when  the  Canadian  Northern  applied 
for  the  large  loan  of  $45,000,000  in  1914,  was  confronted  with  the 
possibility,  if  not  probability,  that  some  of  the  Provinces  would 
default  on  their  guaranties  as  the  result  of  the  entirely  dispropor- 
tionate liabilities  which  they  had  assumed. 

It  would  perhaps  be  difficult  for  the  Dominion  and  provincial 
authorities  to  agree  upon  such  an  amendment  of  the  British  North 
America  act  as  would  for  all  time  prevent  the  recurrence  of  such  a 
situation  as  occurred  in  1914,  as  a  result  of  the  Provinces  deeply 
pledging  their  credit  not  for  an  intraprovincial  but  for  an  extra 
provincial  undertaking,  clearly  outside  their  proper  ambit.  The 
Dominion  Government  ought,  however,  to  use  the  existing  powers 
of  the  act.  The  policy  should  be  laid  down  that,  so  soon  as  any 
provkicial  legislature  incorporates  a  railway,  it  becomes  the  duty 
of  the  railway  commission  forthwith  to  investigate  the  necessity 
in  the  public  interest  of  its  construction ;  and  further,  in  cases  where 
financial  aid  by  guaranty  or  otherwise  is  given  by  the  Province,  to 
ascertain  what  provision  has  been  made  for  meeting  the  liabilities 
which  may  thereafter  accrue.  The  commissioners  should  with  all 
speed  report  their  findings  and  the  evidence  on  which  they  are  based 
to  the  governor  general  m  council.  And  in  any  case  in  which  it  is 
found  that  the  railway  is  not  required  in  the  public  interest,  or  that 
guaranties  have  not  been  accompanied  by  proper  financial  pro- 
visions, the  governor  in  council  should  exercise  his  undoubted  pre- 
rogative and  disallow  the  provincial  act.  It  is  necessary  for  the 
sake  of  the  credit  of  the  Provinces  as  a  whole  to  make  sure  that  no 
Province  with  a  population  of  less  than  400,000  shall  again  take  the 
responsibility  for  a  guarantee  of  $40,000,000  in  respect  of  a  single 
undertaking. 

We  think  also  that  a  single  company  should  not  be  under  duplicate 
control.  Take  for  instance  the  Canadian  Northern  main  line.  If 
it  is  not  for  the  public  advantage  of  Canada  as  a  whole,  it  has  no 
justification  for  existence.  Yet  the  portion  of  the  line  in  British 
Columbia  was  constructed  under  a  British  Columbia  charter;  and  a 
small  section  of  the  line  in  Saskatchewan  under  a  Saskatchewan 
charter.  It  can  not  be  reasonable  in  principle  that  one  portion  of 
the  through  route  should  be  regarded  as  of  general  advantage,  while 
another  portion  of  the  same  route,  feeding  it  and  being  fed  by  it,  is 
regarded  as  of  only  local  interest.     And  from  the  noint  of  view  of 
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practical  administration  it  is  highly  inconvenient.  We  recommend 
that,  in  respect  of  all  future  charters,  the  Dominion  Government 
come  to  an  understanding  with  the  Provincial  Governments  that  a 
railway  company  shall  be  either  wholly  national  or  entirely  local. 
In  other  words,  neither  provincial  charter  nor  provincial  aid  should 
be  given  to  companies  or  subsidiaries  of  companies  already  possessing 
a  Dominion  charter;  and  on  the  other  hand  Dominion  aid  should 
only  be  given  to  companies  with  a.  Dominion  charter. 

We  further  recommend  that  there  be  conferred  on  the  commission 

power  to  prescribe  minimum  as  well  as  maximum  rates,  so  that 

reckless  and  unfair  competition  may  be  prevented.     A  railway  that 

■  gives  to  any  members  of  the  public  a  service  be^ow  cost  is  unfairly 

discriminating  against  the  rest. 

AUDIT    AND    PUBLICATION    OF    ACCOUNTS. 

We  think  it  is  of  great  importance  that  adequate  accounts  and 
statistics  should  be  kept  and  published.  We  consider  that  the  board 
of  trustees  should  keep  and  furnish  to  the  railway  commissioners,  and 
publish  for  general  information,  exactly  the  same  accounts  and 
statistics  as  the  other  railway  companies  are  required  to  furnish. 
Further,  we  think  the  accounts  of  the  board  of  trustees  should  be 
continuously  audited  by  a  firm  of  public  accountants,  appointed  by 
the  finance  minister.  This  firm  should  be  selected  from  those  with 
special  experience  of  railway  work.  And  they  should  not  only  con- 
duct a  financial  audit  in  the  strict  sense,  but  should  be  instructed  to 
advise  the  trustees  from  time  to  time  what  improvement  in  accounting 
methods  can  be  introduced,  and  what  special  investigations  of  cost 
can  be  undertaken  with  good  hopes  of  economies  resulting.  It  is 
within  our  knowledge  that  modern  methods  of  cost  accounting  are 
at  the  present  time  being  applied  to  railways  on  this  continent  with 
considerable  success.  And  we  feel  that  in  taking  over  the  manage- 
ment of  so  large  an  undertaking,  with  a  mileage  exceeding  that  of 
any  railway  system  in  the  world  except  that  of  the  Prussian  State, 
the  trustees  should  have  the  benefit  of  the  best  and  the  most  up-to- 
date  advice  obtainable.  The  auditors  should  make  a  full  report  to 
Parliament  once  a  year  on  the  financial  status  of  the  Dominion 
Railway. 

The  railway  commission  should  in  each  year  submit  to  Parliament 
the  accounts  received  both  from  the  Dominion  Railway  and  from  the 
other  railway  companies,  and  should  accompany  them  by  a  report  of 
their  own.  This  report  should  set  out  in  as  simple  and  concise  a 
manner  as  possible  the  financial  relations  between  the  Dominion 
Railway  and  the  Government,  so  that  every  citizen  may  have  a  clear 
idea  once  a  year  what  total  amount  of  taxation  he  is  called  upon  to 
pay  for  railway  purposes.  The  report  would  naturally  divide  the 
total  charges  into  subsidies,  guaranties,  and  other  suitable  heads. 
And  those  charges  should  be  taken  up  into  the  general  budget  of  the 
finance  minister  as  a  separate  and  distinct  entry.  Any  subsidies  or 
guaranties  given  by  the  Government  to  railways  other  than  those 
comprised  in  the  Dominion  Railway  system  should  be  included  by 
the  Finance  Minister  in  the  same  statement.  It  must  be  for  the 
Government  and  the  people  of  the  country  to  decide  how  much 
money  they  will  find  out  of  the  general  taxation  for  their  railways. 
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But,  in  order  that  they  may  decide  rightly,  it  is  essential  that  they 
shoiild  have  full  information,  and  that  it  should  be  brought  before 
them  in  an  easily  intelligible  form. 

At  present,  railways  operating  solely  under  provincial  charters  are 
under  no  obligation  to  make  returns  to  the  Dominion  ministry  of 
railways.  Consequently  there  is  no  complete  record  of  the  entire 
railway  activities  of  the  country.  We  think  that  the  Dominion 
Government  should  come  to  an  understanding  with  the  provincial 
governments  that  returns  should  be  made  to  the  latter  by  their  local 
companies  in  the  same  form  as  is  required  in  the  case  of  Dominion 
companies,  and  that  copies  of  these  returns  should  be  filed  also  with 
the  Dominion  Government. 

RAILWAY   COUNCILS. 

There  is  another  matter  that  we  desire  to  bring  to  the  attention  of 
the  Government  and  the  trustees.  In  severlal  countries  in  Europe, 
more  especially  in  Prussia,  there  has  been  developed  with  great 
success  an  organization  of  railway  councils.  These  councils  are  both 
national  and  regional.  The  national  council  in  Prussia  is  composed 
of:  (1)  Official  representatives  of  the  Government  departments 
specially  concerned  with  railway  questions,  the  ministries  of  commu- 
nications, commerce,  agriculture,  etc.;  (2)'  of  representatives  of 
chambers  of  commerce,  of  agriculture,  of  mines,  and  other  persons 
competent  to  speak  for  large  sections  of  railway  customers.  The 
regional  councils  are  of  a  similar  constitution,  but  on  a  smaller  scale 
as  benefits  their  local  limitations.  These  councils  meet  twice  a  year 
or  oftener,  and  discuss  a  prepared  agenda  with  the  chiefs  of  the 
railway  service.  They  are  competent  to  deal  with  questions  of  rates 
and  fares,  facilities,  extensions,  improvements  and  all  other  matters 
affecting  the  public  interest.  They  have  no  executive  powers  what- 
ever. They  can  only  criticize,  dissuade,  or  recommend.  But  the 
universal  testimony  of  competent  observers  is  that  the  system  is  a 
success;  that  the  influence  of  the  councils  is  considerable,  and  the 
result  harmony  and  absence  of  friction  between  the  railway  adminis- 
tration and  the  public. 

We  do  not  thmk  that  the  time  is  ripe  for  the  formal  organization 
of  a  similar  system  in  Canada.  But  we  think  the  central  idea  is 
valuable.  And  we  suggest  that  the  trustees,  when  they  get  into 
harness,  should  consider  the  propriety  of  calUng  a  conference  of 
representatives  of  merchants,  manufacturers,  agriculturists,  mine- 
owners,  etc.,  and  discussing  with  them  ^11  such  questions  as  involve 
.  the  interests  of  the  public  as  well  as  the  railway.  And  we  think  the 
Canadian  Pacific  Railway  should  be  invited  to  join  the  conference. 
If  the  experiment  proves  a  success,  it  will  no  doubt  be  repeated. 
And  we  should  hope  it  would  ultimately  result  in  a  permanent 
organization. 

RAILWAYS    IN    EXCESS    OF    EXISTING   REQUIREMENTS. 

We  feel  that  we  ought  to  draw  attention  to  another  important 
point.  There  are  now  three  trunk  lines  in  existence  running  from 
Winnipeg  through  the  comparatively  empty  country  north  of  Lake 
Superior.    There  is  very  little  local  traffic,  and  not  much  prospect  for 
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its  early  development.  The  through  traffic  will  be  shared,  in  what  pro- 
portion the  future  must  decide,  between  the  three  routes.  But  we 
may  assume  that  the  Canadian  Pacific  Railway  will  be  able  to  retain 
on  its  own  through  route  all  the  traffic  which  it  itself  originates.  And 
the  two  new  routes  will  only  get  the  balance  to  carry.  It  can  not,  we 
think,  be  expected  that  this  balance  will  be  sufficient  for  a  good  many 
years  to  come  to  make  these  two  lines  self-supporting.'  ft  seems  to 
have  been  generally  assumed  that  they  would  afford  an  important 
outlet  for  the  grain  of  the  prairie  Provinces.  Evidence  that  we  have 
had  before  us  seems  to  show  that  only  quite  a  small  fraction  of  the 
grain  exported  from  these  Provinces  has  hitherto  followed  the  rail 
even  as  far  as  Montreal.  The  proportion  that  goes  through  all  the 
way  by  rail  to  the  Atlantic  seaboard  must  be  even  smaller.  And 
there  seems  no  reason  to  suppose  that  this  proportion  will  vary  to  an 
important  extent.  For  a  difference  of  something  like  10  cents  per 
100  pounds  between  the  charges  for  rail  carriage  and  water  carriage 
respectivelv — and  this  we  understand  to  correspond  to  the  normal 
state  of  affairs — will  always  enable  the  water  routes  to  retain  their 
hold  on  the  traffic.  It  foUows  therefore  that  an  increase  of 
100,000,000  bushels  of  wheat  exported  from  the  prairies  might  only 
mean  an  increase  of  2,000,000  bushels,  that  is  2,000  carloads,  or  50 
trainloads,  of  railway  traffic.  This  conclusion  is  borne  out  by  sta- 
tistics of  the  Canadian  Pacific  Railway,  from  which  we  find  that  in 
the  year  1911,  out  of  a  total  revenue  on  the  Lake  Superior  Division 
(the  line  between  Fort  WilUam  and  Sudbury),  amounting  in  round 
figures  to  112,000,000,  less  than  $900,000  were  earned  from  the 
carriage  of  grain  and,  flour,  including  grain  and  flour  for  local  con- 
gumption  as  well  as  for  export,  while  $6,100,000  were  earned  from 
other  freight,  and  $5,000,000  from  passengers,  mail,  and  express. 

To  show  how  much  traffic  is  required  to  fill  a  railway  up  to  its 
capacity  and  to  enable  it  to  pay  interest  on  its  cost  of  construction; 
we  have  made  the  following  calculation.  The  minister  of  finance 
stated  in  Parliament  on  May  15,  1916,  that  in  the  11  months  ending 
February  2,  1916,  which  included  the  record  harvest  of  1915,  Canada 
exported  180,000,000  bushels.  This  is  equal  to  5,400,000  tons  of 
grain.  We  will  assume  that  the  whole  of  this  grain  went  from  Winni- 
peg to  Fort  William-Port  Arthiir.  There  were  three  roads  to  carry 
it.  This  gives  1,800,000  tons  available  for  each  road.  Assuming 
the  trains  to  run  with  an  average  net  load  of  1,200  tons — and  in  fact 
they  usually  carry  much  more — each  road  would  need  to  run  1,500 
trains,  or  for  the  11  months  an  average  of  only  4^  trains  per  diem. 
Evidently,  even  under  the  quite  exceptional  conditions  of  the  harvest 
of  1915 — and  how  exceptional  this  was  is  sufficiently  shown  by  the 
fact  that  in  the  corresponding  eleven  months  of  the  preceding  year 
the  export  was  only  90,000,000  bushels,  or  just  half — the  three  rail- 
ways would  not  be  worked  to  anything  like  their  maximum  capacity. 
Let  us  see  what  the  net  earnings  would  have  been.  We  take  the  average 
rate  for  the  carriage  of  grain  at  4.2  mills  per  ton  per  mile,  and  we 
win  assume  an  operating  ratio  of  only  66  per  cent.  Then  the  net 
earnings  would  have  been  1.4  mills  per  ton  per  mile.  And,  as  1,- 
800,000  tons  went  over  each  road,  the  net  earnings  would  have  been 
1.4  mills  X  1,800,000  =  $2,520  per  mile  of  road.  These  net  earnings 
would  pay  interest  at  5  per  cent  on  a  cost  of  road  amounting  to 

100637— PT  12—17 16 


1338  INTERSTATE   AND  FOREIGN    TBANSPOBTATIOM , 

$52,400  per  mile.  Now,  the  average  cost  of  a  mile  of  road  in  Canada 
is  over  $70,000.  In  other  words,  if  we  assume  that  the  roads  between 
Winnipeg  and  Port  Arthur  were  built  at  an  average  cost,  even  the 
exceptional  volume  of  grain  traffic  of  the  year  1915  would  not  alone 
have  s\ifiiced  to  pay  interest  at  5  per  cent  on  the  construction  cost, 
though  the  whole  grain  traffic  of  the  prairies  was  concentrated  on 
them . 

HIGHWAY    IMPROVEMENT. 

We  think  the  Government  would  do  well  to  give  serious  considera^ 
tion  to  the  question  of  the  cost  of  bringing  grain  from  the  farm  to  the 
railway  station.  The  desire  of  the  farmer  to  reduce  the  cost  of  mar- 
keting his  grain  to  the  lowest  possible  point  is  natural.  We  do  not 
believe  that  any  serious  reduction  of  rail  rates  can  be  expected,  and 
no  one  can  say  what  ocean  rates  will  be  in  the  future,  but  we  think 
that  the  wagon  cost  is  capable  of  considerable  reduction.  We  find 
that  an  average  rate  per  100  pounds  from  Battleford,  taking  this  as  a 
typical  point,  to  Liverpool,  may  be  put  at  not  more  than  50  cents 
by  the  all-rail  route  to  Montreal.  By  water  from  Port  Arthur, 
which  route  carries  the  vast  proportion  of  the  traffic,  the  through 
rate  would  not  be  more  than  40  cents  per  100  pounds  on  the  average. 
On  the  other  hand,  typical  examples  of  the  cost  of  wagon  haulage 
have  been  brought  to  our  notice.  We  find  instances  of  a  cost  of  33 
cents  per  100  pounds  for  a  distance  of  12  miles  and  of  54  cents  per 
per  100  pounds  for  35  miles.  And  we  are  informed  that  in  some 
cases  gram  has  to  be  hauled  as  much  as  50  miles  to  a  station.  In 
other  words,  in  cases  such  as  these  the  cost  of  delivery  at  the  station 
is  as  much  as  or  even  more  than  the  total  through  rate  from  the 
station  to  Liverpool.  What  method  should  be  adopted  to  cheapen 
local  haulage  is  a  matter  for  detailed  Consideration  in  each  individual 
case.  But  either  by  road  improvement,  coupled  possibly  with  an 
organized  system  of  mechanical  traction  or  by  the  construction  of 
short  spur  lines  of  the  lightest  and  cheapest  possible  type,  we  are 
persuaded  that  a  good  deal  might  be  done  at  a  very  moderate  expense. 
And  we  therefore  commend  the  matter  to  the  serious  consideration 
of  both  the  Dominion  and  the  Provincial  Governments. 

THE    HXJDSON    BAY   RAILWAY.  i 

We  understand  that  construction  work  on  the  Hudson  Bay  line 
has  been  suspended.  We  think  that  the  work  should  not  in  any  case 
be  recommenced  till  more  urgent  needs  have  been  met  and  money  is 
more  easily  procurable.  And  if  work  on  the  line  is  begun  again,  we 
think  it  should  be  done  in  the  most  economical  manner  possible, 
and  only  up  to  the  standard  of  a  local  line,  bearing  in  mind  that  it 
can  not  be  expected  for  many  years  to  come  to  be  self-supporting. 
Considering  the  small  advantage  in  rail  mileage  from  the  grain-growing 
areas,  which  the  Hudson  Bay  possesses  over  the  existing  routes  to 
Port  Arthur,  and  that  from  many  districts  it  possesses  no  advantage 
at  all;  considering  further  the  short  and  uncertain  period  of  naviga- 
tion in  the  bay,  and  that  grain  consigned  to  Port  Nelson  wiU  con- 
sequently always  be  liable  to  be  detained  there  for  rtine  months  till 
navigation  is  again  opened;  considering  that  higher  ocean  freights 
may  be  expected  to  absorb,  if  not  more  than  absorb,  any  possible 
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saving  in  rail  rates,  we  can  not  believe  that  this  route  will  ever  secure 
any  serious  share  in  the  export  trade.  Still  less  can  we  think  that  it 
will  handle  an  import  business.  Unless  considerable  mineral  wealth 
should  be  discovered  in  the  territory  which  this  line  will  open  up,  it 
must,  we  fear,  continue  to  be  almost  indefinitely  a  burden  upon  the 
people  of  Canada.  And  everything  that  can  be  done  should  be  done 
to  make  this  burden  as  small  as  possible. 

STKAMSHIP    CONNECTIONS. 

Thequestion  of  steamship  connections  on  both  oceans  is  referred  to 
us.  We  have  not  reported  on  it.  To  deal  adequately  with  a  ques- 
tion of  such  vast  range  was  impossible  in  the  time  and  with  the  means 
at  our  disposal.  Further,  the  complete  revolution  that  the  war  has 
caused  in  the  shipping  trade  of  the  world  would,  we  feel,  make  any 
conclusions  or  recommendations  based  on  a  study  of  either  war  or 
prewar  conditions  valueless  for  guidance  after  the  war.  The  ques- 
tion of  steamship  connections  naturally  involves  the  question  of 
ports.  This  question  also  we  have  refrained  from  touching.  For 
port  facilities  depend  on  available  steamship  connections  quite  as 
much  as  steamship  connections  on  the  facilities  available  at  the  ports. 

TENDENCY   OF   RAILWAY   KATES    TO   KISE. 

Before  concluding  our  report  we  desire  to  make  one  observation  of 
a  general  nature.  The  average  ton-mile  rate  in  Canada  in  the  last 
financial  year  was  0.751  cent ;  in  the  United  States  the  figure  was  0.7320 
cent,  which  is  practically  the  same.  In  the  United  States  it  is  coming 
to  be  generally  understood  that  this  rate  is  too  low  to  give  the  railway 
companies  an  adequate  return  on  their  existing  capital  and  that  con- 
sequently new  capital  can  not  be  attracted  to  railway  investment  in 
sufficient  amount  to  provide  for  necessary  new  expenditure.  And  this 
fact  was  to  some  extent  recognized  in  October,  1914,  by  the  Inserstate 
Commerce  Commission  in  their  approval  of  a  flat  increase  of  5  per 
cent  (with  certain  exceptions)  on  aU  tariffs  in  the  portion  of  the 
United  States  adjacent  to  eastern  Canada.  And  if  an  average  rate  of 
0.732  cent  is  inadequate  in  the  United  States,  where  traffic  is  far  more 
dense,  and  where  climatic  conditions  are  less  rigorous,  much  more  is 
an  average  rate  of  0.751  cent  inadequate  in  Canada.  It  is  true  that 
with  the  present  rates  the  Canadian  Pacific  Railway  pays  a  dividend 
of  7  per  cent  from  railway  operation.  But  as  we  have  already  pointed 
out,  that  company  has  some  $200,000,000  invested  in  the  property  on 
which  no  interest  has  to  be  paid.  Were  this  sum  represented  by 
ordinary  stock,  the  dividend  from  railway  operation  would  be  not  7 
per  cent  but  4  per  cent.  And  the  Canadian  Pacific  has  the  cream  of 
the  Canadian  business. 

NECESSITY    FOR    IMMEDIATE    ACTION. 

It  is  to  be  anticipated  that  difficulties,  more  or  less  great,  wiU  need 
to  be  overcome  before  a  final  settlement  can  be  reached  with  the  Grand 
Trunk  and  Canadian  Northern  Eailway  Companies.  We  reahze  that, 
if  the  matter  were  dealt  with  in  the  ordinary  manner,  it  might  be  a 
matter  of  months,  if  not  years,  before  a  final  settlement  was  reached. 
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The  pressing  public  interest  demands  that  the  matter   be   not  so 
treated. 

We  think  instructions  should  be  given  by  the  Government  forth- 
with, without  waiting  for  further  action  on  this  report,  to  the  Can- 
adian Northern  and  Grand  Trunk  Pacific  companies  to  discontinue 
all  expenditure  on  works  in  hand,  unless  and  until  express  permission 
is  received  for  their  continuance. 

We  will  enumerate  certain  other  matters  that  will  not  brook  delay. 
In  the  West  the  Canadian  Northern  is  not  giving,  and  is  not  able  to 
give,  adequate  service  to  the  grain-growers  in  some  important  dis- 
tricts which  are  dependent  on  its  lines.  The  situation  in  the  Goose 
Lake  district  is  highly  unsatisfactory.  The  branch  is  in  bad  shape 
and  is  not  fit  to  do  the  business  offering.  There  is  absolutely  no  room 
for  doubt  as  to  the  lack  of  freight  cars  and  the  resulting  inconveni- 
ences, and  even  in  many  cases  distress.  In  the  East  the  position  of 
the  Grand  Trunk  is  most  unsatisfactory.  Beyond  question  the  sys- 
tem immediately  requires  at  least  200  more  locomotives  and  at  least 
10,000  freight  cars.  If  coal  famines  are  to  be  avoided,  and  the  proper 
winter  movement  kept  up,  the  line  from  Burhngton  Junction  to  Fort 
Erie  urgently  requires  double  tracking.  Other  improvements  are 
im.perative.  The  question  of  electrification  ought  to  be  taken  into 
consideration  forthwith. 

If  things  go  on  as  at  present,  the  traffic  conditions  of  this  year  will 
in  all  probability  return  in  an  aggravated  form  next  winter.  The  old 
equipment  will  be  a  little  older,  the  roadbed  will  be  in  a  little  worse 
condition.  And  the  situation  in  eastern  Canada  has  been  so  bad  this 
winter,  that  there  has  been  much  difficulty,  specially  at  Grand  Trunk 
points,  in  maintaining  a  supply  of  grain  and  flour  from  the  West.  It 
IS  imperative  that  strong  and  efficient  action  be  immediately  taken. 

Recognizing  the  probabihty  of  delays,  caused  by  the  efforts  of  the 
companies  to  secure  better  terms  from  the  Government,  we  think  that, 
in  order  to  protect  the  business  interests  of  the  country,  the  Govern- 
ment should  immediately  put  itself  in  a  position  to  obtain  orders 
appointing  receivers  for  the  Grand  Trunk  and  Grand  Trunk  Pacific 
systems.  We  recommend  that,  at  the  present  sitting  of  the  House, 
an  act  be  passed  constituting  the  board  of  trustees,  so  that  in  case 
receiverships  are  necessary,  the  trustees  may,  on  the  application  of 
the  Government,  under  its  existing  rights  as  a  creditor,  be  appointed 
receivers.  They  would  then  be  in  a  position  to  take,  through  the 
courts,  the  necessary  steps  to  vest  the  properties  in  the  Dominion 
Railway  Co.  so  as  to  constitute  the  new  system  that  we  have  recom- 
mended. Should  the  companies  show  themselves  ready  and  anxious 
to  come  to  a  prompt  agreement,  actual  application  to  the  courts  would 
of  course  not  be  made. 

We  feel  that  the  appointment  of  receivers  is  not  in  the  interest  of 
the  country's  credit.  It  certainly  is  not  in  the  interest  of  the  com- 
panies, as  the  evidence  of  this  report  shows  that  the  property  of  the 
Grand  Trunk  Co.,  if  it  were  put  into  a  receiver's  hands,  would  leave 
little  or  nothing  for  the  shareholders.  The  result  of  court  proceedings 
would  probably  be  to  divest  the  shareholders  of  all  interest,  and  to 
place  the  Government  in  the  position  to  take,  to  the  fullest  extent, 
the  advantages  of  their  legal  position  as  holders  of  defaulting  securi-  , 
ties.     But,  though  we  hope  receiverships  will  not  be  necessary,  we 
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think  the  Government  must  face  the  possibihty  of  being  compelled  to 
take  the  course  we  have  indicated. 

In  the  case  of  the  Canadian  Northern  Railway  Co.  no  proceedings 
in  court  are  requisite.  Under  the  provisions  of  section  24  of  the 
Canadian  Northern  railway  guarantee  act,  1914  (4-5  Geo.  V,  chap. 
20),  the  Governor  General  in  council  has  power,  when  authorized  by 
Parliament,  to  declare  by  order,  if  default  is  made  by  the  company 
in  pajnnent  of  interest  on  the  ,145,000,000  guaranteed  securities  (the 
interest  on  which  is  at  present  being  found  by  the  Government)  that 
the  equity  of  redemption  of  the  company  is  absolutely  barred  and 
foreclosed;  and  thereupon  the  whole  property  becomes  vested  in  His 
Majesty  in  right  of  the  Dominion  of  Canada. 

if  receiverships  become  necessary,  the  advantage  of  appointing  the 
trustees  as  receivers  is  obvious.  The  trustees,  with  the  Government 
behind  them,  and  with  the  approval  of  the  court,  would  be  in  a  posi- 
tion to  operate  the  roads  as  a  combined  system,  to  purchase  much 
needed  rolling  stock  and  to  make  essential  improvements  in  a  way 
that  no  ordinary  court  receiver  could  do.  Receiverships  in  the  ordi- 
nary sense  would  only  result  in  greater  traffic  congestion  than  ever 
and  in  losses  not  only  to  the  shareholders  but  to  the  country  at  large 

Part  VII.  Summary  of  Conolitsions  and  Recommendations. 

We  summarize  our  conclusions  and  recommendations  as  follows: 

1.  The  mileage  of  Canadian  railways  is  very  great  in  proportion 
to  the  population  of  the  country.  It  has  increased  out  of  proportion 
to  the  increase  of  population. 

2.  Canada's  natural  waterways  make  railways  less  absolutely  neces- 
sary than  in  other  countries. 

3.  The  net  return  is  so  low  as  to  prove  that  mora  railways  have  been 
built  than  can  be  justified  on  commercial  grounds  under  present  con- 
ditions. 

4.  The  public  investment  in  railways  is  very  large.  The  total 
amount  of  public  capital  involved  in  direct  construction  of  Govern- 
ment lines,  and  cash  aid,  land  grants,  and  guaranties  to  private  com- 
panies, is  $968,451,000,  not  counting  the  value  of  lands  still  unsold. 

5.  Public  aid  to  the  principal  companies,  including  subsidies,  land 
grants,  and  guaranties,  amounts  to  over  $680,000,000.  In  the  case 
of  the  Grand  Trunk  Pacific  it  amounts  to  nearly  two-thirds  of  the 
total  investment;  in  the  case  of  the  Canadian  Northern  to  over  three- 
quarters. 

6.  There  have  been  three  phases  of  company  development:  (1)  Un- 
aided enterprise,  (2)  assistance  by  subsidies  and  land  grants,  (3) 
assistance  by  guaranties.  A  guaranty  policy  is  dangerous  and  its 
wisdom  questionable. 

7.  The  development  of  Canada  justified  two  transcontinental  lines. 
It  did  not  justify  three.  The  Grand  Trunk  and  Canadian  Northern 
should  have  been  amalgamated. 

8.  The  Grand  Trunk  Pacific  system  has  cost  nearly  $200,000,000. 
The  interest  charges  amount  to  over  $8,800,000  per  annum.  The  net 
income  last  year  was  $826,653.  The  liability  of  the  Grand  Trunk  Co. 
for  interest  amounts  .to  over  $5,000,000  per  annum  at  present,  and 
will  rise  to  over  $7,000,000  in  1923. 
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9.  We  can  not  recomnaend  that  the  Grand  Trunk  Co.  be  uncondi- 
tionally released  from  their  liability.  The  responsibility  for  the 
National  Transcontinental  line  rests  mainly  with  the  Government, 
but  that  for  the  Grand  Trunk  Pacific  proper  belongs  primarily  to  the 
Grand  Trvuik.  The  Government  has  voluntarily  relieved  the  Grand 
Trunk  of  all  responsibility  for  the  National  Transcontinental.  In 
respect  to  the  Grand  Trunk  Pacific  proper  the  Government  is  fully 
entitled,  morally  as  well  as  legally,  to  call  upon  the  Grand  Tnmk  Co. 
to  fulfill  its  contract. 

10.  The  Grand  Trunk  Co.  proper  has  made  unjustifiable  charges  to 
capital.  Its  fines  have  not  been  adequately  maintained.  More  thaii 
$21,000,000,  which  ought  to  have  been  spent  on  maintenance  in  past 
years,  has  not  been  spent.  New  capital  expenditure  of  over  $30,000,000 
is  immediately  required.  The  country  is  suffering  from  the  com- 
pany's inabifity  to  give  adequate  service.  The  Grand  Trunk  Rail- 
way ought  to  be  managed  in  Canada,  and  not  from  London. 

11.  We  recommend  that  the  control  both  of  the  Grand  Tnmk 
Pacific  and  of  the  Grand  Trunk  be  assumed  by  the  people  of  Canada 
on  terms  hereafter  set  out. 

12.  The  Canadian  Northern  has  been  financed  mainly  by  the  issue 
of  guaranteed  securities.  TiU  1S14  it  met  the  interest  from  its  own 
resources.  Since  that  date  the  Government  has  assumed  very  heavy 
obfigations  on  behalf  of  the  company.  There  is  little  prospect  that 
the  company  would  be  able  in  the  near  future  to  relieve  the  Govern- 
ment of  these  obfigations. 

13.  The  company's  estimate  of  its  future  capital  requirements  is 
too  low,  and  its  estimates  of  probable  growth  of  earnings  have  been 
and  stiU  are  unduly  sanguine. 

14.  We  estimate  that  as  a  separate  .undertaking  it  would  require 
fuUy  $70,000,000  of  new  capital  within  the  next  five  j-ears. 

15.  We  do  not  recommend  that  further  public  aid  be  given  to  the 
Canadian  Northern  as  at  present  constituted. 

16.  The  Canadian  Northern  common  stock  represents  no  cash  in- 
vestment, and  has  no  present  value,  either  on  the  basis  of  the  cost 
of  reproduction  of  the  property  or  on  the  basis  of  its  earning  power. 

17.  We  recommend  that  the  public  take  control  of  the  Canadian 
Northern  Co.  on  terms  hereafter  set  out. 

18.  On  the  assumption  that  the  people  of  Canada  take  control  of 
the  Grand  Trunk,  Grand  Trunk  Pacific,  and  Canadian  Northern,  we 
consider  possible  methods  of  management  and  operation. 

19.  We  do  not  consider  that  operation  by  a  minister  directly  re- 
sponsible to  Parliament  would  be  in  the  pubhc  interest.  It  would 
not  secure  better  service  or  lower  rates. 

20.  If  the  Government  operated  these  three  railways,  it  would  be 
bound  in  fairness  to  the  Canadian  Pacific  shareholders  to  take  over 
their  railway  also.  The  Canadian  Pacific  gives  good  service  and 
should  not  be  interfered  with. 

21.  Special  objections  to  direct  Government  ownership  and  opera- 
tion are: 

(1)  That  Canadian  railways  operate  more  than  7,000  miles  of  line 
subject  to  the  foreign  jurisdiction  of  the  United  States; 

(2)  That  the  Canadian  Government  resources  are  required  for  war 
purposes. 
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22.  We  therefore  reject  the  idea  of  direct  Government  OMTiership 
and  operation. 

23.  We  do  not  recommend  that  the  Grand  Trimk,  Grand  Trunk 
Pacific,  and  Canadian  Northern  companies  be  allowed  to  go  into  the 
hands  of  a  receiver. 

24.  We  recommend  that  the  control  of  these  three  companies  be 
transferred  to  a  new  body. 

25.  We  have  discussed  and  rejected  the  following  suggestions: 
Transfer  of  all  three  railways  to  the  Canadian  Pacific. 

Transfer  of  the  Canadian  Northern  or  a  portion  of  it  to  the  Canadian 
Pacific. 

26.  There  is  no  possibility  of  forming  a  new  commercial  company 
to  take  over  the  three  railways.  Neither  the  Mexican  precedent, 
under  which  the  Government  becomes  a  majority  shareholder,  nor 
the  New  York  subway  precedent,  under  which  the  public  authority 
shares  the  profits  with  the  private  shareholder,  is  applicable  to  this 
case. 

27.  Having  come  to  the  conclusion  that  direct  ownership  and  oper- 
ation by  the  Government  is  to  be  avoided,  and  that  ownership  and 
operation  by  a  commercial  company  is  not  possible,  we  recommend 
that  a  new  pubhc  authority,  a  board  of  trustees,  be  incorporated  by 
act  of  Parhament  as  the  "Dominion  RaUway  Co.";  and  that  the 
Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific  be  trans- 
ferred to  this  body. 

28.  We  recommend  that  the  Government  assume  responsibility  to 
the  Dominion  Railway  Co.  for  the  interest  on  the  existing  securities 
of  the  transferred  companies. 

29.  We  recommend  that  the  Intercolonial  and  National  Transcon- 
tinental be  also  transferred  to  the  Dominion  Railway  Co.,  for  reasons 
which  we  give  hereafter. 

30.  We  recommend  that  the  whole  of  the  Dominion  railways  be 
operated  by  the  trustees  as  one  united  system,  on  a  commercial  basis, 
under  their  own  pohtically  undisturbed  management,  on  account  of 
and  for  the  benefit  of,  the  people  of  Canada. 

31.  We  recommend  that  there  be  five  trustees,  three  railway  mem- 
bers, one  member  selected  on  the  ground  of  business  and  financial 
experience,  and  one  as  specially  possessing  the  confidence  of  railway 
employees;  that  the  original  trustees  be  named  in  the  act  constituting 
the  board;  and  that  their  tenure  of  office  be  substantially  the  same  as 
that  of  judges  of  the  Supreme  Court. 

32.  We  recommend  that  the  original  trustees  retire  after  3,  4,  5,  6, 
and  7  years,  respectively,  according  to  a  prescribed  scheme ;  that  they  be 
eligible  for  reappointment;  and  that  all  appointments  subsequent  to 
the  original  statutory  appointments  be  by  the  Governor  General  in 
council  on  the  nomination  of  the  trustees  themselves. 

33.  We  lay  stress  on  the  importance  of  the  board  being  nonpohtical, 
permanent,  and  self -perpetuating ;  and  in  this  connection  point  to  the 
experience  of  the  Austrahan  State  railways.     . 

34.  We  give  reasons  for  concluding  that  railways  are  not  a  proper 
subject  for  direct  parhamentary  control.  We  point  to  a  general  tend- 
ency in  modern  democracies  to  withdraw  certain  subjects  from  this 
control.  And  we  show  that  under  parhamentary  control  the  general 
interest  of  the  whole  commimity  tends  to  be  subordinated  to  the 
particular  local  and  individual  interests. 
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35.  We  recommend  that  the  authority  of  the  railway  commission  bo 
extended  to  include  the  Dominion  Railway  Co.'s  system. 

36.  We  give  the  reasons  for  our  recommendation  that  one  of  the 
trustees  shall  be  appointed  on  the  ground  of  his  possessing  the  confi- 
dence of  the  railway  employees. 

37.  We  recommend  the  transfer  to  the  trustees  of  the  common 
stocks  of  the  Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk 
Pacific  subject  to  certain  conditions  and  reservations  made  hereafter. 

38.  We  recommend  the  transfer  to  the  trustees  of  the  Intercolonial 
and  National  Transcontinental  Railways  for  reasons  which  we  give 
hereafter. 

39.  We  deal  with  the  question  of  the  compensation  to  Canadian 
Northern  shareholders.  We  find  the  charge  that  Messrs.  Mackenzie 
and  Mann  have  misappropriated  public  moneys  unfounded.  We 
find  that  the  Canadian  Northern  shareholders  possess  a  system  of 
which  the  lines  are  well  located  and  economically  constructed,  and 
that  they  have  raised  the  necessary  money  with  considerable  financial 
skill  and  at  moderate  rates  of  interest,  but  that  they  erred  in  unwisely 
duplicating  lines  and  reaching  out  into  unremunerative  territory. 

40.  We  recommend  that  the  question  be  considered  whether  Cana- 
dian Northern  shareholders  shall  be  permitted  to  retain  a  moderate 
proportion  of  the  $60,000,000  shares  which  they  now  hold;  that  the 
precise  proportion,  if  any,  and  the  relation  of  that  proportion  to  their 
share  of  any  future  profits  of  the  Dominion  Railway  Co.  be  fixed  by 
aibitration. 

41.  We  recommend  that  the  entire  share  capital  of  the  Grand 
Trunk,  guaranteed,  preference,  and  ordinary,  be  surrendered  to  the 
trustees  m  exchange  for  an  annuity  based  on  a  moderate' but  substan- 
tial proportion  of  $3,600,000,  the  average  sum  paid  as  dividend  in 
the  last  10  years;  and  that  this  annuity  should  increase  by  40  or  50 
per  cent  after  the  first  seven  years. 

42.  We  recommend  that  the  precise  figures  be  fixed  by  agreement 
and  that  it  be  left  to  the  directors  of  the  Grand  Trunk  Co.  (1)  to  ap- 
portion the  annuity  among  the  five  classes  of  Grand  Trunk  share- 
holders, and  (2)  to  procure  such  assents  of  their  shareholders  as  are 
legally  required  to  complete  the  transfer. 

43.  We  give  reasons  for  considering  that  this  recommendation  is 
generous  to  the  Grand  Trunk  shareholders,  and  why  the  shareholders 
in  their  own  interest  will  do  well  to  accept  it. 

44.  We  recommend  the  transfer  to  the  trustees  of  the  National 
Transcontinental,  in  order  that  it  may  take  the  place  it  was  built  to 
take  as  part  of  a  great  inter-ocean  highway,  and  because  its  financial 
position  would  be  hopeless  if  it  terminated  in  a  dead  end  at  Winnipeg. 

45.  We  recommend  the  transfer  of  the  Intercolonial:  (1)  In  the 
interest  of  the  maritime  provinces  to  whom  the  Intercolonial  at  pres- 
ent can  only  give  a  local  service  with  no  adequate  terminals  beyond 
Montreal;  (2)  in  the  interest  of  the  taxpayer  who  has  a  right  to  demand 
efficient  and  economical  expenditure  of  his  money;  (3)  in  the  interest 
of  the  railway  staff  who  will  secure  the  wider  opportunities  of  a  great 
system. 

46.  We  recommend  that  in  future  the  Intercolonial  be  required  to 
pay  local  taxes  on  the  same  basis  as  the  other  railways;  and  that  the 
inhabitants  on  the  line  receive  statutory  protection  against  increase 
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47.  We  make  recommendations  as  to  (1)  nonrailway  property  of 
the  transferred  undertakings,    (2)   getting  in  minority  holdings  of 
shares  and  outstanding  titles  to  land,    (3)   arrangement  with  the 
holders    of    Canadian    Northern    5    per    cent    convertible    income  ■ 
debentures. 

48.  We  deal  with  the  legal  position  of  the  trustees;  and  point  out 
that  the  Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific 
companies  will  continue  to  exist;  and  that  consequently  the  rights 
of  their  security  holders  will  remain  undisturbed. 

49.  We  recommend  that  the  trustees  take  over  each  railway  as 
soon  as  the  transfer  can  be  effected,  with  the  purpose  of  ultimately 
operating  them  all  as  a  single  unified  system. 

50.  We  deal  with  the  finances  of  the  Dominion  EaUway  Co.  and 
point  out  that  the  Intercolonial,  with  no  bonded  indebtedness,  has  a 
considerable  net  revenue,  and  offers  security  on  which  new  capital 
can  be  raised.  We  recommend  the  creation  of  a  general  and  refund- 
ing mortgage  of  unlimited  amount,  to  be  issued  as  required. 

51.  We  reconomend  that  the  act  of  Parliament  provide  that  the 
operation  of  the  company  shaU  be  on  a  commercial  basis,  and  that 
the  trustees  make  no  general  reduction  in  rates  untU  the  property 
earns  a  reasonable  net  return. 

52.  We  recommend  that  there  be  given  to  the  trustees  the  widest 
powers  in  the  management  of  their  property. 

53.  We  have  endeavored  to  estimate  the  annual  liability  of  the 
Government  to  meet  interest  imeamed  during  the  first  few  years  of 
the  new  scheme,  and  we  put  it  at  about  112,500,000  per  annum. 
We  think  this  amount  should  diminish  steadily  but  not  slowly;  and 
that  with  proper  economic  and  politically  undisturbed  management 
the  attainment  of  a  satisfactory  financial  result  is  only  a  question 
of  time. 

54.  We  give  specimens  of  the  large  economies  which  should  result 
from  combined  operation. 

55.  We  recommend  the  enlargement  of  the  functiors  of  the  rail- 
way commission;  that  it  have  jurisdiction  over  all  Dominion  rail- 
ways; and  report  to  Parliament  on  aU  proposed  grants  of  charters, 
subsidies,  and  guaranties. 

56.  "We  deal  with  the  conflict  of  Dominion  and  provincial  jurisdic- 
tions. We  recommend-that,  to  prevent  this  in  future,  the  governor 
in  council  should  in  certain  cases  disallow  provincial  acts,  and  that 
no  railway  company  shotild  operate  under  both  Dominion  and  pro- 
vincial charters. 

57.  We  recommend  that  there  be  a  continuous  public  audit  of  the 
Dominion  railway  accounts,  and  that  full  and  comprehensive  reports 
be  made  annually  to  Parliament. 

58.  We  recommend  the  establishment  of  railway  councils  to  brmg 
together  the  railway  management  and  representatives  of  public 
interests. 

59.  We  point  out  that  the  existing  railways  are  m  excess  of  public 
requirements  and  show  how  much  traffic  is  required  to  make  a  rail- 
way profitable. 

60.  We  show  that  the  cost  of  hauling  grain  to  the  station  is  some- 
times as  great  as  that  of  carriage  from  the  station  to  Liverpool,  and 
recommend  that  the  question  of  highway  improvement  and  motor 
haulage  be  taken  into  consideration. 
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61.  We  recommend  that  futtire  expenditures  on  the  Hudson  Bay 
Railway  be  reduced  to  the  lowest  possible  amount. 

62.  We  point  out  that  railway  rates  are  much  more  likely  to  rise 
than  to  fall  in  the  immediate  future. 

63.  And  finally  we  lay  stress  on  the  necessity  for  immediate  action 
lest  Canada  should  suffer  from  railway  congestion  even  worse  than 
that  of  the  past  winter. 

RespectfiiUy  submitted. 

H.  ,L.  Drayton. 

W.    M.    ACWORTH. 
REPORT    OF    MR.    A.    H.    SMITH. 

The  commission  was  asked  to  report  upon  the  general  problem  of 
transportation  in  Canada.  Several  subdivisions  of  the  subject  quite 
naturally  suggested  themselves,  and  were  made  a  part  of  the  prob- 
lem to  which  the  commission  was  requested  to  give  attention. 
Practically  all  of  the  subdivisions  have  received  consideration,  but 
the  general  problem  is  essentially  a  question  of  what  to  do  with  the 
railroads  of  Canada.  To  a  constructive  solution  of  this  important 
problem  the  commission  has  given  its  attention. 

THE  GENERAL  PROBLEM  OF  TRANSPORTATION  IN  CANADA. 

For  a  proper  understanding  of  the  problem,  a  knowledge  is  neces- 
sary of  the  history  of  railway  development  in  Canada,  especially  as 
affected  by  the  public  pohcy,  which  has  found  expression  in  govern- 
mental acts. 

Canada  early  recognized  that  its  growth  depended  upon  the  con- 
struction of  railways.  The  large  productive  areas  of  the  country 
could  be  served  only  in  a  limited  way  by  its  splendid  system  of 
waterways. 

Even  before  the  eastern  Provinces  became  united  into  the  Dominion 
of  Canada,  the  Grand  Trunk  had  become  an  important  railway  line, 
serving  the  people  both  of  Canada  and  the  United  States.  The 
Intercolonial,  as  is  well  known,  Was  constructed  out  of  pubhc  funds, 
and  largely  for  the  purpose  of  bringing  more  closely  together,com- 
mercially  and  politically,  two  more  or  less  separated  sections  of  the 
Dominion.  Long  in  advance  of  its  justification  upon  a  commercial 
basis,  an  all-Canadian  transcontinental  line  was  projected  by  the 
government  and  completed  with  extensive  public  aid  by  a  private 
company  as  the  Canadian  Pacific. 

Because  of  the  great  distances  which  separate  parts  of  Canada's 
producing  territories  from  the  consumer's  markets,  development  of 
the  country's  resources  depended  upon  railway  building,  while 
cheap  transportation  was  necessary  to  enable  the  people  to  compete 
with  other  producers.  The  people  of  Canada,  therefore,  gave  such 
aid  as  was  nece^ary  to  procure  for  themselves  railway  lines  that 
would  bring  the  country's  resources  into  use  and  keep  themselves 
in  touch  with  the  outer  world. 

Cheap  transportation  depends  upon  careful  investment  and  efficient 
management.  In  the  usual  case,  these  are  most  likely  to  be  found 
where  private  initiative  and  proper  incentive  to  effort  are  employed. 
So  far,  Canada,  for  the  most  part,  has  pursued  the  policy  of  leaving 
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to  private  enterprise  the  management  of  its  transportation  machinery. 
The  Intercolonial,  which  has  been  mider  governmental  control  since 
its  beginning,  is  an  exception.  But  this  Ime,  I  am  informed,  usually 
pays  nothing  to  the  government  as  a  return  upon  money  invested  in 
the  property.  On  the  contrary,  it  has  frequently  called  upon  the 
government  for  aid  in  meeting  expenses  of  operation.  The  invest- 
ment in  this  hne  is  large,  some  authorities  placing  it  as  high  as 
$348,000,000,  including  loss  of  interest.  Evidently  its  rates  are  too 
low  or  its  expenses  too  high,  but  the  use  of  this  line,  at  the  rates 
enforced,  is  regarded  in  some  quarters  as  a  right  of  the  people  in  the 
maritime  Provinces.  If  the  Canadian  people  have  ever  made  an 
agreement,  or  adopted  a  poUcy  which  may  be  construed  as  creating 
that  right,  the  contention  may  be  correct.  It  is,  at  any  rate,  within 
the  power  of  government  to  grant  such  a  privilege.  The  fact  is 
referred  to  merely  to  point  out  in  connection  with  what  I  shall  say 
later  that  a  railroad  may  be  built  either  as  a  commercial  enterprise 
and  for  ordinary  commercial  purposes,  or  as  a  pubhc  undertaking 
and  for  other  purposes,  which  are  within  the  proper  scope  of  govern- 
ment. The  two  should  not  be  confused.  But  it  should  be  kept  in 
mind  that  when  government  builds  and  operates  a  railway  which 
does  not  pay  its  way,  including  proper  maintenance  and  interest 
upon  investment,  taxation  is  relied  upon  to  support  transportation 
upon  that  hne.  The  burden  is  shifted  from  the  user  to  the  general 
pubhc,  but  the  processes  by  which  this  is  done  are  often  so  complex 
as  to  obscure  the  facts,  and  actual  costs  are  not  ascertainable. 

The  Canadian  Pacific  affords  a  later  example  of  the  internal  devel- 
opment poUcy  of  the  government.  That  road  had  its  beginning  in  a 
transcontinental  project  that  was  proposed  to  be  carried  out  directly 
by  the  government.  At  an  early  date,  and  it  seems  to  me  wisely, 
that  purpose  was  altered — it  was  decided  to  have  the  road  com- 
pleted by  a  private  company.  But  the  undertaking  was  large,  the 
population  sparse,  the  prospect  of  profit  remote,  so  that  the  govern- 
ment not  only  turned  over  to  the  company  the  uncompleted  road, 
upon  which  it  had  expended  a  large  sum,  but  it  also  extended  to  the 
company  generous  aid  in  the  shape  of  land  grants,  cash  subsidies, 
guaranties,  and  loans.  It  is  true  that  value  was  given  to  the  land 
grants  largely  through  the  building  of  the  road  and  the  opening  of 
the  territory  to  settlement.  The  important  point  here  is  that  the 
Canadian  Pacific  owes  its  later  and  continued  success  not  only  to  the 
skill  and  enterprise  of  its  builders  and  managers  but  to  the  fact  that, 
through  liberal  direct  aid,  it  was  able  to  begin  business  with  a  small 
charge  against  its  earnings  on  account  of  borrowed  capital.  Thus 
favorably  started,  the  company  was  able  to  devote  its  energies  and 
surplus  income  to  the  development  of  the  road  and  the  country. 

A  new  transportation  problem  arose  with  the  settlement  of  the 
prairie  Provinces,  where  the  land  is  devoted  chiefly  to  raising  grain 
and  hve  stock.  Owing  to  the  long  hauls  that  intervene  between  the 
producer  and  consuming  markets,  freight  charges  absorbed  a  con- 
siderable part  of  the  proceeds.  The  Great  Lakes  afforded  the  least 
expensive  route  to  the  east  and  tidewater.  But  these  Lakes  are 
open  only  part  of  the  year,  and  navigation  closes  before  the  season's 
crops  can  be  moved  from  the  Lake  ports.  With  the  filling  up  of  the 
country  and  consequent  increase  in  production  came  a  general 
demand  for  additional  means  of  transportation.  While  land  specu- 
lation probably  had  no  little  influence,  the  farmer  felt  the  effect  of 
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inadequate  facilities,  and  any  project  that  promised  relief  appears 
to  have  found  approval  among  citizens  who  were  able,  through 
their  legislatures,  to  bring  public  aid  to  the  development  of  these 
enterprises.  Railroads,  therefore,  were  not  only  actively  in  demand, 
but  railroad  builders  were  popular  and  had  little  or  no  difficulty  in 
obtaining  pubUo  support  for  proposed  new  lines. 

The  Canadian  Pacific  stood  as  an  example  of  success,  to  be  repeated 
by  newer  railways.  Unfortunately,  too  little  attention  appears  to 
have  been  given  to  the  underlying  facts  which  actually  made  that 
road  what  it  was.  Experienced  men  apparently  believed  that  a 
secondaCanadian  Pacific  might  be  had  if  they  could  but  lay  a  trans- 
continental road,  build  great  hotels,  passenger  terminals,  and  operate 
ocean  steamers.  These  things  were  only  the  outward  evidence  and  not 
the  cause  of  the  Canadian  Pacific's  prosperity.  It  may  even  be  that 
they  contributed  little  to  the  strength  of  that  company's  financial 
condition  if  due  account  be  taken  of  all  the  costs,  investment  as 
well  as  operating,  involved  in  carrying  on  such  enterprises. 

In  May,  1903,  a  royal  commission  of  transportation,  of  which  Sir 
William  Van  Home  was  chairman,  was  appointed  "to  consider  ques- 
tions affecting  transportation  of  Canadian  products  to  the  markets 
of  the  world  through  and  by  Canadian  ports,  with  a  view  of  placing 
the  Canadian  producer  in  a  position  to  compete,  and  compete  success- 
fully, through  all  Canadian  ports  with  the  producers  and  exporters 
of  other  countries."  The  report  of  this  commission  is  interesting. 
It  clearly  reflects  the  efl'ect  of  the  outlook  which  great  opportunities 
and  a  land  boom  had  upon  the  minds  of  the  people.  All  kinds  of 
transportation  projects  were  recommended.  For  instance,  the  Grand 
Trunk  Pacific  was  to  be  extended  to  Moncton ;  the  Intercolonial  was 
to  be  extended  to  Georgian  Bay,  etc.  New  canals  were  to  be  built, 
and  old  ones  widened  and  deepened.  This  commission  also  recom- 
mended a  bounty  for  Canadian-built  ships,  toll-exempt  canals,  ad- 
ditional waterways  to  be  opened  at  public  expense,  and  the  aciqui- 
sition  of  water  terminal  lands  out  of  public  funds.  In  other  words, 
it  was  clearly  the  intent  that  transportation  should  be  stimulated  by 
subsidies  from  the  public  treasury. 

It  would  now  seem  that  there  could  not  have  been  in  sight  enough 
traffic  to  justify  the  extensive  development  here  recommended. 
However,  many  of  the  things  proposed  in  this  report  have  been 
done,  and  other  ambitious  schemes  not  here  mentioned  have  since 
been  brought  out.  The  point  in  mind  is  that  without  making  a  spe- 
cific declaration  of  the  fact,  as  far  as  I  know,  Canada's  policy  tor 
years  appears  to  have  been  to  promote  the  public  welfare  by  means 
of  building  or  aiding  in  the  building  of  transportation  lines  through- 
out the  Dominion. 

It  is  unfortunate  that  Canada  did  not  have  a  policy  of  regulation 
in  this  period  which  could  have  prevented  needless  duplication  of 
lines  and  facilities.  Competing  lines  have  been  built  where  effective 
regulation  could  have  saved  a  large  part  of  the  investment,  while 
completely  satisfying  every  reasonable  and  proper  need  for  service. 
Instead  of  coordination  and  conservation  under  government  super- 
vision, railways  were  permitted  to  dupficate  plant  in  fields  not  yet 
productive  enough  to  support  the  one;  the  Government,  on  the  other 
hand,  was,  in  one  way  or  another,  aiding  both  projects,  if  it  had  not 
indeed  itself  promoted  either  or  both  projects.     Very  naturally,  it 
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has  not  and  could  not  have  obtained  the  benefit  which  should  have 
followed  a  correct  program  of  government  aid.  The  policy  of  govern- 
ment aid  makes  the  need  for  regulation  of  railway  building  more 
necessary  even  than  where  private  capital  is  depended  upon,  for  in 
the  latter  case  the  proposal  must  at  least  have  a  promise  of  com- 
mercial success  before  capital  can  be  induced  to  come  in  and  give  it 
support.  To  the  absence  of  such  regulation  must  be  charged  re- 
sponsibility for  no  small  part  of  the  railway  problem  of  to-day. 

We  may  well  inquire  here  as  to  the  effect  of  this  policy  upon  the 
three  principal  systems.  The  Grand  Trunk  Railway  Co.,  feeling  no 
doubt  that  its  own  traffic  field  had  been  invaded  by  the  government- 
aided  Canadian  Pacific,  desired  in  turn  to  enter  the  promising  western 
territory.  Accordingly,  it  proposed  to  build  a  line  from  North  Bay 
to  the  Pacific  coast.  Pubhc  aid  was  required  and  granted  in  a  way 
to  insure  the  building  of  the  road.  If  any  serious  thought  was 
given  to  coordinating  existing  or  proposed  roads,  and  to  utilizing 
them  for  the  public  good,  it  did  not  find  public  expression  in  any 
constructive  way.  The  Grand  Trunk  Railway  Co.  evidently  felt  con- 
fident in  the  success  of  its  plans,  for  it  pledged  its  own  credit  in  aid 
of  the  extension,  and  entered  into  contracts  which  it  now  finds  quite 
beyond  its  ability  to  carry  out. 

Canadian  Northern  interests,  directed  by  Mackenzie,  Mann  &  Co., 
who  since  an  early  date  had  been  operating  local  lines  in  Manitoba, 
seized  the  opportunity  afforded  them  for  expansion  and  rapidly  ex- 
tended their  rails  throughout  the  Prairie  region.  The  records  show 
that  the  Canadian  Northern  had  a  large  mileage  on  the  prairies  before 
the  projection  of  the  Grand  Trunk  Pacific;  so  that  when  the  exten- 
sion plans  of  the  Grand  Trunk  became  a  part  of  the  national  policy, 
as  they  did  become,  the  Canadian  Northern  was  added  to  the  number 
of  those  who  wanted  to  own  a  transcontinental  system  and  one  as 
fully  complete  and  self-contained  as  was  that  of  the  Canadian  Pacific. 
Hence  we  find  two  new  companies,  both  built  largely  upon  public 
credit,  striving  for  first  place  m  a  field  which,  as  for  transcontinental 
transportation,  or  even  as  for  connecting  eastern  and  western  Can- 
ada, was  already  occupied.  Besides  having  the  Great  Lakes  water- 
way, there  coidd  have  been  barely  enough  business  to  support  one 
additional  line,  and  that  only  by  the  exercise  of  economy  in  operation 
and  prudence  in  investment. 

The  Canadian  Pacific,  enjoying  splendid  credit,  with  adequate 
powers  and  resources,  and  keenly  ahve  to  the  possibilities  of  losing 
business  to  competitors  challenging  its  supremacy  ever3rwhere,  then 
entered  the  contest  by  undertaking  to  build  new  lines  in  an  effort 
to  protect  its  sources  of  revenues. 

The  stimulation  felt  throughout  the  country  by  the  influx  of  settlers 
and  by  the  importation  of  so  much  new  capital  not  only  created  a 
boom,  but  it  quite  naturally  affected  prices  for  labor  and  materials, 
sending  these  soaring ;  the  increased  prices  in  turn  contributed  largely 
to  the  higher  costs  which  are  now  reflected  in  the  construction  ac- 
counts of  the  new  roads. 

This  brings  us  fairly  to  a  recognition  of  the  fact  that  while  the 
policy  of  public  aid  ^to  railways  had  originally  been  founded  on  the 
urgent  need  for  transportation  to  open  up  a  new  country,  to  develop 
its  resources,  and  to  unify  Canada  commercially  and  politicaUy,  it 
was  carried  far  beyond  the  limits  warranted  by  the  original  exigency. 
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It  appears  to  me  that  the  responsibiUty  is  as  much  the  Government's 
as  the  private  companies'.  Without  enabhng  legislation  and  the  ex- 
tension of  Government  credit  from  which  all  received  their  essential 
support,  the  companies  could  not  have  expanded  and  overbuilt. 

This  policy,  in  so  far  as  it  aimed  at  the  development  of  Canada, 
appeals  to  me  as  sound,  and  fully  justified  in  its  inception,  but  it 
needed  to  be  supplemented  by  some  form  of  supervision  that  would 
have  insured  to  the  people  the  benefits  of  that  policy  without  the 
losses  that  have  followed  the  effort  to  assist  development  indis- 
criminately. 

The  situation  must  be  faced  as  it  exists.  It  is  not  possible  to  undo 
what  has  been  done;  the  money  which  has  been  spent  can  not  be 
recalled.  The  immediate  and  obvious  thing  to  do  is  to  adopt  a  con- 
structive and  discriminating  program,  first,  for  correcting  the  condi- 
tions which  necessitate  continuing  loss  and  waste,  even  where  that 
would  require  the  abandonment  of  useless  property,  and,  second,  for 
controlling  new  construction.  The  scrap  heap  is  frequently  the 
most  economical  disposition  available  for  inefficient  plant  and  ma- 
chinery. 

STATUS    AND    USEFULNESS    OF    THE    THREE    TRANSCONTINENTAL    RAIL- 
WAY    SYSTEMS THE      CANADIAN     PACIFIC     RAILWAY     SYSTEM,     THE 

GRAND  TRUNK  RAILWAY  SYSTEM  (iNCLUDI^JG  THE  GRAND  TRUNK 
RAILWAY,  THE  GRAND  TRUNK  PACIFIC  RAILWAY  AND  THEIR  SEVERAL 
branches),    the    CANADIAN    NORTHERN    RAILWAY    SYSTEM. 

The  Canadian  Pacific  Railway  is  essentially  self-contained  and  self- 
sustaining.  I  agree  with  my  colleagues  as  to  its  financially  strong 
position.  It  has  world-wide  commercial  strength.  As  a  result  of 
the  aid  and  privileges  extended  by  Government,  together  with  the 
prudence  and  progressiveness  of  its  management,  which  has  ex- 
extended  its  field  of  activity  over  nearly  all  Canada,  and  through  its 
steamship  lines  and  commercial  organizations  throughout  a  large  part 
of  the  world,  it  is  a  success. 

The  Canadian  Pacific  is  well  built,  well  maintained,  and  has  ade- 
quate terminals  and  equipment.  It  is  efficiently  operated.  It  is 
somewhat  at  a  disadvantage  in  crossing  the  mountains,  and  elsewhere 
it  has  gradients  that,  compared  with  more  recently  built  lines,  do 
not  make  for  as  good  trainload  and  operating  efficiency.  It  is 
assumed  that  the  Canadian  Pacific  wiU  make  improvements  as  the 
need  for  them  arises,  for  it  is  fidly  able  to  do  so. 

Accorded  reasonable  treatment  that  company  will  continue,  I  am 
sure,  to  give  good  service,  and  I  believe  the  best  interests  of  Canada 
wiU  be  served  by  continuing  the  present  status  of  the  Canadian  Pa- 
cific. The  introduction  of  Government  railway  competition,  which 
might  have  no  regard  for  investment  or  cost  of  operation,  would  be 
unfair  and,  in  the  tod,  would  react  disastrously  upon  the  Canadian 
people.  The  regulating  power  affords  to  the  people  of  Canada  ade- 
quate protection  in  the  matter  of  rates  and  services,  and  such  power 
should  likewise  protect  the  company. 

The,  Grand  Trwnk  System. — The  fortunes  of  the  Grand  Trimk  Rail- 
way Co.  are  bound  up  with  the  Grand  Trunk  Pacific.  It  stands  as 
guarantor  for  large  sums  of  monej^  invested  in  the  railway  and  has 
advanced  millions  from  its  own  resources  in  an  effort  to  develop  the 
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western  line  and  its  subsidiary  properties.  The  Grand  Trunk  Pa- 
cific Development  Co.  has  absorbed  many  millions  of  Grand  Trunk 
capital  without  definite  prospect  of  return,  and  to  the  Grand  Trunk 
Pacific  Branch  Lines  Co.  large  construction  advances  have  been 
made.  Not  only  is  the  Grand  Trxmk  committed  for  many  millions, 
but  the  Government  has  directly  invested  large  sums  of  money  in 
this  property  and  guarantees  other  large  sums,  the  total  of  which 
exceeds  $127,000,000. 

The  Grand  Trunk  Pacific  was  located  on  a  scale  that  would  do 
credit  to  any  single-track  line.  There  is  not  enough  business  to 
justify  such  an  outlay,  and  the  prospect  for  business  which  wiU  war- 
rant the  cost  seems  quite  remote.  For  long  distances  sections  of 
this  line  parallel  one  or  more  other  lines. 

That  part  of  the  Grand  Trunk  Pacific  lying  between  the  Rocky 
Mountains  and  the  Pacific  coast  is  in  a  country  which  appears  to 
have  abundant  natural  resources.  In  time  these  may  be  developed 
to  the  advantage  of  this  road. 

The  port  of  Prince  Rupert  is  suited  for  a  large  ocean  trafl&c,  which 
is  nonexistent.  The  development  of  Alaskan  trade  seems  to  present 
the  most  immediate  possibility  for  this  port  and  railway. 

The  road  west  of  Winnipeg  has  some  disadvantages  on  account  of 
expensive  trestles   and  instability  of  embankments.     It  has  good 
grades,  but  inadequate  terminals  at  important  places.     It  has  suffi-- 
cient  equipment  but  lacks  feeders. 

From  the  Rocky  Mountains  to  Winnipeg  the  presence  of  paraUel 
road  arises  a  question  as  to  whether  the  Grand  Trunk  Pacific  line  is 
not  the  best  adapted  by  location  and  physical  condition  to  handle 
the  trunk-line  traffic.  If  it  is  not  the  best,  then  the  disposition  of 
this  part  of  the  road,  with  its  branches,  naturally  depends  upon  its 
usefulness  as  a  road  serving  local  interests. 

From  Winnipeg  east  to  North  Bay  and  Port  Arthur  the  Trans- 
continental and  Grand  Trunk  Pacific  Railroads  together  can  give 
efiicient  service  as  a  connecting  link  between  the  railways  of  eastern 
and  western  Canada.  This  road  also  affords  a  good  fine  for  traffic 
moving  via  the  Great  Lakes.  In  fact,  it  is  probably  the  best  route 
of  any  for  hauling  bulk  commodities  at  low  costs. 

Officers  of  the  Grand  Trunk  Railway  Co.  claim  that  the  Govern- 
ment is  morally  bound  to  relieve  the  company  of  the  Grand  Trunk 
Pacific,  because  the  Government  is  responsible  for  the  failure  of  the 
project,  having  permitted  a  rival  company  to  enter  the  field.  The 
rival  line,  however,  has  been  constructed  at  a  lower  cost  per  mUe, 
and  manages  to  get  enough  traffic  to  pay  its  operating  expenses  and 
a  large  part  of  its  fixed'  charges,  which  can  not  be  said  of  the  Grand 
Trunk's  system  west  of  North  Bay.  I  feel  that  I  am  not  called  upon 
to  discuss  the  merits  of  the  Grand  Trunk's  claim  against  the  Gov- 
ernment. I  have  no  doubt  the  Government  has  observed  at  least 
the  letter  of  its  contract. 

Standing  alone,  with  efficient  operating  conditions  imposed,  there 
is  no  reason,  within  my  knowledge,  why  the  Grand  Trunk  Radway 
proper  should  not  become  a  profitable  operation.  It  occupies  a  good 
territory,  reaching  some  of  the  best  traffic  centers  in  the  United 
States  and  Canada,  and  has  American  connections  that  ought  to 
contribute  to  its  welfare.  The  company  needs  termmal  improve- 
ments in  cities  and  modem  equipment,  especially  locomotives. 
The  need  for  equipment  is  pressing  and  should  be  met. 
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The  Canadian  Northern  System. — The  lines  of  the  Canadian  North- 
ern, particularly  in  the  prairie  provinces,  appear  to  be  advanta- 
geously located  in  view  of  traffic  conditions.  Inspection  of  the 
property  brings  out  the  fact  that  this  road  was  built  with  proper 
regard  for  economy  and  the  creation  of  a  permanent  public-service 
utility. 

In  some  instances,  the  system  has  extended  its  lines  where  it  should 
have  obtained  a  traffic  interchange  agreement  or  the  joint  use  of 
facilities  instead,  at  least  imtil  the  traffic  had  grown  enough  to  justify 
further  expansion.  A  public  policy  intended  to  develop  and  serve 
the  country  as  a  whole,  at  the  lowest  cost,  would  have  enforced 
arrangements  which  would  have  obviated  the  needless  dupUcation  of 
facilities. 

The  line  from  Yellowhead  Pass  to  Vancouver,  in  part  at  least,  may 
be  unnecessary,  but  it  is  there  by  the  joint  action  or  government  and 
the  company.  The  character  and  capacity  of  this  line  through  the 
Fraser  River  Canyon,  where  it  is  alongside  the  Canadian  Pacific  for 
about  200  miles,  would  suggest  that  no  more  money  should  be  spent 
for  double-tracking  or  revising  grades  on  either  of  the  railroads  for 
years  to  come.  From  Yellowhead  Pass  to  Edmonton,  the  proximity 
of  the  Grand  Trunk  Pacific  places  two  lines  where  one  affords  abund- 
ant capacity. 

The  invasion  of  the  east  by  the  Canadian  Northern  now  appears  to 
have  been  unwise,  but  condemnation  thereof  must  be  tempered  with 
a  knowledge  of  the  conditions  which  forced  this  extension.  There 
was  a  pubhc  demand  for  railroads.  All  Canada  was  enthusiastic  over 
the  prospects  of  a  rapid  growth  in  wealth  and  population.  Railroads 
were  on  a  competitive  basis,  and  the  public  stood  ready  to  back  any 
new  railroad  enterprise,  since  that  meant  a  rival  carrier,  and,  inci- 
dentally, a  new  business  in  construction.  There  was  no  regulation 
which  enforced  cooperation  among  rival  lines.  The  Canadian  North- 
em,  seeking  to  expand  and  become  a  profit  earner,  quite  naturally 
desired  to  get  all  the  traffic  it  could,  and  to  hold  all  it  got  for  as  long 
a  haul  as  possible.  As  a  result,  it  undertook  to  do  what  appeared  to 
be  necessary  under  the  conditions  then  existing — that  is,  to  extend 
its  line  to  both  oceans. 

An  inspection  of  this  company's  property  shows  that  generally  it 
is  of  a  type  of  construction  well  suited  to  its  needs,  and  that  the  build- 
ers have  installed  it  at  a  cost  which,  by  comparison,  seems  small. 
Nowhere  was  there  evidence  of  waste  in  the  construction  work  itself. 
It  is  true  that  the  company  had  some  construction  under  way,  or 

flanned,  that  appeared  wasteful  because  unnecessary,  but  this  is  due, 
understand,  to  the  unregulated  competitive  system,  or  to  bargains 
with  public  authorities. 

The  building  of  expensive  terminals  in  cities  already  supplied  with 
adequate  facihties  anords  an  example  of  duplication  for  which  the 
public  must  eventually  pay.  However,  in  the  absence  of  restraint 
and  regulation  by  consistent  pubhc  authority,  it  is  difficult  to  de- 
termine how  the  company  could  have  avoided  this.' 

The  precarious  financial  situation  of  the  Canadian  Northern  is  due, 
in  part,  to  its  uncompleted  condition,  and  to  the  fact  that  needed 
capital  can  not  be  obtained  on  its  own  resources,  especially  during 
the  period  when  capital  is  so  greatly  in  demand  by  powerful  govern- 
ments.    This  system  is  not  at  present  able  to  earn  all  of  its  fixed 
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charges.  As  important  parts  of  the  system  have  but  recently 
emerged  from  the  construction  period,  it  would  be  truly  remarkable 
if  it  were  able  to  do  so.  It  does  earn  a  very  large  proportion  of  such 
charges,  and  probably  could  earn  all  of  them  but  for  the  burden  of 
eastern  extensions  and  dupUcations  that  have  been  placed  upon  it. 
Practically  all  commercial  enterprises,  and  particularly  railroads, 
must  go  through  a  development  period. 

The  Canadian  Northern  is  short  of  equipment.  With  the  return 
to  normal  conditions,  and  provided  with  the  capital  necessary  for 
equipment  and  for  additional  local  facilities,  this  road  can,  in  my 
judgment,  work  its  way  out  in  a  reasonable  time. 

REORGANIZATION. 

We  are  asked  to  make  suggestions  in  regard  to  "the  reorganization 
of  any  of  the  said  railway  systems  or  the  acquisition  thereof  by  the 
State;  and  in  the  latter  case,  the  most  effective  system  of  operation, 
whether  in  conjunction  with  the  Intercolonial  Railway  or  otherwise." 

The  first  practical  question  is,  therefore,  the  need  of  reorganization 
of  any  of  these  three  transcontinental  systems ;  the  second  is  whether 
they  should  be  acquired  by  the  State;  and  the  third  is  whether  the 
status  of  the  Intercolonial  can  be  changed;  and,  if  so,  can  the  road 
be  advantageously  grouped  with  either  of  the  three  systems. 

Ii.>  such  suggestions  as  I  shall  make,  I  am  influenced  by  consiidera- 
tion  of  the  pubhc  policy  as  evidenced  by  past  governmenta  acts. 
I  further  assume  that  the  existence  of  these  roads  through  the  direct 
aid  and  sanction  of  government  is  conclusive  evidence  of  the  fact 
that  the  people  really  desire  them.  That  they  were  built  in  advance 
of  their  need  for  ordinary  commercial  uses — a  fact  which  is  empha- 
sized by  the  present  abnormal  economic  situation — does  not  appear 
to  me  a  sufficient  reason  for  condemning  the  poHcy  of  national  de- 
velopment, or  the  wisdom  and  integrity  of  those  who  have  built  the 
roads  under  that  policy.  Neither  do  1  think  that  there  exists  any 
condition  to  warrant  taking  up  a  new  and  untried  public  policy,  which 
may  lead  to  greater  difficulties  than  those  which  are  now  faced. 

The  history  and  standing  of  the  Canadian  Pacific  Railway,  and  its 
public  service  as  a  carrier  to-day,  is  sufficient  assurance  that  it  does 
not  need  reorganization.  The  scope  of  its  business,  extending  to 
other  lands  by  steamships  and  commercial  connections,  and  the  con- 
trol of  many  thousand  miles  of  railroads  in  the  United  States,  would 
afford  sufficient  reasons,  if  none  other  existed,  for  dismissing  the  idea 
of  its  acquisition  by  the  State. 

So  much  of  the  Intercolonial  as  is  serviceable  to  the  Canadian 
Pacific  appears  to  be  now  used  by  it,  either  as  a  local  connection  or 
through  trackage  rights.  Moreover,  the  two  have  existed  separately 
for  many  years  as  competitors  and  no  new  reason  appears  why  the 
relations  of  the  Intercolonial  and  Canadian  Pacific  should  be  changed 
for  the  future,  unless  the  people  of  Canada  are  satisfied  that  better 
results  would  be  obtained  for  the  territory  served  by  the  Intercolonial 
if  it  were  in  the  hands  of  the  Canadian  Pacific. 

The  Grand  Trunk  Railway  Co.  has  stated  that  it  is  beyond  its 
power  to  assume  and  carry  the  obhgations  which  would  be  imposed 
upon  it  if  it  should  try  to  become  such  a  transcontinental  system  as 

100637— PT 12—17 17 


1354  INTERSTATE   AND  POEBIGN   TRANSPORTATION. 

the  plans  of  1903  contemplated.  The  company  has  not  attempted 
to  bring  about  the  organization  of  a  system  approximating  that  of 
the  Canadian  Pacific  or  even  the  Canadian  Northern,  nor  can  it  do  so. 

In  view  of  the  parent  company's  inabihty  to  carryout  its  origmal 
plans,  and  to  discharge  its  obhgation,  the  question  is,  What  disposition 
IS  to  be  made  of  the  various  roads  which  were  intended  to  be,  but  did 
not  become,  parts  of  one  operating  system  ? 

My  colleagues  have  recommended  that  the  stockholders  of  the  Grand 
Trunk  Railway  Co.  be  paid  an  annuity  which  is  to  be  a  "moderate  but 
substantial  portion  of  $3,600,000,  the  average  dividend  payment  for 
the  last  10  years."  This  recommendation  is  in  spite  of  the  facts  noted 
in  the  report  that  there  are  arrears  in  maintenance  which  require  the 
expenditure  of  twenty-one  millions  of  dollars,  and  that  the  company 
has  charged  to  capital  items  which  should  properly  have  been  charged 
against  income,  these  facts  indicating  that  there  have  been  some  divi- 
dends paid  which  have  not  been  earned.  Considering  this  situation 
and  also  the  obhgation  of  the  company  in  the  west,  I  am  not  im- 
pressed with  the  justice  of  paying  an  annuity  to  the  stockholders  in 
exchange  for  a  surrender  of  this  property.  I  also  woidd  be  liberal  to 
them,  but  I  would  ailow  them  to  keep  their  property  and  give  them 
a  chance  to  work  out  their  own  salvation.  To  that  end  I  would 
recommend  that  a  settlement  be  effected  between  the  Government 
and  the  Grand  Trunk  Railway  Co.  The  railway  can  not  carry  out 
its  part  of  the  contracts,  and  it  should  be  relieved  of  further  embar- 
rassment. On  the  other  hand,  the  stockholders  of  the  Gra,nd  Trunk 
Railway  should  be  required  to  curtail  or  forego  their  dividends  for 
the  present  and  the  entire  earnings  be  applied  to  the  rehabilitation 
of  the  road  through  a  term  of  years.  The  Government  "thus  gives  up 
a  present  claim  which  the  debtor  can  not  pay  anyway;  in  turn,  it  will 
enjoy  improved  and  extended  service  which  may  be  worth  far  more 
to  the  welfare  of  the  people.  I  should  also  give  the  Government  some 
claim  upon  the  future  earnings  of  the  Grand  Trunk,  so  that  it  may 
share  in  any  future  prosperity  which  this  action  makes  possible. 

Reorganization  of  the  Grand  Trunk  is  desirable  only  in  so  far  as 
it  shall  be  required  to  put  itself  in  shape  to  discharge  efficiently  its 
functions  as  a  carrier.  Whether  it  shall  retain  all  of  the  subsidiaries 
which  it  has  accumulated  through  the  past  50  years  depends  in  large 
measure  on  what  they  can  contribute  to  the  main  property.  Care- 
ful study  of  each  of  the  subsidiaries  will  lead  to  definite  conclusions 
from  the  standpoint  of  the  Grand  Trunk  and  its  future  welfare. 

What  the  Grand  Trunk  needs  most  of  all  is  to  be  reheved  upon 
equitable  terms  of  the  embarrassment  that  it  has  incurred  through 
the  failure  of  the  transcontinental  scheme.  The  acquisition  by  the 
State  of  the  Grand  Trunk  Railway  proper  presents  much  of  the  em- 
barrassment that  would  obtain  in  the  effort  to  acquire  the  Canadian 
Pacific,  for  here  also,  in  addition  to  the  question  of  equity  involved, 
there  is  the  problem  of  some  2,000  miles  of  railroad  owned  in  the 
United  States,  and  the  fact  that  the  Grand  Trunk's  principal  seapoi't  is 
in  the  United  States. 

The  investigation  of  the  Canadian  Northern  by  the  commission  has 
disclosed  evidence  of  skill  in  construction  and  efficiency  in  manage- 
ment, considering  the  means  and  equipment  available.  The  company 
even  now  earns  a  large  part  of  its  fixed  charges,  although  important 
parts  of  the  system  have  been  in  operation  for  but  a  year.     1  think 
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there  is  ample  justification  for  confidence  that  the  affairs  of  the  com- 
pany will  improve  with  the  return  of  normal  conditions.  I  see  no 
reason  for  a  change  of  management  or  a  reorganization,  excepting  as 
hereinafter  suggested. 

It  may  be  well  here  to  consider  the  relation  of  the  Intercolonial  to 
the  other  roads  and  the  possibility  of  operating  it  in  conjunction  with 
any  of  them.  We  have  shown  its  relation  to  the  Canadian  Pacific. 
The  main  line  of  the  Intercolonial  is  about  1,000  miles,  from  Montreal 
to  Halifax.  It  has  occupied  the  territory  for  50  years  and  has  become 
adapted  to  it.  There  are  apparently  no  operating  economies  avail- 
able by  combinmg  it  with  another  system  that  are  not  available  to 
it  alone.  Assuming  proper  regulation,  there  appears  toibe  no  traffic 
interchange  that  could  be  better  assured  by  merger.  I  am  informed 
that  the  maritime  Provinces  consider  the  use  of  the  Intercolonial  as 
a  right  to  which  they  are  entitled.  Moreover,  the  Government  has 
built  the  Transcontinental,  a  part  of  which  was  in  compliance  with 
plans  of  the  Grand  Trunk,  while  the  rest  of  it  is  so  placed  that  it  ought 
to  continue  to  be  operated  in  conjunction  with  the  Intercolonial. 
The  present  status  of  the  Intercolonial  and  the  eastern  part  of  the 
Transcontinental  should  be  continued  as  a  Government  operation. 
The  results  of  such  operation  should,  however,  be  reported  to  the 
people  of  Canada  in  exactly  the  same  form  as  is  required  from  other 
railroads.  ^And  these  roads  should  be  subject  to  the  same  reasonable 
regulation  as  is  exercised  over  all  other  railroads. 

Mention  might  be  made  here  of  the  railroad  that  the  Government 
is  building  from  the  Saskatchewan  River  to  Hudson  Bay.  The  object 
in  the  construction  of  this  road  has  been  stated  to  be  that  of  obtain- 
ing a  shorter  haul  from  the  western  Provinces  to  Europe.  The  bulk 
of  the  traffic  to  follow  this  route  must  necessarily  be  diverted  from 
the  roads  extending  from  Winnipeg  to  the  east,  so  that  the  project 
seems  to  be  an  instance  of  competitive  construction  which  can  not  be 
justified  in  this  case,  even  on  the  gromid  that  it  opens  up  new  ter- 
ritory. 

There  are  numerous  local  railway  projects,  within  provincial  limits, 
which  at  the  moment  seem  to  have  little  effect  upon  this  general  rail- 
road problem.  .Disposition  of  these  may  well  await  developments  as 
to  their  necessity  and  utility  when  they  assume  operation.  There  is 
little  that  can  be  said  just  now  as  to  their  probable  relation  to  the 
existing  means  of  transportation. 

The  Great  Lakes  and  the  St.  Lawrence  River  furnish  a  natural  route 
from  the  western  country  to  the  east  and  to  the  Atlantic  Ocean  for 
a  part  of  the  year.  Numerous  steamship  lines  between  Port  Arthur 
and  Georgian  Bay  or  the  lower  lakes  and  St.  Lawrence  River  ports 
afford  adequate  transportation  under  normal  conditions,  though  some- 
what affected  by  customs  requirements  and  other  factors.  In  view 
of  the  heavy  movement  of  grain  in  the  last  three  months  of  naviga- 
tion, regulations  governing  shipping  should  be  as  favorable  as  prac- 
ticable, for  the  hauling  of  grain  over  the  long  distances  to  the  eastern 
seaboard  by  an  all-rail  route  involves  a  problem  in  car  supply  and 
cost  which  renders  such  a  haul  improfitable  for  rail  lines. 

The  success  of  the  Canadian  Pacific  steamship  lines  has  led  to  the 
suggestion  by  some  that  the  other  railroads  ought  also  to  estabhsh 
steamship  lines.  I  do  not  believe  that  this  success  was  primarily  due 
to  the  railroad  ownership  of  the  ships.     Temporarily  the  war  seems 
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to  have  put  a  stop  to  plans  for  railroad-owned  steamships.  If  at  the 
close  of  the  war  it  is  to  be  tried  again  it  would  seem  advisable  first 
to  ascertain  whether  other  ships  can  not  be  induced  to  schedule  sail- 
ings before  railroads  incur  the  responsibility  of  making  additional  in- 
vestment in  ships.  There  are  ships  running  in  regular  postal  routes 
with  subventions.  Perhaps  the  Government  might  well  require,  in 
connection  with  its  subventions,  that  ships  give  equal  service  to  the 
railroads  without  discrimination  among  them,  thus  removing  another 
ca,xL&e  for  the  employment  of  duplicate  facilities. 

In  visiting  the  various  ports  I  was  impressed  with  the  facilities 
installed  and  being  installed.  At  Halifax,  particularly,  important 
works  were  actively  under  way,  necessitated,  I  believe,  by  the  over- 
seas traffic  for  war  purposes.  It  is  likely  that  the  future  develop- 
ment of  steamship  terminals  in  connection  with  railroads  wiU  be 
difficult  to  fix  until  normal  conditions  resume.  Meanwhile  the  Atlan- 
tic seaports  are  so  much  involved  in  the  emergencies  of  war  as  to 
place  them  beyond  the  scope  of  this  inquiry.  In  any  event  such 
works  of  harbor  improvement  and  development  as  are  the  result  of 
war  measures  will  be  there  at  the  close  of  the  war  as  a  foundation 
for  what  the  future  may  hold. 

I  am  unable  to  join  my  colleagues  in  their  recommendations.  They 
propose  that  practically  all  of  the  railways  in  Canada,  except  the 
Canadian  Pacific  and  the  American  lines,  shall  be  turne^  over  to  a 
corporation  to  be  managed  by  a  board  of  trustees  appointed  by  the 
Government.  They  insist  that  this  board  is  to  be  permanent  and 
self-perpetuating.  I  do  not  know  by  what  means  one  Parliament 
can  bind  its  successors  to  a  given  policy,  especially  in  so  simple  a 
matter  as  changing  the  organization  of  a  Government  board.  My 
friends  seek  to  avoid  Government  ownership  and  operation — in  fact, 
condemn  it  as  inadvisable — but  propose  a  plan  which  contains  so 
many  elements  of  danger  in  the  direction  which  is  sought  to  be 
avoided  that  I  am  unable  to  join  them. 

Their  plan  would  add  about  a  billion  dollars  to  the  direct  debt  of 
Canada.  The  interest  on  this  is  about  forty  millions,  adding  very 
largely  to  Government  expenses.  Judging  from  the  experience  Can- 
ada has  had  with  its  Government  railways,  it  is  fair  to  assume  that 
this  would  remain  a  permanent  burden.  Operated  by  private  com- 
panies, this  interest  would  ultimately  be  borne  by  the  companies 
without  recourse  to  the  Government  funds  and  at  the  same  cost  of 
service  to  railway  patrons  as  would  obtain  under  Government  oper- 
ation. 

Their  plan  also  leaves  out  some  of  the  railways.  This  is  unfair  to 
the  investors  whose  property  is  to  be  subjected  to  Government  com- 
petition. It  also  discriminates  in  the  method  by  which  the  respec- 
tive properties  are  to  be  acquired.  I  can  not  approve  the  proposed 
centralization  of  control.  There  are  problems  local  to  separate 
regions  which  often  require  prompt  action  and  cooperation  between 
the  railroads  and  the  people  served.  There  is  a  need  everywhere 
for  that  prompt  and  eflicient  service  which  can  come  only  from  a 
knowledge  of  local  conditions  and  responsibility  for  meeting  them. 
I  can  not  believe  that  centralization,  remote  responsibility  and  con- 
trol, will  insure  good  service  to  the  people  of  Canada. 

The  recommendation  creates  a  Dominion  Railways  Co.,  owned  by 
the  Dominion  Government,  to  take  over  those  roads.     There  are 
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about  7,000  miles  in  the  United  States  controlled  by  Canadian  com- 
panies. The  Canadian  railways  depend  for  no  inconsiderable  por- 
tion of  their  revenue  on  United  States  traffic.  A  fundamental  de- 
fect of  the  plan,  therefore,  is  in  placing  the  Govermnent  in  the  railroad 
buskiess,  not  only  in  Canada,  but  also  in  operatuig  railroads  in  the 
United  States  subject  to  both  Federal  and  State  regulation. 

Through  private  railway  management  Canada  has  obtained  about 
1  mile  of  railroad  for  each  130,000  of  Goverimient  aid  of  guarantees, 
which  is  but  a  fraction  of  the  cost  of  Govermnent  railroad  under- 
takings. In  some  instances  a  large  proportion  of  the  aid  was  in  land, 
the  value  of  which  was  produced  by  the  building  of  the  railroad  and 
the  settlement  thereby  made  possible.  Compared  with  the  total 
outlay  involved  in  producing  railroads  by  the  Government  for  itself, 
as,  for  instance,  the  case  of  the  Intercolonial  or  the  Transcontinental, 
from  three  to  six  times  that  amount  have  been  used  to  realize  equal 
results.  This  shows  distinctly  the  value  of  enlisting  and  retaining 
private  enterprise. 

THE    OBVIOUS    REMEDY. 

Let  us  review  the  salient  facts  concerning  each  company; 

The  Canadian  Pacific  is  amply  able  to  take  care  of  itself.  It  can 
and  does  provide  competition  with  the  other  railroads.  In  order  to 
be  most  serviceable  to  Canada,  it  should  be  continued,  subject  only 
to  such  equitable  regulation  as  is  accorded  to  all  lines. 

The  Grand  Trunk  succeeded  in  the  east  and  failed  in  the  west. 
The  Canadian  Northern  succeeded  in  the  west  and  was  jeopardized 
by  its  eastern  expansion. 

There  is  extensive  duplication  of  lines  in  the  west;  the  unsuccess- 
ful Grand  Trunk  Pacific  lines  are  found  among  the  successful  Cana- 
dian Northern  lines.  Pubhc  policy  demands  the  unification  of  these 
lines,  for  great  economies  could  be  thereby  accomplished. 

There  is  extensive  dupUcation  in  the  east — the  new  Canadian 
Northern  lines  among  the  older  lines  of  the  Grand  Tnink  proper. 
Great  economies  in  proposed  investment  and  operating  expenses 
await  the  joint  working  of  these  properties. 

There  is  wasteful  duphcation  in  the  connecting  region  between 
North  Bay  and  Winnipeg,  where  the  Canadian  Northern  lin(5  parallels 
the  Government  hne.  Economy  awaits  the  joint  working  of  these 
lines. 

Consideration  of  all  phases  of  the  problem  leads  me  to  recommend 
the  following  remedies  for  the  existing  situation ; 

Let  the  Canadian  Pacific  alone ;  let  the  Grand  Trunk  operate  the 
eastern  lines  now  held  by  that  company  and  the  Canadian  Northern ; 
let  the  Canadian  Northern  operate  the  western  lines  now  held  by 
that  company  and  the  Grand  Trunk  Pacific  system ;  let  the  Govern- 
ment operate  the  connections  or  procure  their  operation  by  private 
companies;  all  of  which  should  be  done  under  arrangements  that 
are  equitable  and  yet  look  to  the  not  distant  day  when  the  country 
wUl  have  survived  the  war  and  resimied  its  prosperous  growth. 

There  may  be  several  ways  by  which  this  can  be  brought  about, 
but  the  one  that  has  appealed  to  me  is  that  which  seems  to  be  the 
least  disturbing  of  values  and  credit  and  involves  no  untried  schemes 
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or  protracted  disputes.     Therefore  I  beg  to  make  the  foUowing  sug- 
gestions: .    . 

1.  Amend  the  regulating  policy  so  that  the  railway  comro.ission 
may  have  jurisdiction  over  all  railroads  in  the  matter  of  maximum 
and  minimum  rates,  the  issuance  of  securities,  the  building  of  new 
railways,  or  the  extension  of  lines,  and  other  matters  properly  withm 
the  scope  of  governmental  supervision. 

2.  Create  a  board  of  trustees,  consisting  of  two  Government  offi- 
cials and  three  private  citizens,  to  act  for  the  Government  in  the 
matters  hereinafter  proposed. 

3.  Reheve  the  Grand  Trunk  Eailway  Co.  of  its  obligation  to  lease 
the  Transcontmental  and  require  the  company  to  relmquish  all 
claims  upon  the  Transcontinental;  require  it  to  lease  to  the  board 
of  trustees  the  Grand  Trunk  Pacific  railroad  properties  at  a  rental 
amounting  to  the  net  annual  fixed  charges;  require  it  also  to  take 
under  lease  the  Canadian  Northern  properties  east  of  North  Bay 
and  Parrv  Soimd  and  pay  as  a  rental  the  net  fixed  charges  on  those 
properties.  The  time  of  the  lease  should  be  for  21  years.  The 
Grand  Trunk's  investments  other  than  railroad  in  the  West  may 
be  disposed  of  by  the  company  as  it  may  elect  and  in  accordance 
with  its  best  interests. 

4.  Eequire  the  Canadian  Northern  Railway  Co.  to  confine  its 
operation  to  the  field  west  of  Winnipeg.  Relieve  it  of  the  line  east 
of  Winnipeg  by  leasing  for  21  years  to  the  governmental  board  of 
trustees  at  a  rental  of  the  net  annual  fixed  charges.  Require  it  to 
take  a  lease  of,  and  to  operate  for  Che  same  period  the  Grand  Trunk 
Pacific  Railway  and  its  branch  lines,  paying  as  rental  the  net  annual 
Used  charges  upon  those  properties;  except  that  imtil  seven  years 
after  the  end  of  the  war  they  shall  have  the  immimity  that  was 
promised  the  Grand  Trunk  Pacific  for  a  period  of  seven  years  after 
construction  and  that  they  shall  not  be  required  to  assume  any  of 
the  extraneous  investments  of  the  Grand  Trunk  system  ui  the  West. 

5.  Lease  the  lines  between  North  Bay  and  Winnipeg  (except  the 
Canadian  Pacific's)  for  a  term  of  21  years  to  either  the  Canadian 
Northern  or  the  Grand  Trunk  (or  in  the  event  neither  applies,  to 
any  other  qualified  company),  requiring  the  lessee  to  furnish  the 
necessary  capital  for  new  equipment  and  to  maintain  and  operate 
the  lines  on  the  best  terms  that  can  be  made;  terms  that  would  give 
the  best  service  needed  at  lowest  cost  to  the  Government  being 
regarded  as  best.  Either  the  Government  or  the  lessee  should  build 
a  connecting  line  of  about  30  miles  near  Long  Lake,  Ontario,  to  pro- 
tect the  better  working  of  the  two  lines. 

6.  The  Government  and  companies  should  have  the  option  of 
terminating,  after  10  years,  any  of  the  leases  upon  equitable  terms. 

The  foregoing  recommendations  are  made  with  a  view  to  obtaia- 
ing  for  Canada  a  maximum  of  efficiency  at  a  minimum  outlay. 
The  continuance  of  Government  aid,  to  some  of  the  railroads  at 
least,  will  be  necessary  under  any  plan.  The  plan  herein  proposed 
seeks  to  reduce  this  to  the  lowest  possible  point  and  to  centralize 
it  upon  those  parts  of  the  existing  lines  which  are  not  self-supporting, 
and  which,  in  the  nature  of  thiags,  can  not  be  self-supporting  for 
years.  These  connecting  links,  "bridges,"  as  they  have  been  called, 
exists,  it  seems  to  me,  as  a  result  of  that  public  policy  which  has 
been  discussed  at  some  length.     The  Government  may  well  afiford 
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to  take  them  over  and  maintain  them  as  necessary  parts  of  the 
public  investment  in  the  coimtry's  development.  They  are  not  of 
sufficient  importance  to  bring  about  those  dangers  inherent  in  Gov- 
ernment operation  of  this  kind  on  a  large  scale,  and  holding  them 
will  not  endanger  private  enterprise.  It  may  be  necessary  in  work- 
ing out  this  plan  to  grant  some  additional  and  temporary  aid  to  the 
Canadian  Northern,  and  it  will  be  necessary  to  effect  some  compro- 
mise with  the  Grand  Trunk  Railway  Co.  which  will  enable  this 
company  to  continue.  Aid  should  be  extended  upon  the  recom- 
mendation of  the  board  of  trustees,  who  should  be  charged  with 
the  duty  of  investigating  the  need  of  and  approving  the  aid  to  be 
rendered  by  the  Government;  they  should  also  see  that  the  Govern- 
ment receives  for  that  aid  such  security  as  will  give  it  a  reversion 
in  case  of  default. 

The  recommendations  here  submitted  are  to  be  considered  as  a 
general  outline  of  what  appears  to  be  a  fair  solution  of  the  trans- 
portation problem.  Enabling  legislation  will  bs  required  in  any  case, 
and  I  reahze  that  there  are  many  technical  and  legal  questions  which 
will  require  careful  attention  at  expert  hands.  If  the  general  plan 
is  adopted,  my  thought  is  that  the  board  of  trustees  which  I  have 
suggested  be  charged  with  the  duty  of  acting  for  the  Government 
in  all  matters  requiring  new  contracts,  and  shall  protect  the  interest 
of  the  Government  in  every  way  while  leasing,  operating,  or  financing 
the  property  imder  their  care  to  the  best  advantage,  due  considera- 
tion bemg  given  to  the  rights  of  the  other  parties  at  interest. 

If  for  any  reason  it  should  prove  inexpedient  to  carry  out  the 
foregoing  suggestions  and  if  the  Government  should  find  it  wise  or 
necessary  to  possess  itself  of  and  to  hold  any  considerable  part  of 
the  railway  properties,  I  should  recommend  as  an  alternative  plan 
the  formation  of  a  private  company  to  take  over  other  operations 
of  those  properties  either  as  a  whole  or  in  groups.  Even  where  a 
road  does  not  earn  its  fixed  charges  the  Government  could  profit  in 
the  long  run  by  making  the  terms  of  an  operating  lease  sufficiently 
attractive  to  induce  private  enterprise  to  undertake  its  management. 
The  terms  of  the  contracts  would  naturally  depend  upon  the  extent 
of  the  property  and  the  prospect  of  earnings,  but  they  could  be  so 
drawn  as  to  prove  attractive  to  private  capital  and  at  the  same 
time  reheve  the  Government  of  the  expense  and  embarrassment  of 
Government  operation.  Such  contracts  might  be  based  upon  a 
profit-sharing  plan  on  a  fair  basis,  which  would  leave  the  company 
a  hope  of  reward  commensurate  with  its  efforts  and  give  the  public 
also  a  share  in  the  prosperity  which  they  must  help  to  create. 

I  should  like  to  add  one  other  thought.  The  railways  of  Canada 
are  in  desperate  need  of  equipment.  Whatever  decision  is  made 
with  reference  to  the  railways,  the  transportation  problem  is  now 
acute  in  so  far  as  equipment  is  concerned.  I  would  therefore 
recommend  that  the  Government  undertake  at  once  to  provide  an 
ample  supply  of  freight  cars  and  locomotives  against  immediate 
and  imperative  needs.  These  cars  and  engines  may  be  had,  if 
desired,  under  trust  agreements.  It  will  be  a  simple  matter  to  turn 
these  cars  and  engines  over  to  the  operating  companies  under  lease 
or  contract  of  purchase  which  may  be  exercised  when  conditions  are 
more  nearly  normal. 
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Concluding,  I  would  be  loath  to  suggest  recourse  to  any  radical 
changes  in  the  donaestic  policy  of  the  Dominion  of  Canada  in  this 
time  of  war  and  stress.  Remedial  measures  are  often  more  effica- 
cious than  revolutionary  ones  and  more  equitable.  I  have  been 
impressed  by  the  seriousness  of  your  transportation  problem  and 
in  sincerity  express  my  belief  that  the  problem  can  be  successfully 
and  satisfactorily  remedied  by  just  and  mutual  recognition  of  diffi- 
culties and  fuU  and  free  cooperation  between  the  Government  and 
the  railroads.  Fair  and  broad  treatment  of  the  question  wiU,  I  am 
convinced,  bring  capital  and  personal  genius  commensurate  with  the 
exigencies  of  the  present  situation  and  capable  of  developing  a 
happy  solution.  I  believe  that  the  best  results  hitherto  have  been 
obtained  by  the  efficiency  and  economy  of  private  initiative,  energy, 
and  capital.  It  is  no  longer  assumed  that  the  self-interest  of  the 
railroad  investor  and  operator  is  antagonistic  to  the  interest  of  the 
pubhc;  rather,  we  have  all  learned,  governments  and  corporations 
ahke,  that  the  two  are  inseparately  linked  and  must  stand  or  fall 
together.  Upon  these  fundamental  truths  I  base  my  firm  convic- 
tion that  the  brightest  outlook  for  the  future  of  your  great  Dominion 
can  be  assured  through  the  extension  of  private  railroad  enterprises. 
The  hope  of  honor  and  the  reward  of  public  approval  must  be  open 
to  human  kind  to  get  the  best  results  from  human  endeavor. 

'Facing  the  urgency  of  the  need,  considering  the  part  which  the 
Government  has  taken  and  the  responsibility  which  it  shares,  and 
keenly  alive  to  the  magnitude  and  the  importance  of  the  tasks  now 
placed  upon  the  railroads  and  the  greater  tasks  which  they  wiU 
face,  I  see  no  safe  alternative  but  the  Government  shall  continue, 
with  discrimination  and  resort  to  all  available  safeguards  and  under 
a  pohcy  of  proper  regulation  and  cooperation  of  effort,  to  aid  the 
necessitous  raUroads  of  the  Dominion  until  such  time,  which  I  hope 
and  beheve  wiU  not  be  far  distant,  when  these  wiU  become  self- 
supporting  and  the  problem  wiU  be  solved. 

Respectfully  submitted. 

A.  H.  Smith. 

New  York,  April  25,  1917. 
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Beginnings  of,  W.  M.  Acworth 1105 

Service  of,  A.  P.  Thom 327,  328 

Bartol,  George  E.  (Philadelphia  Bourse),  brief  on  regulation  of  railroads.  ...  16 

Basing  points,  discussion  of,  R.  S.  Lovett 832,  833,  834 

Bavaria: 

Railways,  ownership,  W.  M.  Acworth 1106 

Belgium: 

Railroad  conditions  in,  W.  M.  Acworth 1143, 1144, 1258-1261 

State  ownership  of  railroads,  W.  M.  Acworth 1105, 1106, 1123 

Bismarck,  Prince  Otto  Von: 

Plans,  W.  M.  Acworth 1138 

Railways,  nationalizing  of,  W.  M.  Acworth 1106, 1107 

Keuedict,  Albert  T.  (Western  Union  Telegraph  Co.),  testimony 35-36 

Bethlehem  Steel  Works,  addition  to,  W.  A.  Cullop 364 

Bondholders,  rights  of,  A.  P.  Thom 173, 174 

Bonds.     See  Stocks  and  bonds. 
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Boston  &  Maine  Railroad;  Page. 

Capitalization  of,  M.  P.  Knowlton 1047 

Charters,  M.  P.  Knowlton " '        iQ4g 

Deficit,  M.  P.  Knowlton ' ' " '        io57 

Investigation  of,  Max  Thelen "  "  "557  559-560 

Reorganization,  M.  P.  Knowlton '       io57 

Violation  of  statute,  M.  P.  Knowlton " '     '   io50 

Boston  Chamber  of  Commerce,  favors  Federal  regulation  of  railroads,  A.  L. 
Hathaway '...'...  15 

Boston  Railroad  Holding  Co. : 

Incorporation,  M.  P.  Knowlton IO47 

Stock  of  Boston  &■  Maine  Railroad  owned  by,  M.  P.  Knowlton 1057-1058 

Bradley,  Justice: 

California  v.  Pacific  Railroad,  opinion 136, 140,  262-263,  266-267 

Railroad  Company  v.  Peniston,  opinion 138,  265-266 

Taxation  of  railroads,  opinion 303^  451  452 

Brandegee,  Hon.  Frank  B.  (Senator  from  Connecticut): 
Interrogation  of — 

J.  L.  Bristow 27 

Max  Thelen 423,  437,  446 

A.  P.  Thorn 36,  40,  182,  411^15,  420 

Member  of  committee 4 

Remarks  relative  to  testimony 28,  36,  40,  446 

Brewer,  Justice: 

Opinion  on  Texas  &  Pacific  Railway  Co. ,  Max  Thelen 445 

Rates — 

Fixing  of,  powers  of  Congress 448,  449 

Reasonable 321 

Brimstone  Railroad  &  Canal  Co.,  earnings  of,  S.  W.  Brookhart 608 

Bristow,  Hon.  Joseph  L.: 

Chairman  National  Association  Railway  Commissioners 25, 421 

Remarks 13,  14,  15,  26-27,  92,  796 

Brookhart,  Smith  W.  (State  Railway  Commission  of  Iowa): 

Testimony 582-612 

Adamson  eight-hour  law 610-611 

Advance-rate  cases 586,  587,  589,  593,  603, 607, 609,  612 

Advanced  rates : ' 584^585,  586-587 

Average  haul  of  railways 602,  604 

Brimstone  Raihoad  &  Canal  Co.,  earnings  of 608 

Burlington  Railroad,  land  values 594 

Capitalizing  unearned  increment 593,  594 

Charts  showing  prices  and  yields  on  stocks  and  bonds 590-591 

Credit,  impairment  of 592 

Earnings  of  railroads  on  common  stock 606-610 

Freight  density,  comparison  of  American  and  German 603-604 

Freight  rates,  comparison  of  American  and  German 601,  604 

German  railroads 599-605 

Government  credit 583-584,  585,  588,  589 

Government  ownership — 

Claims  of  opponents 585,  597 

Economy  under 583,  597 

Favorable  to 583 

Versus  private  ownership 593,  595,  605,  606, 610 

Iron  and  steel,  fluctuation  in  prices,  chart  from  Iron  Age 598 

Land  values 594 

Local  waste  in  New  York  City 595 

Minnesota  rate  case 593,  603 

Railroad  credit — 

Comparison  with  Government  credit 588-589 

Defense  of 586 

Reference  to  Mr.  Bryan 's  statement 611 

References  to  Mr.  Thom's  argument 586-587,  588,  592-593 

References  to  Railway  Age  Gazette 585-586,  597,  600,  601,  602 

Salaries  of  railroad  officials  and  employees 597-598 

Steel  rails,  estimate  on 596 

Stockholders,  returns  on  investments 593 

Stocks  and  bonds  of  railroads  compared  with  Government  securities 592 
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Brookhart,  Smith  W.— Continued.  Page- 
Terminal  expense,  comparison  of  American  and  German 603,  611 

Wages,  comparison  of  American  and  German 601-602, 603 

Waste  of  competition 595 

Brownsville  Railroad.    See  St.  Louis,  Brownsville  &  Mexico  Railroad. 
Bryan,  William  Jennings: 

Testimony 457-488 

Capitalization  of  railroads 475, 478 

Congress,  influence  of  railroads  on 467, 486 

Dividends,  earning  of 488 

Elkins  law,  reference  to 487 

Government  regulations  and  control  of  railroads,  objections  to 457, 

465^66,  468,  474 

National  remedies  added  to  State  remedies 472, 475, 479, 482, 484, 485 

Railroad  regulation — 

National 457, 486 

State 470,471 

Rebates,  disadvantages  of 487 

Reference  to 1147, 1148 

Stocks  and  bonds,  issuance  of. 474, 476 

Valuation  of  railroads  necessary 477, 478 

Bryson,  Joseph  F.  (general  counsel,  Missouri,  Kansas  &  Texas  Railroad), 

member  of  law  committee 412 

Buckland,  E.  G.  (vice  president  and  general  counsel.  New  York,  New  Haven 

&  Hartford  Railroad),  member  of  law  committee 412 

Bulgaria: 

Railroads,  ownership  of ,  W.  M.  Acworth 1105 

Bunn,  C.  W.  (general  counsel.  Northern  Pacific  Railroad),  member  of  law 

committee 412 

Burke,  W.  B.  (Charleston,  Miss.),  representing  Southern  Hardware  TrafHc 

Association 24 

Burlington  Railroad,  land  values,  S.  W.  Brookhart 594 

Busby,  Hon.  W.  G.  (chairman.  Public  Utilities  Commission  of  Missouri), 

member  National  Association  of  Railway  Commissioners 421 

Bush,  B.  F.  (Missouri  Pacific  Railroad),  member  of  railroad  executives'  com- 
mittee   28 

Butler,  Rush  C.  (Chicago  Association  of  Commerce),  remarks  relative  to  wit- 
nesses  _ 25 

C. 
California: 

Investments  under  public  regulation,  Max  Thelen 539, 556 

Public-utilities  act.  Max  Thelen 541-542 

Public  utilities  and  the  railroads.  Max  Thelen 556-557 

Railroad  commission — 

R.  S.  Lovett 720 

Max  Thelen 536,  538, 539, 540, 545 

Railroad  construction,  Julius  Kruttschnitt •_ . .  945-946 

Railroad  systems,  Max  Thelen 533,  540,  541-546 

California  v.  Pacific  Railroad,  opinion,  Justice  Bradley 136, 140,  262-263,  266-267 

Canada: 

y<Building  and  ojjerating  raiboads,  W.  M.  Acworth 1148, 1149- 

t^T-C-A, Railroad  administration  in,  W.  M.  Acworth 1182 

'-Railroads  of,  E.  L.  Hamilton 416 

Railways  and  transportation,  report  of  Royal  Commission 1263-1360 

Canadian  industrial  disputes  investigation  act,  operation  of,  Julius  Krutt- 
schnitt   939-940,  948, 949, 997, 1014-1016 

Canadian  Northern  Railroad,  W.  M.  Acworth 1148 

Candler,  Hon.  C.  M.  (chairman  Railway  Commission  of  Georgia): 

Member  National  Association  Railway  Commissioners 421 

Mentioned  as  witness 25- 

Capitalization  of  railroads: 

Boston  &  Maine  Railroad,  M.  P.  Knowlton 1047 

Views  of — 

S.  W.  Brookhart 593, 594 

W.  J.  Bryan 474, 475, 478 
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Capitalization  of  railroads — Continued. 

Views  of — Continued.  .  Page. 

S.  H.  Cowan. g32 

Julius  Kruttschnitt 92^ 

F.  G.  Newlajnds 124, 132, 149-i52,  i54,"i55,"i59, 161, 270 

R.  S.  Lovett .• 659,  660,  667, 686,  878, 879 

Max  Thelen 553-554 

A.  P.  Thorn 63-69, 72-74, 191,  244, 245,  308-316,' 355," 356,'378-382,  385 

See  also  Credit;  Dividends;  Securities;  Stocks  and  bonds. 

Car-service  rules,  Julius  Kruttschnitt 1032  1033  1040 

Carriers: 

Burdens  imposed  on,  Julius  KJruttschnitt 892-896 

Commission  to  consider  incorporation  of,  F.  G.  Newlands 133 

Inquiry  relative  to jO 

See  also  National  incorporation  of  railroads;  Railroads;  Transportation 
facilities. 
Cars: 

Average  movement,  Daniel  Willard 308 

Capacity  of,  Julius  Kruttschnitt 1028, 1029, 1030 

Shortage  in — 

W.  M.  Acworth 1123, 1169, 1170 

S.  H.  Cowan 625,  626 

Julius  Kruttschnitt 924-925, 1027-1040, 1042 

R.  S.  Lovett 772-774 

A.  P.  Thorn 78 

Sleeping,  R.  S.  Lovett 848 

Supply  of,  railroads  derelict  in.  Max  Thelen 422 

Car}',  Graddy  (Southern  Cattlemen's  Organization),  mentioned  as  witness...  20 

Central  Pacific  Railway  Co. : 

Incorporation  of,  llax  Thelen 441 

Opinion 141 

Central  States  Conference  on   Rail  and  Water  Transportation,   President 

Wilson  indorsed  by 780 

Certificate  of  incorporation 159-160 

Charters : 

Effected  by  national  incorporation  of  railroads,  R.  S.  Lovett 747 

Boston  &  Maine  Railroad,  M.  P.  Knowlton 1048 

Federal- 
Compulsory,  M.  P.  Knowlton 1062 

Discussion  by — 

R.  S.  Lovett 804,  805,  806,  808 

Max  Thelen 530 

Necessity  for,  A.  P.  Ramstedt 616 

Not  to  affect  bonded  indebtedness,  A.  P.  Thom 398,  399 

System  for,  A.  P.  Thom 194,195,196 

State — 

Amendment  by  Congress,  A.  P.  Thom 99-102 

Grants  from  adjoining  States,  A.  P.  Thom .' 166 

Limitations,  A.  P.  Thom 172 

Power  to  repeal,  R.  S.  Lovett 691,692,744,745,746 

Charts: 

Disposition  of  each  dollar  and  gross  receipts 914 

Dividends,  comparison  of 898 

Earnings  and  operating  expenses,  Julius  Kruttschnitt 907 

Funded  debt  outstanding  classified  by  rate  of  interest,  Julius  Krutt- 
schnitt   919 

Gross  receipts  of  railways,  disposition,  Julius  Kruttschnitt 914 

Mileage,  increases  in,  Julius  Kruttschnitt 922 

Prices  for  materials  used  in  operations 906 

Relative  prices  and  amounts  purchasable  with  $1 903 

Selling  prices  and  freight  rates 902 

( hesapeake  &  Ohio  Railroad ,  incorporation  in  Virginia,  A .  P.  Thom 172 

(hicago  &  Alton  Railway  Co.: 

Fmancial  transactions 571 

Investigation  of.  Max  Thelen 549-552 
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Chicago,  Milwaukee  &  St.  Paul  Railroad;  ^^se- 

Income  available  for  dividends,  Max  Thelen 423 

Investigation  of  accounts,  Max  Thelen 560-561 

('hicago,  Rock  Island  &  Pacific  Railway  Co.,  financial  transactions 562,  563-579 

Choctaw,  Oklahoma  &  Gulf  Railroad  Co.,  financial  transactions 573 

Clark,  "W.  A.  (ex-Senator),  railroads,  ownership  of.' 656,  657 

Clayton  Act,  references  to; 

Julius  Kruttschnitt 897 

R.  S.  Lovett 676 

A .  P.  Thorn 217,  218,  219 

Clemenceau,  M.  (prime  minister  of  France),  national  incorporation  of  rail- 
roads, W.  M.  Acworth 1117,1118,1119 

Cleveland  and  Powell,  Railroad  Finance  (extract) 52-53 

Club  houses,  Union  Pacific  Railroad,  R.  S.  Lovett 851 

Coal,  cost  of: 

Julius  Kruttschnitt 1004 

R.  S.  Lovett 839 

Colson,  Monsieur,  French  authority,  quoted,  W.  M.  Acworth 1129,1130 

Commerce:  • 

National  regulation,  A.  P.  Thom 176 

Regulation  by  State  and  Nation,  F.  G.  Newlands 143,  516 

See  also  Interstate  commerce. 

Commerce  clause  of  the  Constitution,  effects  of,  W.  C.  Adamson 188-189 

Committee  of  executives,  number  forming,  R.  S.  Lovett '. 758,  759 

Committee  on  real  preparedness,  favors  Government  ownership  and  operation 

of  railroads 18 

Commons,  Prof.  John  R. ,  appearance  as  witness 28 

Competition,  railroad : 
Views  of — 

W.  M.  Acworth 1115, 1116, 1179, 1183 

S.  W.  Brookhart 595 

R.  S.  Lovett 854 

A.  P.  Thom 109-110,  393 

Compulsory  arbitration,  views  on: 

Julius  Kruttschnitt 989-994 

R.  S.  Lovett ■ 677,  678 

Compulsory  investigation,  views  on,  Julius  Kruttschnitt 989,  990,  993,  994 

Congestion  of  railroads,  W.  M.  Acworth 1166, 1167 

See  also  Shortage  in  cars. 
Congress : 

Attitude  toward  State's  rights,  A.  P.  Thom 187 

Constitutional  ptfwers — 

M.  P.  Knowlton 1051, 1052, 1053, 1054, 1064 

R.  S.  Lovett 806 

P.  G.  Newlands 250 

Max  Thelen 444 

^.P.  Thom ;  173-174 

Influence  of  railroads  on,  W.  J.  Bryan 467, 486 

Interstate  commerce,  regulation — 

W.  C.  Adamson 184  135 

R.  S.  Lovett 748*  749 

A.  P.  Thom ; . ; . .  18.1]  185 

Railroads,  consolidation  of 753,  754,  758,  767,  768 

Possible  through  power  over  post  roads.  Max  Thelen 449 

Possible  under  military  power,  Max  Thelen 449 

Rate  regulation — 
Powers  over — 

R.  S.  Lovett 809 

Max;  Thelen 443  449 

Under  commerce  clause,  no  power  for,  Max  Thelen '449 

Rates,  powers  to  fix — 

Justice  Brewer 448  449 

R.  S.  Lovett 729  343'  844 

Regulation  of  property  subject  to,  A.  P.  Thom '."."....'. '  174-175 

Relation  to  Interstate  Commerce  Commission — 

S.  H.  Cowan g22 

R.  8.  Lovett '  _  ijij  yi8 

Sta,te  lfl"ws    nmsrpr  tr,  r<^r»otil      A     P    TVi^m  '  ai  a 
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Congress — Continued.  Page. 

State's  rights,  attitude  toward,  A.  P.  Thorn i 187 

Wages,  powers  to  fix,  R.  S.  Lovett "  _'  729  730 

Waterways,  power?  over,  F.  G.  Newlands 507,  5O8,  509'  510 

See  also  Federal  Government.  '       '       ' 

Conn,  George  C,  letter  relative  to  merchandise  traffic  of  Pere  Marquette 

Road 1097-1099 

Consolidated  Indiana  Coal  Co.,  operation  of 572 

Consolidation  of  railroads,  W.  M.  Acworth 1191^  1192  1195 

Constitution  of  the  United  States:  '         ' 

Authority  to  regulate  commerce,  A.  P.  Thorn 96-97 

Commerce  clause  and  its  effects,  W.  C.  Adamson 188-189 

Congress,  powers  under — 

F.  G.  Newlands 250 

Max  Thelen 444 

A.  P.  Thom .".'.".".".'.'."  173-174 

Control  of  interstate  commerce,  W.  C.  Adamson 184  185 

Powers  to  incorporate  railroads,  F.  G.  Newlands '  127 

Taxation  of  railroads,  authority  to  regulate,  R.  S.  Lovett 799,  800,  806 

Corporations: 
Creation  o)f — 

Chief  Justice  Marshall 44I 

Max  Thelen 444 

A.  P.  Thom 172 

Federal — 

A.  B.  Cummins 396 

F.  G.  Newlands 274-277 

A.  P.  Thom 98-103, 172 

Merging  of  State  and  National,  P.  G.  Newlands 51^515 

National  power  over  confiscation  of  property,  R.  S.  Lovett 769 

Pennsylvania  Railroad,  A.  P.  Thom 166 

State — 

Merging  of,  F.  G.  Newlands 291,  292,  293 

Power  of  Congress  over,  W.  C.  Adamson 207 

State  and  National — 

R.  S.  Lovett 705,  708,  709,  769 

Richard  Olney 112-114 

Subsidiary,  buying  and  selling  through 219,  220 

Texas,  State  of,  A.  P.  Thom 166-167 

Texas  &  Pacific  Railway  Co.,  Max  Thelen 443,444 

Virginia,  State  of,  A.  P.  Thom 168 

Costs,  State  regulation  of,  A.  P.  Thom 176 

Cotton  mills.    See  Arkwright  Club. 

Coimty,  A.  J.  (vice  president  Pennsylvania  Railroad  Co.),  address,  quota- 
tions from 819 

Court  of  Commerce,  views  of  F.  G.  Newlands 156, 159 

Covington  &  Lexington  Turnpike  Co.  v.  Sanford,  reference  to,  J.  J.  Esch. . .  400, 401 
Cowan,  S.  H.  (Industrial  Traffic  League,  Texas): 

Brief  submitted 617-654 

Capitalization  of  railroads 632 

Congress  in  relation  to  Interstate  Commerce  Com  mission 622 

Freight  rates,  fixing  of 637 

Government  ownership,  opposed  to 19,  618,  620 

Hepburn  bill 630 

Inefficiency  in  operating  railroads 625,  628 

Interstate  Commerce  Commission — 

Powers  and  work  of 22-23,  622 

Regulation  of  local  rates 648 

Shows  car  shortage 625, 626 

Versus  State  commissions 647 

James  J.  Hill,  enterprise  in  development 633 

National  incorporation  of  railroads,  opposes 618,  620 

Railroads,  construction  facilities 635,  636 

Rate  making — 

Classification  of 637,  638-639,  640,  641,  642 

Inefficiency  in  regulation 628,  629, 631,  653 

100637— PT  12—17 18 
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Cowan,  S.  H. — Continued. 

j^^gg Page. 

Effect  of  raising 627-628 

Idaho 626 

Increase  in 623-628,  634, 635 

Intrastate,  regulation  of 621 

Reasonable 621,  623,  629, 630,  631,  654 

Regulation  by  National  Government 627,  631 

State  control 20-21,  629,  630,  631, 649, 650 

Uniformity  impossible 654 

Reference  to  Mr.  Thom's  statement 648 

Regional  commissioners  proposed 647 

Remarks  relative  to  hearings 24, 27 

St.  Louis  &  San  Francisco  Railroad  Co.,  reorganization  of 632 

St.  Louis,  Brownsville  &  Mexico  Railroad,  references  to 632, 634 

Securities  and  bonds 631 

Southwestern  Tariff  Committee,  reference  to 634 

State  commissions,  benefit  of 644,  645-646, 647 

State  regulation  of  railroads 618, 620 

Transportation  facilities 621,  633,  634, 639 

Wyoming,  rates  excessive 626 

Credit,  Government,  views  of  S.  W.  Brookhart 583-584,  585,  588,  589 

Credit,  railroad: 

Comparison  with  Government  credit,  S.  W.  Brookhart 588-589 

Control  of,  A.  P.  Ramstedt 614 

Decline  in — 

Julius  Kruttschnitt 892,  966-968,  972-973 

R.  S .  Lovett 682-684 

A.  P.  Thorn 213,  214,  218 

Defense  of,  S.  W.  Brookhart 586 

English,  W.  M.  Acworth 1135 

Federal  incorporation  to  strengthen,  A.  P.  Thorn 231 

Impairment  of — 

S.  W.  Brookhart 592 

Max  Thelen 437,  532,  533,  548-549,  553,  560,  562, 580 

A.  P.  Thom 218, 219 

Method  of  raising  new  capital,  A.  P.  Thom 308-310 

Not  good,  Julius  Kruttschnitt 891-892 

Present  conditions — 

Julius  Kruttschnitt - 889 

A.  P.  Thom 63-69 

Union  Pacific  Railroad,  R.  S.  Lovett 658 

Creditors,  rights  of,  A.  P.  Thom 172-173, 174 

Cullop,  Hon.  William  A.  (Representative  from  Indiana): 
Interrogation  of — 

W.  J.  Bryan 467, 473 

A.  P.  Thom 352-366,  369 

Member  of  committee 4 

Cummins,  Hon.  Albert  B.  (Senator  from  Iowa): 
Interrogation  of — 

W.  M.  Acworth 1103, 1187-1192 

D.  L.  Bristow 14-15 

W.  J.  Bryan 483 

R.  S.  Lovett 718,  719,  729,  764,  765,  766-771,  806,  857,  858,  859,  877,  878 

Max  Thelen 424, 563 

A.  P.  Thom 30-34, 46, 54, 92, 366-400 

Member  of  committee , 4 

Remarks  relative  to  witnesses 39, 470, 483 

D. 

Dartmouth  College  case 1054 

Dawes,  Chester  M.  (general  counsel,  Chicago,  Burlington  &  Quincy  Rail- 
road), member  of  law  committee , 412 

Debentures,  railroad  promissory  notes,  unsecured,  R.  S.  Lovett 802 

De  Berard,  Frederick  B.  (Merchants'  Association  of  New  York): 

Favors  Government  control  of  railroads 16 

Opposes  Government  ownership  and  operation  of  public  utilities 16 
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Demurrage,  reciprocal,  letter  from  T.  C.  Tipton  relative  to 1041 

Demurrage  rates,  fixing  of,  Julius  Kruttschnitt 923-924, 930, 931, 932, 1031 

Dering  Coal  Co.,  operation  of 572-573 

Dividends: 

Amendment  relative  to,  P.  G.  Newlands 164, 290 

Bank,  railway,  and  industrial  companies,  chart 898 

Earning  of,  W.  J.  Bryan 488 

English  system  of  distributing  earnings,  K.  S.  Lovett 782 

Improvement  in  property,  use  for,  R.  S .  Lovett 819 

Incomes  available  for,  Slax  Thelen 423 

Increase  in,  R.  S.  Lovett 818 

Limitation  of — 

R.  S .  Lovett 734 

A.  P.  Thom 180-181 

National  banks,  Julius  Kruttschnitt 891 

Obligation  to  pay — 

W.  M.  Ac-worth 1185 

R.  S.  Lovett 816,817,818 

Relation  to  equipment,  A.  P.  Thom 343, 344, 346, 393 

Stockholders,  right  to  earnings  in  excess  of  maintenance,  R.  S.  Lovett. .  781 

Surplus  available  for,  Julius  Kruttschnitt 918, 920, 921 

DoUar,  purchasing  value  of,  Julius  Kruttschnitt 1013, 1014 

Doremus,  Hon.  Frank  E.  (Representative  from  Michigan),  interrogation  of: 

■  JuUus  Krpttschnitt 909,1001,1009,1010,1012 

Remarks'. 1059, 1060, 1061 

Dunn,  Samuel  O.    See  Railway  Age  Gazette. 

E. 

EaiUng,  A.  J.  (Chicago,  Milwaukee  &  St.  Paul  Railroad),  member  of  railroad 

executives'  committee 28 

Earnings  of  railroads: 

Chart,  Julius  Kruttschnitt 907 

Table,  Interstate  Commerce  Commission 815 

Eight-hour  law.    See  Adamson  eight-hour  law. 

Electric  enterprises,  England,  W.  M.  Acworth 1134 

Electric  railroads: 

Business  of,  Julius  Kruttschnitt , 1009-1011 

California,  Julius  Kruttschnitt 1010 

Development  of ,  A.  P.  Thom 417,418 

Wages,  Julius  Kruttschnitt 1010 

Electrification  of  railroads: 

Cost  of,  JuUus  Kruttschnitt 1001-1005 

Progress  in,  Julius  Kruttschnitt 1000-1001 

Eliott,  Howard  (New  York,  New  Haven  &  Hartford  Railroad),  member  of 

railroad  executives'  committee 28 

Elkins  law,  references  to: 

W.O.  Adamson - 487 

W.  J.  Bryan : 487 

Ehnquiet,  Charles  E.  (Railroad  and  Warehouse  Commission  of  Minnesota), 

member  of  National  Association  of  Railway  Commissioners 25, 27 

England: 

Electric  enterprises,  W.  M.  Acworth 1134 

Railroads — 

Effect  of  war  npon,  W.  M.  Acworth 1165, 1166 

Nationalization,  W.  M.  Acworth 1122 

Ownership,  W.  M.  Acworth 1165, 1251-1258 

Stocks  and  bonds,  W.  M.  Acworth 1126, 1127 

Telegraph — 

Government  ownership,  W.  M.  Acworth 1133, 1134 

Management,  W.  M.  Acworth 1243-1250 

Telephones — 

Management,  W.  M.  Acworth "^  oHTo? 

Tax  on,  W.  M.  Acworth ^ 1133, 1134 

War  policy  of  Government  toward,  W.  M.  Acworth l^0»,  izua 
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Equipment:  _  ^*se. 

Quality  and  adequacy  of  service  necessary  for,  Max  Thelen 454 

State  control  over,  A.  P.  Thorn 176 

Use  for,  A.  P.  Thorn 343,  344,  346,  393 

Each,  Hon.  John  J,  (Representative  from  Wisconsin): 
Interrogation  of — 

W.  M.  Acworth 1108, 1153-1162, 1169, 1188, 1210 

S.  W.  Brookhart 582, 589 

W.  J.  Bryan 465,  467,  469 

M.  P.  Knowlton 1056-1057, 1058 

Julius  Kruttschnitt 904,  910,  912, 916, 

917,  924,  932,  933, 935,  964,  966,  968, 1011, 1014-1035, 1040-1041 

R.  S.  Lovett 656,  658,  677,  755,  764,  782,  794,  841, 849,  858-878, 883 

Max  Thelen 422-423,  442 

A .  P.  Thorn 351,  386, 400-411 

Member  of  committee 4 

Europe,  State  ownership  of  railroads,  W.  M.  Acworth 1105 

European  war: 

American  securities,  effect  on,  A.  P.  Thorn 182 

Causes  unprecedented  conditions,  R.  S.  Lovett 774 

Effect  on  railroads,  W.  M.  Acworth. 1109, 1165, 1166 

Increase  in  exports,  cripples  car  service,  R.  S.  Lovett 772, 773 

Interest  rates,  effect  on,  Benjamin  Strong 312-314 

Investments,  effect  on,  R.  S.  Lovett 687,  791, 792 

Prosperity,  result  of,  R.  R.  Prentis 422 

Railroads,  effect  on,  R.  S.  Lovett 810-814,  816 

Stimulant  to  commerce,  A.  P.  Thom 364 


Fatalities,  due  to  trespassing  on  railroads,  Julius  Kruttschnitt 1016-1020 

Federal  courts,  right  to  Carry  cases  to: 

R.  S.  Lovett 756 

F.  G.  Newlands 143-144 

Federal  Government: 

Functions  of,  Clifford  Thorne 461 

Power  to  create  necessary  agencies  and  instrumentalities.  Max  Thelen. .  440 

Power  to  man  trains,  A.  P.  Thom 414 

Railroads  incorporated  by.  Max  Thelen 441, 442 

Right  to  create  a  corporation.  Chief  Justice  Marshall 441 

See  also  Congress;  National  incorporation  of  railroads. 

Federal  incorporation.    See  National  incorporation. 

Federal  Railroad  Commission,  necessity  for  and  duties  of,  A.  P.  Thom 104^105 

Pee,  Frank  F.  (Southern  Hardware  Traffic  Association),   mentioned  as  wit- 
ness    24 

Field,  Justice: 

Railroad  Company  v.  Peniston,  opinion 138, 265-266 

Taxation  of  railroads,  opinion 303, 451, 452 

Financial  Age: 

Extracts,  Max  Thelen 423, 436, 437 

References  to 813 

Financial  Chronicle  of  New  York,  data  regarding  railroad  bonds 786 

Financial  condition  of  railroads,  not  generally  impaired.  Max  Thelen 422 

Finn,  Hon.  Lawrence  B.  (chairman,  Railroad  Commission  of  Kentucky); 

Member  National  Association  Railway  Commissioners ■..  421 

Mentioned  aa  witness 25 

Five  Per  Cent  Rate  case,  reference  to,  A.  B.  Cummins 372 

Floods,  prevention  of,  F.  G.  Newlands 499 

Foodstuffs,  sliipment  of,  causes  congestion,  R.  S.  Lovett 774 

Foreign  countries: 

Government  ownership  of  railroads,  W.  M.  Acworth 1213-1264 

Forests,  conservation  of,  F.  G.  Newlands 499-500 

France : 

Accident  and  insurance  fund,  W.  M.  Acworth 1120 

Mail  service,  W.  M.  Acworth 1 1210 


France — Continued. 

Railroads —  Page. 

Consolidation,  W.  M.  Acworth 1195 

Government  of,  R.  S.  Lovett 856 

OwnersMp,  W.  M.  Acworth 1228-1241 

Systems,  W .  M.  Acworth 1107-1109, 1116, 1119 

Revenues,  guaranty  of,  W.  M.  Acworth 1125 

Stocks  and  bonds,  regulation,  W.  M.  Acworth 1119 

Franchises: 

Right  of  earning,  A.  P.  Thom 401,  402 

Source  of,  A.  P.  Thom 174 

Southern  Railway  Co. ,  A.  P.  Thom 402 

Subject  to  amendment,  etc.,  by  act  of  Congress,  A.  P.  Thom. . .   165, 166, 174, 175 

Subject  to  taxation,  A.  P.  Thom 402 

Freight,  congestion  of,  Julius  Kruttschnitt 969 

Freight  cars: 

Average  movement,  Daniel  Willard 308 

Shortage  in,  R.  S.  Lovett 772,  773,  774 

See  also  Cars. 

Freight  density,  comparison  of  American  and  German,  S.  W.  Brookhart 603-604 

Freight  rates: 

Chart  showing 905 

Comparison  of — 

American  and  German — 

W.  M.  Acworth 1129 

S.  W.  Brookhart 601,  604 

French  and  German,  W.  M.  Acworth '. 1129, 1130, 1132 

French  and  Prussian,  W.  M.  Acworth 1130, 1139 

Texas  and  New  South  Wales,  W.  M.  Acworth 1131 

"Courier,"  W.  M.  Acworth 1158 

Effect  on  retail  prices,  Julius  Kruttschnitt 901-902 

Fixing  of,  S.  H.  Cowan 637 

Inequality  in,  W.  M.  Acworth 1170, 1171 

Reasonable  increase  necessary,  W.  M.  Acworth 1183, 1184 

See  also  Rates. 

Freight  revenue,  table  of,  R.  S.  Lovett 671 

Freight  trains,  length  limited,  Julius  Kruttschnitt 892 

"Full-crew"  law: 

Effects  of,  Julius  Kruttschnitt 892-893,  895,  954-955 

Objections  to — 

R.  S.  Lovett 735,  736,  738 

A.  P.  Thom. 203 

Funded  debt  outstanding,  classified  bv  rate  ot  interest,  chart,  Julius  Krutt- 
schnitt   .' ." 919 

Garcelon,  William  F.  (Arkwright  Club ,  Boston,  Mass.),  appearance  as  witness.  17 

Germany: 

Coordination  of  water  and  rail  transportation,  W.  M.  Acworth 1157, 1158 

Mail  service,  W.  M.  Acworth 1210 

Railroads — 

Administration,  W.  M.  Acworth 1156, 1157 

Ownership,  W.  M.  Acworth 1106 

Systems  and  management  of,  S.  W.  Brookhart 599-605 

Rates,  difference  in,  W.  M.  Acworth 1158, 1159 

Gibb,  Sir  George,  railroads,  private  enterprise 1]  26 

Godley,  Philip  (Philadelphia  Board  of  Trade),  remarks  relative  to  appearance      17-18 

Gotthard  Railway,  reference  to 1110 

Government : 

Essential  principles  of,  Thom,aE  Jefferson 461 

See  also  Federal  Government. 
Government  credit.    See  Credit. 
Government  ownership  of  public  utilities.  Merchants'  Association  of  New 

York  opposes 16 

Government  ownership  of  railroads: 

Austria,  W.  M.  Acworth 1115 

Claims  of  opponents,  S.  W.  Brookhart 585,  597 

■  Committee  on  real  preparedness,  favors 18 

Economy  under,  S.  W.  Brookhart 583,  597 

Effect  on  transportation,  A.  P.  Thom 239 
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Government  ownership  of  railroads — Continued. 

Favorable  to—  Page. 

S.  W.  Brookhart 583 

F.  G.  Newlands 131-133, 147, 153, 270, 307-308 

B.C.  Marsh 18 

Foreign  countries,  W.  M.  Acworth 1213-1264 

Opposition  to — 

S.  H.  Cowan 618,  620 

R.  S.  Lovett 881,882 

A.  P.  Thorn 212 

Railroad  view  not  in  favor,  A.  P.  Thorn , 180 

Railroads  easily  financed  under,  F.  G.  Newlands 270 

Reasons  for,  W.  M.  Acworth , 1106, 1107, 1108 

Relation  of — 

To  Federal  incorporation,  A.  P.  Thom 180 

To  Government  ownership  of  telegraph,  R.  S.  Lovett 879 

To  national  defense,  A.  P.  Thom 315,  316,  317 

To  present  conditions,  A.  P.  Thom 314, 315 

To  State's  rights,  A.  P.  Thom 175, 335 

Resolution  relative  to  investigations -3-4, 9 

Solution  of  present  system,  JuUus  Kruttschnitt 982 

Versus  private  ownership  — 

S.  W.  Brookhart 593,  595,  605,  606,  610 

A.  P.  Thom 330.  331 

Views  of,  W.  M.  Acworth.... -.-■-  1163.1173-1174 

See  also  Government  regulation  and  control  of  railroads;  National  incor- 
poration of  railroads. 

Government  ownership  of  telegraph,  England,  W.  M.  Acworth 1133, 1134 

Government  regulation  and  control  of  railroads: 

AdvisabiUty  of,  R.  S.  Lovett 669 

Authority  of  the  Constitution  relative  to,  A.  P.  Thom 96-97 

Deficiencies,  JuKus  Kruttschnitt 927, 9.30 

Necessity  of,  R.  S.  Lovett 781 

Objections  to,  W.  J.  Bryan 457,465^66,468.486 

Provisions  for,  Max  Thelen 581 

Views  of  A.  P.  Thom 54-57,  76-91, 170-171,  333-336 

See  also  National  incorporation  of  railroads;  Rates,  railroad;  Securities; 
State  regulation;  Stocks  and  bonds;  Water  power. 
Gowan,  Francis  I.  (general  counsel,  Pennsylvania  Railroad),  member  of  law 

committee 412 

Grade  crossings: 

Cost  of  separating,  R.  S.  Lovett 720,  721 

Elimination  of,  R.  S.  Lovett 720,  721,  787-789 

PoHce  laws  affecting.  A,  P.  Thom 175, 176 

See  also  Safety. 

Grand  Trunk  Pacific  Railroad,  W.  M.  Acworth 1148 

Gray,  Justice: 

Luxton  V.  North  River  Bridge  Co.,  opinion 136. 262 

Van  Brocklin  v.  State  of  Tennessee,  opinion 139, 266 

Gross  earnings,  R.  S.  Lovett 815, 816 

Gross  receipts,  disposition  of,  chart,  Julius  Kruttschnitt 914 

Guns,  cars  for  carrying,  Juhus  Kruttschnitt 1023-1024 

H. 

Hadley,  President  (Yale  University),  railroad  transportation,  quoted 1106 

Haines,  —  (Galvestoh,  Tex.),  remarks  relative  to  appearance 39 

Hamilton,  Hon.  Edward  L.  (Representative  from  Michigan): 

Canada,  railroads  in 416 

Interrogation  of — 

W.  M.  Acworth 1103,1147-115,3,1155,1161 

S.  W.  Brookhart '     608 

"W.  J.  Bryan : 469,  470 

M.  P.  Knowlton 1056 

Julius  Kruttschnitt 904,  908,  923,  924,  931,  932,  944.  953.  954,  956,  957.  960- 

962,  964,  967-970,  990,  991,  993,  996,  998,  999-1011 
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Hamilton,  Hon.  Edward  L. ^Continued. 

Interrogation  of^Continued.  Page. 

R.  S.  Lovett 656,  680,  726,  728,  729,  752,  753,  764,  770. 

777,  842,  849,  850,  853,  854,  856-884,  887 

Max  Thelen 424,  550,  555 

A.  P.  Thorn 31,415-419 

Member  of  committee ■ 4 

Remarks 424, 446 

Hanson,  Burton  (general  counsel,  Chicago,  Milwaukee  &  St.  Paul  Railway), 

member  of  law  committee 412 

Harahan,  W.  G.  (president,  Seaboard  Air  Line),  member  of  railroad  execu- 
tives' committee 28 

Harlan  Justice,  rates,  interstate  and  local,  control  of 447, 448 

Harriman,  E.  H.,  railroad  plans 665 

Harriman  investigation,  reference  to.  Max  Thelen 549 

Harris,  Albert  H.  (general  counsel.  New  York  Central  Lines),  member  of  law 

committee 412 

Harrison,  Fairfax  (president  of  Southern  Railroad),  reference  to,  J.  T.  Robin- 
son   ' 223 

Harrison,  Thomas  B.  (Adams  and  American  Express  Cos.),  testimony 36-38 

Hathaway,  Amos  L.  (Boston  Chamber  of  Commerce),  favors  Federal  regula- 
tion of  railroads 15 

Hauls  of  railroads: 

Average,  S.  W.  Brookhart 602,  604 

In  Texas,  A.  P.  Thom 340 

Headlight  laws,  results  of,  Julius  Kruttschnitt 893,  895, 1021-1022 

Heinemann,  C.  B.  (National  Live-Stock  Exchange),  remarks  relative  to  ap- 
pearance   24 

Henderson,  J.  H.  (Des  Moines,  Iowa),  mentioned  as  witness 20 

Henderson,  Scott  Z.  (Public  Service  Commission  of  Washington),  remarks 

relative  to  hearings 26 

Hepburn  bill,  references  to: 

S.  H,  Cowan 630 

F.  G.  Newlands 170 

Hill,  James  J.,  enterprise  in  development,  S.  H.  Cowan 633 

Hines,  Walter  D.,  member  committee  of  executives 759 

Hoke  &  Economides  v.  United  States,  opinion,  Mr.  Justice  McKenna 455,  456 

Holden,  Hale  (president,  Chicago,  Burlington  &  Quincy  Railroad),  member 

of  railroad  executives'  committee 28 

Holding  companies,  requirements  under  national  law,  A.  P.  Thom 175 

Holland : 

Capitalists,  W.  M.  Acworth ' 1105 

Railroads — 

Competition,  W.  M.  Acworth 1115, 1116 

Ownership,  W.  M.  Acworth 1227-1228 

Houghton,  F.  B.,  letter  relative  to  terminal  costs,  etc 1099 

House,  Francis  E.  (Commercial  Club,  Kansas  City,  Mo.),  remarks  relative  to 

appearance 17 

Houston-Galveston  differential,  reference  to,  Julius  Kruttschnitt 928,  930 

Hughes,  Justice,  Minnesota  rate  cases,  opinion 464,  613 

Hunt,  Justice,  taxation  of  railroads,  opinion 451,  452 

I. 

Idaho,  rates,  excessive,  S.  H.  Cowan 626,  628 

Income  of  railroads: 

Increase  in,  F.  G.  Newlands 271 

Net  incomes  reported  from  railway  operations,  A.  P.  Thom 372,  379,  385,  386 

See  also  Dividends. 

Income  tax,  basis  for,  Julius  Kruttschnitt 912-913 

Incorporation  of  railroads.     See  National  incorporation  of  railroads. 

Industrial  Traffic  League.     See  Texas. 

India: 

Railroads — 

Condition  of,  W.  M.  Acworth 1124 

Ownership,  W.  M.  Acworth 1226 

Rates,  W.  M.  Acworth 1128 
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Inland  Waterway  Commission,  appointment  and  purpose,  F.  G.  Newlands. .  517-518 
Inland  Waterway  Commission  bill,  introduced  by  F.  G.  Newlands- .  490^91,  510-511 

Inland  waterway  fund,  provisions  for,  F.  G.  Newlands 494-495, 522 

Inland  waterways: 

Con8titution,al  powers  relative  to,  F.  G.  Newlands 496^98 

Legislative  requirements,  F.  G.  Newlands 521-522 

Power  of  President,  F.  G.  Newlands 508,510,522 

Speech  of  F.  G.  Newlands 489^90 

Testimony  of  F.  G.  Newlands  relative  to 491-516 

Use  and  development,  F.  G.  Newlands 517-526 

See  also  American  waterways. 
Insurance.    5e«  Accident  and  insurance  fund;  Railroad  employees. 

Intercolonial  RaiU a> ,  Canada,  W._M.  Acworth 1150 

Intercorporate  ownership,  W.  Z.  Ripley 12.5-126 

Interstate  and  Foreign  Commerce,  Joint  Committee  on,  purposes  of 225, 

226,  227,  228, 229 
Interstate  commerce: 

Conducted  over  railroads,  M.  P.  Knowlton 1063 

Creation  of  a  machine,  F.  G.  Newlands 250,  251,  252 

Intrastate  traffic  affected  by — 

R.  S.  Lovett 716 

A.  P.  Thorn 350-351 

Regulation  of,  powers  of  Congress — 

W.  C.  Adamson 184, 185 

M.  P.  Knowlton 1054, 1059 

A .  P.  Thom 184, 185 

Taxation  by  the  States,  A.  P.  Thom 93-94, 96 

Versus  intrastate  commerce,  M.  P.  Knowlton 1050, 1051 

Views  of  F.  G.  Newlands 156 

Interstate  Commerce  Commission: 

American  Railway  Association,  cooperation  with,  Julius  Kruttschnitt . .  1032, 1033 

Car  shortage  shown  by,  S.  H.  Cowan 625,  626 

Charter  from,  necessary  for  Federal  incorporation,  A.  P.  Thom 326,  327 

Classification  of  expenses,  R.  S.  Lovett 781 

Extension  of  powers  advisable,  A.  P.  Ramstedt 613, 614 

Gross  and  net  earnings,  table 815 

Louisville  &  Nashville  Railroad,  investigated  by 221 

Membership,  increase  in,  Julius  Kruttschnitt 899, 900 

Net  incomes  rejjorted  to,  from  railway  operations,  A.  P.  Thom. .  372,  379,  385,  386 
Powers  and  duties  of — 

S.  H.  Cowan .' 22-23,622 

A.  P.  Thom 104-111, 207, 355 

■      R.  S.  Lovett 658,673,674,694,695 

Property  investment  account,  table,  R.  S.  Lovett 659,  660 

Rate  regulation — 

S.  H.  Cowan. : 648 

F.  G.  Newlands 130, 131, 170,  252,  253,  269,  283,  294 

R.  S.  Lovett 716,  717 

A.  P.  Thom 106-110, 188,  232-234,  373-377,  387 

Rates — 

Adjustment  of,  R.  S.  Lovett 748 

Control  of,  R.  S.  Lovett 717 

Fixing  of,  F.  G.  Newlands 131, 170 

Suspension  of,  A.  P.  Thom 108-109 

Regional  commissioners  aid  to,  A.  P.  Thom 210, 211, 407, 408 

Reorganization,  A.  P.  Thom 104-105, 208,  209,  353, 354 

Securities — 

Control  of,  Julius  Kruttschnitt 1003 

Issuance  of,  R.  S.  Lovett 810 

Subject  to  Congress,  A.  P.  Thom 389,  390 

Valuation  of  railroad  properties  by,  F.  G.  Newlands 253, 254 

Versus  State  commissions — 

S.  H.  Cowan 647 

R.  S.  Lovett '. 691 

"\^'ork  of,  remarks  relati^-e  to,  Julius  Ki'uttschnitt .-  899-900, 950 


Investments:  Page. 

Reasonable  rates  from,  E.  S.  Lovett 783-786 

Return  on,  Julius  Kruttsclmitt 926 

Iron  and  steel,  fluctuation  in  prices,  chart  from  Iron  Age,  S.  W.  Brookhart  598 

Italy: 

Railroads — 

Conditions  relative  to,  W.  M.  Acworth _ . ,        1106 

National  incorporation  of,  W.  M.  Acworth 1111-1112, 1113, 1114, 1116 

Ownership  of,  W.  M.  Acworth '  1223-1225 

J. 

Jackson,-  Carl  (member,  Railroad  Commission  of  Wisconsin) : 

Member  of  National  Association  Railway  Commissioners 421 

Mentioned  as  witness 25 

Jefferson,  Thomas,  essential  principles  of  government 461 

"Jim-crow"  law,  classification  of  passengers,  R.  S.  Lovett 755 

Johns,  C.  B.  (Ebensburg,  Pa.),  remarks  relative  to  appearance 37 

Kaiser  Ferdinand  Nordbahn  railroad,  reference  to,  W.  M.  Acworth 1115 

K. 

Kansas,  discrimination  in  passenger  fare,  A.  P.  Thorn 85-86 

Keefer,  Edward  F.   (National  Live  Stock  Shippers'   Protective  League), 

mentioned  as  witness 20 

Kellogg,  R.  S.  (National  Lumber  Manufacturers'  Association),  remarks  rel- 
ative to  testimony 18 

Kenna,  Edward  Dudley,  Railway  Misrule  (extract) 595 

Knowlton,  Marcus  P.  (chairman,  board  of  trustees,  Boston  &  Maine  Railroad): 

Testimony 1047-1068 

Boston  &  Maine  Railroad — 

Capitalization 1047 

Charters 1048 

Deficit  of 1057 

Reorganization 1057 

Violation  of  statute 1050 

Boston  Raikoad  Holding  Co. — 

Acquiring  of  stock  by 1057-1058 

Incorporation 1047 

Charters,  Federal,  compulsory 1062 

Congress,  constitutional  powers 1051, 1052, 1053, 1054, 1064 

Interstate  Commerce;  conducted  over  railroads - : .       1063 

Regulation  by  Congress 1054, 1059 

Versus  intrastate  commerce 1050, 1051 

National  incorporation  of  railroads,  plan  for 1055, 1059, 1062 

New  York,  New  Haven  &  Hartford  Railroad  Co. — 

Control  of  Boston  &  Maine  Raiboad 1057-1058 

Stocks  and  bonds 1047 

Railroads,  uniform  system  for 1048 

State  railroads — 

Regulation .' 1063, 1068 

Taxation,  table 1067 

State's  rights,  argument  for 1059 

Stocks  and  bonds,  convertible 1050 

Taxation  by  States 1064, 1065, 1066, 1067 

Knoxville  v.  Water  Co.,  reference  to,  A.  P.  Thorn 401 

Kruttschnitt,  Julius  (chairman,   executive  committee,  board  of  directors, 
Southern  Pacific  Co.); 

Testimony 889-1047 

Accidents,  railroad,  effect  of  laws  on 893-894 

Advanced  rates,  investigation  of 899 

Annual  reports  of  railroads 917 

Antitrust  laws,  not  applicable  to  railroad  companies 937 

Arbitration — 

Compulsory 989-994 

Opposition  of  labor  to 897, 1016 

100637—17 87 
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Board  of  Mediation  and  Conciliation,  United  States 939, 948 

California,  railroad  construction  in 945-946 

Canadian  industrial  disputes  investigation  act. . .  939-940, 948, 949, 997, 1014-1016 

Capitalization  of  railroads 921 

Car  capacity 1028, 1029, 1030 

Car-service  rules 1032,1033,1040 

Car  shortage 924-925,1042 

Carriers,  burdens  on 892-896 

Charts 898,  902,  903, 905-907, 911,  914,  919, 922 

Clayton  bill,  remarks  on 897 

Coal,  price  of 1004 

Compulsory  investigation 989, 990, 993, 994 

Credit,  railroad — 

Decline  in 892,966-968,972-973 

Present  conditions 889,891-892 

Demurrage  rates,  fixing  of 923-924, 930, 931,  932, 1031 

Dividends — 

National  banks 891 

Surplus  available  for 918,  920, 921 

Dollar,  purchasing  value  of 1013, 1014 

Electric  railroads — 

Business  of 1009-1011 

Wages , 1010 

Freight,  congestion  of 969 

Freight  rates,  effect  on  retail  prices 901-902 

Freight  trains,  length  limited 892 

Full-crew  law 892-893,  895,  954-955 

Government  ownership 982 

Government  regulation  of  railroads,  deficiencies 927-930 

Guns,  cars  for  carrying 1023-1024 

Headlight  laws 893,895,1021-1022 

Houston-Galveston  differential 928, 930 

Interstate  Commerce  Commission,  membership,  increase  in 899, 900 

Remarks  on  work  of 899-900,  950 

Investments,  returns  on 926 

Labor — 

Efficiency  of 904,908,954-956,962-963 

Legislation  affecting 938 

Ijabor,  organized — 

Attitude  of 986-989, 995 

Political  power  of 995 

Labor  organizations,  number  in 995 

Mileage,  increases  in,  chart 922 

Mobilization — 

Importance  of  railroads 932-936 

Preparations  for 1022-1025, 1035-1036 

Newlands  act 939 

Overloading  of  trains 956-959 

Peak  loads,  provision  for 1031 

Politics,  effec  t  on  commissions 901 

Railroads — 

Electrification  of 1000-1011 

National  incorporation,  favorable  to 1005 

Present  conditions,  causes  of , 1001-1002 

Rates — 

Increase  in 954, 1012 

Suspension  of 953 

Rebates 925 

Remarks 876 

Revenues — 

Control  of 1013 

Inability  to  promptly  increase 899 

Regulation  of 895-896 

Seaports,  free  time  at 931 
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Effect  of  railroad  expenses  on 915-918 

New  York,  New  Haven  &  Hartford 894 

Present  market 896-897 

Southern  Pacific  Railroad  Co 965  966 

Shreveport  case 927'  930 

Sixteen-hour  law '96O 

Sleeping  cars .[/ io44-1046 

Southern  Pacific  Railroad  Co. — 

Credit  of 965,  966 

Dividends  of 1003-1004 

State  commissions,  expense  to  railroads  of 978-979 

State  regulation 974-975 

Stations,  required  by  State  regulation 975-978 

Statistics,  collection  of 916-917 

Stocks  and  bonds — 

Interest  and  sales 890-891,  970-972 

Speculation  in 950-953,  973-974 

Taxation — 

By  States 980-981 

Increase' in 910, 912,  913 

Thelen,  Max,  statement  of,  remarks  on 943-947 

Trainloads,  limits  of 961 

Transportation  companies,  cooperation  with  the  Government 934-935 

Transportation  facilities,  inadequacy  of 936 

Trespassing  on  railroads,  accidents  and  fatalities  due  to 1016-1020 

Wages,  laws  relative  to 938 

L. 
Labor: 

Efficiency  of,  Julius  Kruttschnitt 904,  908,  954-956,  962-963 

Legislation  affecting,  Julius  Kruttschnitt 938 

Protection  for,  R.  S.  Lovett 676 

Regulation  of,  R.  S.  Lovett 807 

Labor,  organized: 

Attitude  of,  Julius  Kruttschnitt 986-989,  995 

Political  power  of,  JuUus  Kruttschnitt 995 

Labor  organizations,  number  in,  Julius  Kruttschnitt 995 

Lamb,  William  E.  (California  Fruit  Growers'  Exchange,  Los  Angeles,  Cal.), 

remarks  relative  to  testimony 25 

Land  values,  increase  in,  S.  W.  Brookhart 594 

Lathrop,  Gardner  (general  solicitor,  Atchison,  Topeka  &  Santa  F^),  member 

of  law  committee 412 

Le  Mieux  act,  W.  M.  Acworth 1201 

Lee,  C.  B.  (Missouri  Railroad  Commission),  mentioned  as  witness 20 

Legislation,  railroad ,  effects  of,  Julius  Kruttschnitt 892-894 

Lehmann,  F.  W.  (American  Telephone  &  Telegraph  Co.),  remarks  relative  to 

testimony 34 

Leroy-Beaulieu,  M.,  French  system  of  railroads,  views  on,  W.  M.  Acworth . .  1120, 1121 
Litigation: 

Danger  of — 

R.  S.  Lovett 758 

Max  Thelen 453-454»531 

Federal  and  State  courts,  A.  P.  Thorn 352 

Liverpool  &  Manchester  Railroad,  beginnings  of,  W.  M.  Acworth 1105 

Loans,  without  security,  R.  S.  Lovett. 666 

Loomis,  N.  H.  (general  solicitor.  Union  Pacific  Railway),  member  of  com- 
mittee  412 

Loree,  L.  F.  (Delaware  &  Hudson  Railroad),  member  of  railroad  executives' 

committee .-•■.-"  ^^ 

Los  Angeles  &  Salt  Lake  Railroad  Co.,  stock  ownership  of  Union  Pacific  in, 

R.  S.  Lovett 656 

Louisville  &  Nashville  Railroad: 

Claim  against,  A.  P.  Thorn ,- 173 

Interstate  Commerce  Commission  investigates,  J.  T.  Robinson 221 
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Love,  J.  E.  (Oklahoma  Corporatioii  Commiesion),  remarks  relative  to  testi- 
mony  :  - .  26 

Lovett,  R.  S.  (chairman,  executive  committee,  Union  Pacific,  New  York 
City) : 

testimony 656-887 

Accident  and  insurance  fund 724,  725,  726,  727 

Adamson  eight-hour  law 839, 840,  841,  876-878, 885 

Advisory  committee  of  railroad  executives 760, 761, 764 

Arbitration,  compulsory 677,  678 

Basing  points,  discussion  of 832,  833, 834 

Bonds,  issuance  of,  mortgage  to  secure 884 

California  Railroad  Commission 720 

Capitalization  of  railroads 878, 879 

Cars — 

Shortage  in 772-774 

Sleeping 848 

Federal 804, 805, 806, 808 

State,  power  to  repeal 691,  692, 744-746 

Clark,  W.  A.,  railroad  properties  of 656,657 

Classification  of  expenses 781 

Clayton  act,  protection  by  injunction 676 

Clubhouses 851 

Coal,  cost  of,  effect  on  operation  of  railroads J  839 

Committee  of  executives 758,759 

Congestion  of  freight,  causes  of 774 

Competition  desirable 837, 846, 847, 854 

Congress — 

Constitutional  powers 806 

Relation  to  Interstate  Commerce  Commission 717, 718 

Constitution  of  United  States,  authority  to  regulate  taxation  of  railroads . .         799, 

800, 806 
Corporations — 

National  power  over  confiscation  of  property 769 

State  and  National 708, 709, 795 

Credit,  impairment  of,  causes 682,  683,  684 

Dividends,  railroad 728, 734,  781,  816,  817, 818, 819 

Employees,  railroad — 

Adjustment  of  disputes 727, 729 

Insurance  and  pensions 850 

European  war,  effects  of 687,  772,  774,  791,  792,  810-814,  816 

Federal  courts,  right  to  carry  cases  to 756 

Freight  cars,  shortage  of 772, 773, 774 

Freight  revenue,  table '       '671 

"  Full-crew  "  law,  objections  to 735,  736, 738 

Grade  crossings 720, 721, 787-789 

Gross  and  net  earnings 815  816 

Government  ownership  of  railroads — 

Arguinents  against 881,.  882 

Relation  to  Government  ownership  of  telegraph 879 

Harriman  administration 661, 807 

Interstate  and  intrastate  traffic '  716 

Interstate  Commerce  Commission — 

Powers  and  duties  of 658, 673,  674, 694,  695 

Property  investment  account,  table 659,  660 

Rates^- 

Control  of 717 

Local,  regulation  of 716  717 

Subject  to  Congress 743'  749 

Versus  State  commissions '  691 

Investments,  reasonable  rates  from 783  784  785  786 

"Jim-crow"  law,  classification  of  passengers '....'       '  755 

Labor — 

Protection  for - 677 

Regulation  of 8O7 

Litigation,  danger  of 758 
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Loans,  without  security j 666 

Member  of  railroad  executives'  committee 28 

Minnesota  rate  case,  references  to 718 

National  incorporation  of  railroads 687-690,  691,  692,  693,  695,  696, 739-743,  747 

New  York  Central  Railroad,  bond  issue  of 801 

Police  powers,  State 713,  721,  722,  724,  736,  789 

Pooling,  opposed  to 874, 875 

Promissory  notes,  unsecured 802 

Public  utilities,  reports 696, 697 

Railroad  regulation — 

Federal 737 

State 667,  668,  739 

Uniform 757,  762,  787-789 

Railroads — 

Arrested  development 793 

Capitalization 659,  660,  667 

Conflicting  State  legislation,  effect  on 664 

Congress  and  consolidation  of 753,  754 

Consolidation  of. 751,  752,  753,  758,  767,  768 

Economies  of  private  ownership 857 

Financial  conditions 819,  820 

Financing  of,  by  State  commissions 662, 663 

French  system  of  control 856 

Government  aided 668 

Government  regulation  and  control  of 669 

Importance  of 698 

Improvements 660 

Individual  views  on 760,  761,  762,  763 

Interstate  business 739 

Low  grade 665 

National  regulation 781 

Problems  of 658, 659 

Prosi)erity  of 661,662,770,771 

Receiverships 859-867 

Reorganization. 852,863,864,865,866 

State  regulation 755 

Taxation  of 659,  680,  681,  709-712,  757,  796-798,  800,  801 

Voting  trust 868,869 

"Watered"  stock --. 685 

Rate  making,  dictated  by  commercial  necessities 731-733 

Rate  regulation,  powers  of  Congress  over.-. 809 

Rates — 

Adjustment  of : 695,  748 

Competition  in 703 

Con&catory 731 

Control  by  State  commissions 670 

Fixing  of,  powers  of  Congress 729 

Interstate  and  local 670-672 

Intrastate  670-672,750 

Reasonable. 718,  719,  802,  803.  804,  843,  844 

Regulation  of .  . - 658,  713 

Taxation  causes  increase  in °^^ 

Rayburn  bill  inadequate  .• °V^ 

Rebates,  disadvantages  of °' * 

Regional  commissions— 

Distribution  of 722,  723,  736 

Necessity  of -  - °^^ 

Roosevelt,  Theodore,  reference  to °^' 

Santa  F6  Gulf  Line,  issuance  of  stocks  and  bonds 6d& 

Sanitation  of  trains,  national  regulation 7&b 

Securities —  „„„ 

Exchange  in ; °°^ 

Federal  control ■;;";,;;"AiA  oaa  oVi 

Issuance  of 658,795,810,844,845 

State  regulation °^f'  °°^ 

Tables. 871-87.^ 
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Sherman  Act,  as  applied  to  wage  disputes 676 

Shreveport  case 718,  750 

State  and  interstate  traffic 715 

State  railroad  commissions — 

Activities  of 720 

Difficulties  of  financing  railroads 664 

State  regulation  of  local  matters  advisable 756 

State  regulation,  unification  essential 687, 688 

State's  rights,  relation  to  the  Constitution 714 

Stockholders — 

Returns  on  investments 686 

Women 681 

Stocks  and  bonds — 

Character  of 702 

Conditions  of  ownership 656 

Increase  in  value,  table 682 

Issuance  of 663, 664, 746 

Maturing  bonds 660 

Rate  making  in  relation  to 751 

Rates  not  affected  by 687 

State  regulation,  disadvantages  of 664 

Taxation 801, 802 

Texas,  regulation 664 

Union  Pacific  Railroad,  value 700,  701,  702, 704 

Strikes — 

Absence  of  law  to  control 675-677 

Conspiracy  relative  to 678-680 

Effect  of 658 

Terminal  faciUties 825,  827,  «28, 829, 830, 831 

Terminals — 

Expenses,  methods  of  handling 827, 830, 835, 836, 839 

New  York  Central 827, 828, 829,  830, 836, 847 

Pennsylvania  Raih-oad 828, 829, 830,  836, 847 

San  Francisco 828 

Southern  Pacific  Railroad 828 

Union  Pacific  Railroad 828 

Texas,  laws  relative  to  railroads 800, 801 

Texas  commission 809, 810 

Transportation  facilities 681,  682,  685, 838, 839,  846, 855 

Union  Pacific  Railroad — 

Corporations  owning 656 

Credit,  stability  of 658 

Dividends 782, 818 

Map 656 

Operation  under  Utah  State  charter 700,  701, 704 

Physical  properties  of 709 

Stock  ownership  in  Los  Angeles  &  Salt  Lake  Railroad  Co 656 

Taxation  burdensome 709 

Utah,  State,  no  railroad  commission  in. 658 

ges— 

Adamson  law  affecting 839, 878 

Fixing  of,  powers  of  Congress 729, 730 

Increase  in 823 

Wall  Street,  dividends  of,  distribution 782 

Luxton  V.  North  River  Bridge  Co.,  opinion.  Justice  Gray 136, 262 

McClellan,  George  McK.  (Seattle  Chamber  of  Commerce),  remarks  relative  to 

appearance 17 

McCluie,  Dr.  S.  W.  (National  Wool  Growers'  Association),  mentioned  as 

witness 20 

McCuUough  V.  Mar  viand: 

Opinion,  Chief  "Justice  Marshall 136, 137, 140,  263, 441, 1051, 1052 

Reference  to,  F.  G.  Newlands 278-279 

McFall,  Robert  J.,  problem  of  terminal  rates  (from  Utilities  Magazine) 1078-1085 

McKenna,  Justice,  police  regulations,  opinion .". 455, 456 

MacKinnon,  F.  B.    (United    States    Independent   Telephone    Association, 
Washington,  D.  C),  statement  relative  to  testimony 35 
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Mail,  carrying  of,  by  railroads,  W.  M.  Acworth , 1210 

Jfail,  United  States,  rates  for,  A.  P.  Thorn ' 109 

Markham,  0.  H.  (Illinois  Central  Railroad),  member  of  railroad  executives' 

committee 28 

Marsh,  Benjamin  C.  (committee  on  real  preparedness),  favors  Government 

ownership  and  operation  of  railroads 18 

Marshall,  Cnief  Justice ; 

Federal  Government,  right  to  create  a  corporation 441 

McCullough  V.  Maryland,  opinion 136, 137, 140,  263,  441, 1051, 1052 

National  Government  cemented  by,  Clifford  Thorns 459,  463 

Massachusetts  Public  Utilities  Commission,  denies  right  of  New  Haven  Road 

to  issue  securities,  J.  J.  Esch 403 

Mediation  and  Conciliation  Board.     See  United  States. 

Mercer,  J.  H.  (secretary  Kansas  Live  Stock  Association),  mentioned  as  witness.  20 

Merchants'  Association  of  New  York.    See  New  York. 

Mergers: 

Necessity  for,  F.  G.  Newlands 524-525 

State  corporations,  F.  G.  Newlands 279,  291-293 

Meyer  (Interstate  Commerce  Commission),  indorses  Prussian  system  of  rail- 
roads   1156 

Mileage,  railroad: 

Construction  in  California,  Max  Thelen 539-540,  555 

Equal  rates,  W.  M.  Acworth 1198 

Increase  in,  chart,  Julius  Kruttschnitt 922 

New  York  Central,  A.  P.  Thom ' 98-94 

Milton,  Smith  (Louisville,  Ky.),  mentioned  as  witness 24 

Minnesota  Railroad  and  Warehouse  Commission,  opinion.  Judge  Sanborn 458,  464 

Minnesota  rate  case ; 

Opinion,  Justice  Hughes 464,  613 

References  to — 

S.  W.  Brookhart 593,603 

R.  S.  Lovett 718 

A.  P.  Thom 323 

Chfford  Thome 458,  459 

Missouri  bond  issue,  tax  on,  R.  S.  Lovett 801 

Missouri,  Kansas  &  Texas  Raihoad,  financing  of,  Max  Thelen 579-580 

MobiUzation: 

Importance  of  railroads,  Julius  Kruttschnitt 932-936 

Preparations  for — 

Juhus  Kruttschnitt 1022,  1025,  1035-1036 

A.  P.  Thom 1042 

Montreal  Gazette,  reference  to ; 1150 

Muir,  John  (chairman.  Railways  Investigators'  League): 

Address 777,  778 

Safeguarding  railway  securities 224,  229,  230 

Mimn  V.  State  of  Illinois,  references  to: 

J.  J.  Esch 401 

A.  P.  Thom 400,  401 

Myrick,  N.  Sumner  ("Amster  committee"),  remarks  relative  to  appearance.  25 

N. 

National  Association  of  Railway  Commissioners: 

Purposes  of.  Max  Thelen ^21 

Report  on  national  incorporation  of  railroads 102 

National  banks,  dividends,  Julius  Kruttschnitt 891 

National  City  Bank  and  Guaranty  Trust  Co.  of  New  York,  mentioned.  Max 

Thelen 436 

.National  Continental  Railway,  W.  M.  Acworth 1150-1151 

National  corporations.    See  Corporations. 
National  incorporation  of  railroads: 

Arguments  in  favor  of —                  '                                                          „„„  „„„ 

R.  S.  Lovett 687-690,691,692,693,695,696 

A.  P.  Thom 98-103 

"^^      Article  in  Utilities  Magazine,  by  Max  Thelen 1085-1094 
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Aa  affecting  State  regulation —  ,„  t^  ' 

R.  S.  Lovett... 739,740,741,742,743 

MaxTbelen 439^40,441,442 

Boston  C'hamber  of  Commerce  favorable  to,  A.  L.  Hathaway 1" 

Charters,  R.  S.  Lovett 747 

Danger  of  litigation,  Max  Thelen 453-454 

Extracts  of  speech,  etc.,  F.  G.  Newlands 117-165, 523 

Favorable  to — 

M.  Clemenceau 1117,1118,1119 

Julius  Kruttschnitt 1005 

A .  P.  Ramstedt 615 

Importance  to  public  interests,  F.  G.  Newlands 31 

Italy,  W.  M.  Acworth 1111-1112,1113,1114,1116 

Legal  power.  Max  Thelen 529 

Legitimate  exercise  by  Congress  of  power  to  regulate  commerce,  A.  P. 

Thom 173 

Necessity  for,  Max  Thelen 532 

Opposed  to,  S.  H.  Cowan 618,620 

Plan  for — 

M.  P.  Knowlton 1055, 1059, 1062 

Max  Thelen 442,  529-532 

A.  P.  Thom 206, 207 

Proper  system  of  regulating  commerce,  A.  P.  Thom 206 

Provisions  of  act  for 144-146 

Relation  to  Government  ownership,  A.  P.  Thom 180 

Report  on  necessity  for,  A.  P.  Thom 102 

Requires  charter  from  Interstate  Commerce  Commission,  A.  P.  Thom...  326,327 

Suggestions  for,  F.  G.  Newlands 288-290 

Uniform  system  necessary,  R.  S.  Lovett 747 

Views  of  Max  Thelen 440-449 

Views  of  railroad  men,  A.  P.  Thom 169-171 

National  Live  Stock  Shippers'  Protective  League,  resolutions  adopted. .  618-619,  620 
National  ownership.    See  Government  ownersMp. 

National  power  over  corporations,  relative  to  power  of  States,  F.  G.  Newlands.  514-515 
National  remedies  added  to  State  remedies,  W.  J.  Bryan .  .   472,  475,  479,  482,  484, 485 

Navigation  lines,  views  of  F.  G.  Newlands 157 

Nebraska  case  of  1897.    See  Smythe  v.  Ames  case.  . ,  , 

Net  earnings,  R.  S.  Lovett ' 815,  816 

New  Haven  Railroad.     See  New  York,  New  Haven  &  Hartford  Railroad. 

New  Orleans,  Texas  &  Mexican  Railway,  reference  to,  W.  C.  Adamson 205 

New  South  Wales,  railroads,  ownership,  W.  M.  Acworth 2141-2142 

New  York  Central  Railroad: 

Bond  issue,  R.  S.  Lovett 801 

Mileage,  A.  P.  Thom 93-94 

Taxation,  Julius  Kruttschnitt 894 

New  York,  Merchants'  Association  of; 

Favors  Government  control  of  operation  of  railroads,  F.  B.  De  Berard 16 

Opposes  Government  ownership  and  operation  of  public  utilities,  F.  B. 

De  Berard 16 

New  York,  New  Haven  &  Hartford  Railroad  Co. . 

Control  of  Boston  &  Maine,  M.  P.  Knowlton 1057-1058 

Credit,  causes  of  impairment,  A.  P.  Thom 218, 219 

Investigation  of.  Max  Thelen 557-560 

Securities — 

J.  J.  Bsch 402-403 

Julius  Kruttschnitt 894 

A.  P.  Thom : 80 

Stocks  and  bonds,  M.  P.  Knowlton 1047. 

New  York  Times,  quotation  relative  to  dividends 423 

New  Zealand: 

Railroads  of,  W.  M.  Acworth 1114 

Newlands,  Hon.  Francis  G.  (chairman.  Joint  Committee  on  Interstate  and 
Foreign  Commerce) : 

Accident  and  insurance  fund 269 

American  waterways,  use  and  development 517-526 

Automatic  adjustment  versus  commission  adjustment 255, 256 
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Bill  to  create  coaunission  to  consider  incorporation  of  common  carriers,  etc  IS? 

.      Capitalization  of  railroads 124, 132, 149-152, 154, 155, 159, 161, 270 

Comity  of  the  States  to  the  Nation 282,  283 

Commerce,  regulation  by  State  and  Nation 516 

Commerce  Court 156, 159 

Complexity  of  existing  conditions 272, 273 

Congress — 

Constitutional  powers 250 

Powers  relative  to  waterways 507, 508, 509,  510 

Corporations,  power  of  Nation  and  State  over 514-515- 

Corporations,  national — 

Absorption  of  State  roads  by 274, 275, 276, 277 

Suggestions  for 288,  290 

Corjjorations,  State,  merging  of 291,  292, 293,  514-515 

Dividends,  payment  of 164 

Federal  courts,  right  to  carry  cases  to 143-144 

Flood  prevention 499' 

Forest  conservation 499-50(1 

Government  ownership,  arguments  for 131-133,147, 153,  270,  307-308 

Government  regulation  and  rights  relative  to  water  power. 503-510 

Increase  in  income  of  railroads 271 

Inland  Waterway  Commission,  appointment  and  purpose  of 517-518 

Inland  Waterway  Commission  bill 490-491,  510-511 

Inland  waterway  fund 494-495,  522 

Inland  waterways — 

Constitutional  powers  relative  to 496-498 

Speech  on 489-490 

Testimony  on 491-516 

Use  and  development  of , 517-526 

Intercorporate  holdings 273,  274 

Interrogation  of — 

S.  W.  Brookhart 593,607,608 

W.  J.  Bryan 457,  473, 476,  477, 479^88 

R.  S.  Lovett 655-657,  669,  671,  677,  679,  700-715,  717-729 

Max  Thelen 423, 424, 436, 446, 456,  526,  527,  539,  540,  543,  549,  554,  555 

A.  P.  Thorn 31,  54,  91,  92, 103, 165-171, 174-175, 177-184,  314,  419, 420 

Interstate  Commerce  'Commission,  rate  regulation  by ■. . . .  130, 131, 

170,  252,  253,  269,  283,  294 

Member  of  committee 4 

Mergers,  necessity  for 524-525 

Merging  of  State  corporations 279,  291-293,  515 

National  construction  of  railroads 271,  272 

National  incorporation  of  railroads 31, 117-165,  523 

National  transportation  line 271 

Politics,  influence  on  railroads 127,  258,  259,  260 

President's  power  over  waterways,  etc 508,  510,  522 

Railroad  employees,  insurance  and  pensions  for 131, 155, 163-164 

Railroads,  economical  development  of 657 

Railway  system,  breaking  down  of 512-513 

Rate  regulation,  provisions  for 147 

Rates — 

Fixing  of 269 

Rise  in 126 

"Regulate, "  meaning  of 134 

Remarks  relative  to  witnesses 14, 15, 16, 17,  21,  25,  26,  27,  34,  35,  37-38,  39,  91, 

92, 117,  225,  350, 419,  420,  489,  526,  554,  555,  563- 

Scope  of  investigation ooi'^Qo 

Southern  systems,  incorporation  of 280,  281,  284,  288 

Speculative  element  in  railroad  building 256,  257 

Speech  in  United  States  Senate,  April,  1906 249-307,  308 

State  commerce,  regulation 143 

State  lines  to  be  disregarded 120' 

State  police 283,284,299 

State's  rights  relative  to  water  power 503,  504,  505 

100637— PT  12—17 19 
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Newlands,  Hon.  Francis  G. — Continued. 

Stocks  and  bonds —  P^e^- 

Approval  of  issues ". 128-129 

Taxation 177 

Swamp  lands,  reclamation  of - 500-502 

Taxation — 

By  States 130, 135, 155,  293,  294 

National  instrumentalities 134-141 

State  reUef  for 277,  278,  279 

System  of 257,  258,  260-269 

Uniform,  advantages  of 281,  282 

Valuation — 

By  Interstate  Commerce  Commission 253,  254 

Interest  on 254,  255 

Water  transportation,  coordination  with  rail  transportation 513-514,  525,  657 

Waterways  systems,  map  of 657 

Newlands  Act,  provisions  of,  Julius  ICruttschnitt 939 

Newlands  railroad  investigation,  article  in  Utilities  Magazine,  by  Max  Thelen      1069- 

1078 
Niles,  Edward  C.  (chairman.  Public  Service  Commission  of  New  Hamp- 
shire, vice  piresident  of  National  Association  of  Railway  Commis- 
sioners      14, 421 

Norfolk  &  Western  Railroad: 

Incorporated  in  Virginia,  A.  P.  Thorn 172 

Statement  concerning,  in  Financial  Age,  Max  Thelen 436 

North  Carolina  electric  railways,  development  of,  A.  P.  Thom 417 

North  Dakota  Coal  Case,  reference  to,  A.  P.  Thom 323 

Northern  Pacific  Railroad  Co.: 

Income  available  for  dividends,  Max  Thelen 423 

Incorporation  of.  Max  Thelen 441 

Northern  Securities  Case,  opinion.  Chief  Justice  White 1052, 1053 

Noyes,  Judge  Walter  C.  (general  counsel,  Delaware  &  Hudson  Railroad), 

member  of  law  committee 412 

O. 

Oliver,  G.  W.,  letter  relative  to  Pere  Marquette  Railroad  freight  traffic 1099-1100 

Olney,  Hon.  Richard: 

Memorandum  on  State  and  National  railroad  corporations 112-114 

Railroad  companies,  transfer  of  properties 1060, 1061 

Reference  to  memorandum,  A.  P.  Thom 245 

Operating  expenses,  chart,  Julius  Kruttschnitt 907 

'Operating  revenues,  fluctuations.  R.  R.  Prentis 422,  423 

■Oregon-Washington  Railroad  &  Navigation  Co 656 

Overloading  of  trains,  remarks  relative  to,  Julius  Kruttschnitt 956-959 


Peak  loads,  provision  for,  Julius  Kruttschnitt 1031 

Pennsylvania  Railroad : 
Corporations  of — 

T.  W.Sims 236 

A.  P.  Thom 166 

Earnings,  W.  M.  Acworth 1193,1194 

Service  of,  A.  P.  Thom 327,  328 

Terminals,  R.  S.  Lovett 828,  829,  830,  836,  847 

Value  of  stock,  W.  M.  Acworth 1180 

Pere  Marquette  Railroad  O.,  number  of  freight  cars  and  cost  of  operation. .  1096-1099 

Philadelphia  Bourse,  brief  relative  to  railroad  regulation,  G.  E.  Bartol 16 

Police  powers: 

Control  of  Congress  over,  A.  P.  Thom 184, 185 

State— 

R.  S.  Lovett 713,721,  722,  724,  736,  789 

F.  G.  Newlands •. 283,  284,  299 

A.  P.  Thom 175, 176 

Police  regulations,  opinion.  Justice  McKenna 455, 456 


INDEX.  1387 

Politics:  Page. 

Effect  on  commissions,  Julius  Kruttschnitt 901 

Influence  of  organized  labor,  Julius  Kruttschnitt 995 

Influence  on  railroads — 

W.  M.  Acworth 1137,1140,1141,1142 

F.  G.  Newlands 127,  258, 259,  260 

A.  P.  Thom 220,  221,  222 

Post  Office  Department,  W.  M.  Acworth 1148, 1164 

Pooling,  opposed  to,  R.  S.  Lovett 874,  875 

Post,  George  A.  (president  Railway  Business  Association),  remarks  relative 

to  testimony I9 

Post  Office  Department: 

Political  influence  of  employees,  W.  M.  Acworth 1148, 1164 

Transportation  service,  A.  P.  Thom 330 

Pratt,  Edwin  A. ,  Rise  of  rail  power  in  war  and  conquest  (extract) 934 

Prentis,  Judge  Robert  R.  (president  National  Association  of  Railway  Com- 
missioners) : 

Annual  address,  Washington,  D.  C,  November  14,  1916 424-436 

European  war,  prosperity  from 422 

Operating  revenues,  fluctuations  in 422,  423 

President  of  the  United  States: 

Power  relative  to  waterways,  etc.,  F.  G.  Newlands 508,  510,  522 

See  also  Wilson,  Woodrow. 
Prices: 

Charts 902,  903 

Effect  of  freight  rates  on,  Julius  Kruttschnitt 901-902 

For  materials  used  in  operations,  chart 906 

Prince,  F.  H,,  letter  from 1095 

Prussia: 

Car  shortage,  W.  M.  Acworth 1123 

Railroads — 

Ownership,  W.  M.  Acworth 1106, 1107, 1108, 1109, 1218-1221 

Profits  from,  W.  M.  Acworth 1125, 1128 

System  of,  W.  M.  Acworth 1150-1154 

Taxation,  W.  M.  Acworth 1160 

Rates — 

Comparison  with  United  States,  W.  M.  Acworth 1187, 1188 

Terminal,  W.  M.  Acworth 1198 

Prussian-Hesse  system  of  railroads,  W.  M.  Acworth 1155 

Pryor,    Ike    T.     (president    National    Live    Stock    Shippers'    Protective 

League),  mentioned  as  witness 20 

Public  utilities: 

Financing  of ,  A .  P.  Thom 377,  378 

Merchants'  Association  of  New  York  opposes  Government  ownership  of, 

F.  B.  De  Berard 16 

Reports,  R.  S.  Lovett. 696,  697 

Puget  Sound  Railroad,  investigation  of  accounts.  Max  Thelen 560 

R. 

Railroad  Company  v.  Peniston,  opinions: 

-Chief  Justice  Strong 137,138,264-265 

Justice  Bradley 138,  265-266 

Justice  Field. 138,  265-266 

Justice  Swayne 138,  265 

Railroad  employees: 

Adjustment  of  disputes — 

R.S.  Lovett.  727,728,729 

A.  P.  Ramstedt -  -  ■  616 

Insurance  and  pensions — • 

•R.  S.  Lovett 724,725,726,727,850 

F.  G.  Newlands 131, 155, 163-164 

Salaries,  S.  W.  Brookhart 597-598 

"Railroad finance"  (extract),  by  Cleveland  and  Powell •  -  -      52-53 

Railroad  officials,  salaries: 

S'.  W.  Brookhart 597-598 

•        A.  P.  Thom 361,362 
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Railroad  rates.    See  Rates. 

Railroad  regulation:  ^^t^. 

Brief  formulated  by  Philadelphia  Bourse,  G.  E.  Bartol 16 

Deficiencies  in,  Julius  Kruttschnitt 927-930 

Federal,  R.  S.  Lovett 737 

President  Wilson's  message 3 

State — 

M.  P.  Knowlton 1063, 106& 

R.  S.  Lovett 738. 

Uniform  system  of,  M.  P.  Knowlton 1048- 

Views  of — 

W.  M.  Acworth 1163, 1164, 1206, 1207 

R.  S.  Lovett 755,  757,  762,  787,  788,  789 

A  P.  Thorn 54-57,  76-91, 166, 168, 214-216, 333-336 

See  also  Government  regulation  and  control  of  railroads;  National  incor- 
poration of  railroads;  State  regulation. 
Railroad  systems: 

Breaking  down  of,  F.  G.  Newlands 512-513 

Union  of,  A.  P.  Thom 169-170 

Railroads : 

Argentina,  development  in,  W.  M.  Acworth 1122 

Australia,  State  ownership,  W.  M.  Acworth 1114, 1115 

Austria,  W.  M.  Acworth 1106,1115 

Belgium,  State  ownership,  W.  M.  Acworth 1105, 1106, 1123 

Building  conditions,  A.  P.  Thom 369, 370 

Bulgaria,  ownership  in,  W.  M.  Acworth 1105 

Canada,  E.  L.  Hamilton 416 

Clark,  W.  A.,  ownership  by,  R.  S.  Lovett 656,657 

Competition — 

S.  W.  Brookhart 595 

A.  B.  Cummins 393 

R.  S.  Lovett 837, 846, 847, 854 

A.  P.  Thom 109-110, 393 

Congestion,  W.  M.  Acworth 1166, 1167 

Consolidation  of — 

W.  M.  Acworth 1182,1191,1192,1195 

C .  W .  Adamson 193, 194 

R.  S.  Lovett 751, 752, 753, 754, 758, 767, 768 

A.  P.  Thom 193, 194 

Construction,  arrested  development  in,  R.  S.  Lovett 793 

Construction  facilities,  S.  H.  Cowan 635, 636 

Control  of — 

W.  M.  Acworth 1161, 1162 

A .  P.  Thom 167 

Debentures,  R.  S.  Lovett 802 

Democratic  principles  of  operating,  W.  C .  Adamson 657 

Derelict  in  supplying  equipment,  etc.,  Max  Thelen 422 

Earnings  and  operating  expenses,  chart,  Julius  Kruttschnitt 907 

Economical  development  of  P.  G.  Newlands 656 

England,  ownership  in,  W.  M.  Acworth 1165 

England  and  nationalization,  W.  M.  Acworth 1122 

England's  war  policy,  W.  M.  Acworth 1208, 1209 

European  war,  effect  on — 

W.  M.  Acworth 1109,1165,1166 

R.  S.  Lovett 810-814, 816 

Financial  conditions — 

R.  S.  Lovett 819, 820, 821 

Max  Thelen 422 

French  system — 

W.M.  Acworth 1116,1119,1195 

R.  S.  Lovett 856 

Germany — 

W.  M.  Acworth 1106 

S.  W.  Brookhart 599-605 

Government  aided,  R.  S.  Lovett 668 

Gross  and  net  earnings,  R.  S.  Lovett 815, 816' 
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Kailroads — Continued.  Page. 

Gross  receipts,  disposition  of,  chart,  Julius  Kruttsclmitt 914 

Importance  of,  R.  S.  Lovett 698' 

Improvements — 

W.  M.  Acworth 1109 

R.  S.  Lovett 660 

A.  P.  Thorn ;;;  371 

Inefficiency  in  operating,  S.  H.  Cowan 625, 628 

Influence  of  politics — 

W.  M.  Acworth 1137, 1140, 1141, 1142 

P.  G.  Newlands 127, 258, 259,  260 

A.  P.  Thom 220, 221,  222 

Influence  on  Congress,  W.  J.  Bryan 467,  486 

Investments,  reasonable,  rates  from,  R.  S.  Lovett 783,  784,  785^  786 

Italy,  conditions  in,  W.  M.  Acworth 1106 

Legislation  affecting,  Julius  Kruttschnitt 892-894 

Low  grade,  R.  S.  Lovett 665 

Mail,  free  service  for,  W.  M.  Acworth 1210 

National  construction  of,  F.  G.  Newlanda 271,272 

National  federation  of,  A.  P.  Thom 365 

Nationalization  of,  W.  M.  Acworth 1148 

New  Zealand,  W.  M.  Acworth 1114 

Organization,  A.  P.  Thom 165-169 

Ownership,  changes  in,  W.  M.  Acworth 1105, 1106 

Present  conditions,  causes  of,  Julius  Kruttschnitt 1001-1002 

Private  ownership  of — 

W.  M.  Acworth 1105, 1108, 1109, 1126, 1136-1139, 1144, 1190, 1191 

R.  S.  Lovett 857 

A.  P.  Thom , 310-311, 312,  319 

Problems  of,  R.  S.  Lovett 658,659 

Prosperity  of — 

W.  M.  Acworth 1204, 1205 

R.  S.  Lovett 661,662 

Max  Thelen 527-528 

Prussian  system,  W.  M.  Acworth 1106-1109, 1125, 1128, 1150-1156 

PubUc  distrustful  of  management,  A.  P.  Thom 215, 216, 218 

Receiverships — 

Julius  Kruttschnitt 892 

R.  S .  Lovett ' 859-867 

Reorganization,  R.  S.  Lovett 862, 863, 864, 865, 866 

Safety  in  investments,  A.  P.  Thom 318 

Sanitation  of  trains,  national  regulation,  R.  S.  Lovett 756 

Saxony,  ownership  in,  W.  M.  Acworth 1106 

State  and  private  ownership  compared,  W.  M.  Acworth 1136-1139, 1144 

State  legislation,  effect  on,  A.  P.  Thom 202, 203 

State  ownership,  W.  M.  Acworth 1103,1104,1123 

Successful  and  unsuccessful,  R.  S.  Lovett 770,  771 

Switzerland,  ownership  in,  W.  M.  Acworth 1110, 1111 

Terminal  facilities — 

W.M.  Acworth 1161 

R.  S.  Lovett 825-827,828,829,830,831 

W.M.  Acworth 1122 

A.  P.  Thom 339-341 

United  States,  W.  M.  Acworth 1122, 1125, 1126, 

1167-1170, 1181, 1193, 1194, 1198, 1199 

Views  on,  individual,  R.  S.  Lovett. .....' 760,  761,  762,  763 

Voting  trust,  R.  S.  Lovett 868,869 

"Watered  stock,"  necessity  for,  R.  S.  Lovett 685 

See  also  Capitalization;  Corporations;  Credit;  Dividends;  Government 
ownership;  Government  regulation  and  control;  Hauls;  Income  of 
railroads;  National  incorporation  of  railroads;  Revenues;  Securities; 
State  railroads;  State  regulation;  Stocks  and  bonds;  Strikes. 

Railroads,  finance  and  organization  (extract),  by  William  Z.  Ripley 51-52 

Railway  Age  Gazette,  references  to,  S.  W.  Brookhart 585-586, 597,  600,  601, 602 

Railway  executives.    See  Adviso^  Committee. 

Railway  misrule  (extract),  by  E.  D.  Kenna 595 
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Ramstedt,  A.  P.  (Idaho  Public  Utilities  Commission):  P*B«- 

Testimony 612-617 

Charters,  Federal,  necessity  for 616 

Credit,  control  of 614 

Interstate  Commerce  Commission,  extension  of  powers 613,  614 

National  incorporation  of  railroads,  favorable  to 615 

Railroad  employees,  adjustment  of  disputes 616 

Rates — 

Fixing  of 613 

Intrastate,  influence  on  interstate 615,  616 

Reasonable 615 

State  regulation 613 

Seciu-ities,  issuance  of 614 

State  regulation  of  railroads 614 

Rate  making: 

Classification  of,  S.  H.  Cowan 637, 638-639, 640, 641, 642 

Dictated  by  commercial  necessities,  R.  S .  Lovett 731,  732,  733 

Effect  on  stocks  and  bonds,  R.  S.  Lovett 751 

Inefficiency  in  regulation,  S.  H.  Cowan 628,  629, 631, 653 

Rates,  railroad: 
Adjustment — 

W.  M .  Acworth 1205 

R.S.  Lovett 695,748 

A.  P.  Thorn 107 

Comparison  of  United  States  and  Prussian,  W.  M.  Acworth 1187, 1188 

Competition  in,  R.  S.  Lovett 703 

Confiscatory,  R.  S.  Love*tt 731 

"Courier  freight,"  W.M.  Acworth 1158 

Equal  mileage  rates,  W.  M.  Acworth 1198 

Excessive,  development  retarded  by,  S.H.  Cowan 626 

Fixing  of — 

Justice  Brewer 448, 449 

R.  S  .Lovett 729 

F.  G.  Newlanda 269 

A .  P.  Ramstedt 613 

Max  Thelen 443 

A.  P.  Thorn 399 

For  United  States  mail,  A.  P.  Thom 109 

Freight  and  passenger,  Julius  Kruttschnitt 904-905 

Germanrailroads,  W.M.  Acworth 1158,1159 

Increase  in — 

S.  H.  Cowan 623,624,625,628,634,635 

Julius  Kruttschnitt : 954, 1012 

R.S.  Lovett 840 

F.  G.  Newlands 126 

Interstate  and  local — 

Justice  Harlan 447, 448 

R.S.  Lovett 670,671,672 

Intrastate — 

Difference  in,  A.  P.  Thom 405, 406 

Influence  on  interstate — 

R.  S.  Lovett 750 

A.  P.  Ramstedt 615,  616 

Regulation  of — ■ 

S,  H.  Cowan 621 

R.  S.  Lovett 670,671,672 

Max  Thelen 442 

Joint,  agreement  upon,  A.  P.  Thom 110-111 

Low,  W.  M.  Acworth lies,  il77, 1178 

Lowering  of — 

Max  Thelen 534^35 

A.  P.  Thom 359-360 

Minimum,  protection  to  water  transportation,  A.  P.  Thom 410 

Power  of  Congress  relative  to — 

Max  Thelen 443^  444^  449 

A.  P.  Thom , '230' 231 

Raising  of,  effect,  S.  H.  Cowan 627-628 
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Rates,  railroad — Continued. 

Reasonable —  Page. 

W.  M.  Acworth 1129 

S.  H.  Cowan 621,  623,  629-631,  654 

R.  S.  Lovett 718,  719,  802,  803,  804, 843,  844 

A.  P.  Ramstedt 615 

A.  P.  Thorn 321-325,  375-377,  389-392, 400 

Regiilation  of — 

W.  M.  Acworth 1115, 1197 

R.  S .  Lovett 658, 670,  713 

By  the  States — 

S.  H.  Cowan 629,  630,-631 

A.  P.  Ramstedt 613 

A.  P.  Thorn 176, 177, 188, 199,  200,  201 

Clifford  Thome 459,  462,  463 

Provisions  for,  F.  G.  Newlands 147 

See  also  Interstate  Commerce  Commission. 

State  and  interstate.  Government  regulation,  Max  Thelen 443 

State  control,  importance  of,  S.  H.  Cowan 649,  650 

Suspension  of — 

Julius  Kruttschnitt 953 

A.  P.  Thom 108, 109 

Texas,  A.  P.  Thom 201 

Uniformity  impossible,  S.  H.  Cowan 654 

Water  versus  rail,  W.  M.  Acworth 1158 

See  also  Advanced  rates;  Demurrage  rates;  Freight  rates. 

Rates,  terminal,  problem  of ,  R.  J.  McFall 1078-1085 

Rayburn  bill; 

Inadequate,  R.  S.  Lovett 673 

Interrogation  relative  to,  C.  W.  Adamson 190 

Rea,  Samuel  (Pennsylvania  Railroad),  member  of  railroad  executives'  com- 
mittee    28 

Reagan  v.  Mercantile  Trust  Co.: 

Opinion 140,  267 

Reference  to  case-  of.  Max  Thelen 442, 447 

Rebates: 

Disadvantages  of,  W.  J.  Bryan 487 

Disadvantages  of,  R.  S.  Lovett 874 

Disappearance  of,  W.  M.  Acworth 1137 

Evils  of,  Juhus  Kruttschnitt 925 

Receiverships  for  railroads,  Julius  Kruttschnitt 892 

Reconstruction  period,  relation  of  State  and  Nation,  A  P.  Thom 189 

Regional  commissions: 

Adoption  of,  S.  H.  Cowan , 647 

Distribution  of — 

R.  S.  Lovett 722,723,736 

A.  P.  Thom 183 

Functions  of,  A.  P.  Thom 104,105-106.231,232,353,354 

Necessity  of,  R.  S.  Lovett 695 

Number  of — 

Max  Thelen 546-547 

A .  P.  Thom 83-84, 199,  200 

Plans  for-" 

Max  Thelen 546-548 

A.  P.  Thom 406,  407,  408 

"Regulate,"  meaning  of,  F.  G.  Newlands 134 

Resolutions  relative  to  interstate-commerce  investigations 3-4,  226-228 

Revenues: 

Control  of,  Julius  Kruttschnitt 1013 

Inability  to  promptly  increase,  Julius  Kruttschnitt _  899 

Regulation  of,  Julius  Kruttschnitt 895-896 

Rhodesia: 

Railway  conditions  in,  W.  M.  Acworth 1124 

Ripley,  William  Z.  (professor.  Harvard  University): 

Intercorporate  ownership - 125-126 

Railroads,  firmnce  and  organization  (extract) 51-52 
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Page. 
Rix,  George  E.  (Chamber  of  commerce,  Lawrence,  Mass.),  remarks  relative 

to  testimony 16-17 

Robinson,  Hon.  Joseph  T.  (Senator  from  Arkansas): 
Interrogation  of — 

W.  M.  Acworth 1104, 1111. 1123, 1124, 1145, 1162-1171 

A.  P.  Thorn 213-235,  351, 352 

Member  of  committee 4 

Remarks  relative  to  witnesses 26,  29,  32,  36,  37, 184 

Rock  Island  Improvement  Co.,  financial  transactions 574' 

Roosevelt,  Theodore  (ex-President),  reference  to.  R.  S.  Lovett. 807 

Royal  Commission  to  inquire  into  railways  and  transportation  in  Canada, 

report 1263-1360 

Russia,  railroads,  ownership,  W.  M.  Acworth 1226 

S. 

"Safety,"  provisions  for.  Max  Thelen 454, 455 

St.  Louis  &  San  Francisco  Railroad  Co. . 

Financial  transactions •         570 

Reorganization,  S.  H.  Cowan 632 

St.  Louis,  Brownsville  &  Mexico  Railroad,  references  to,  S.  H.  Cowan 632, 634 

St.  Paul  Railroad.    See  Chicago,  Milwaukee  &  St.  Paul  Railroad. 
Salaries : 

Railroad  officials  and  employees — ■ 

S.  W.  Brookhart 597-598 

A.  P.  Thom 361-362 

See  also  Wages. 

Sanborn,  Judge,  Minnesota  Railroad  and  Warehouse  Commission,  opinion...  458,464 

San  Francisco  terminals,  R.  S.  Lovett 828 

San  Pedro,  Los  Angeles  &  Salt  Lake  Railway,  condition  of,  Max  Thelen 543 

Santa  F6  Gulf  Line,  stocks  and  bonds,  R.  S.  Lovett 665 

Santa  Fe  Railroad.    See  Atchison,  Topeka  &  Santa  Fe  Railroad. 

Saxony,  railways,  ownership,  W.  M.  Acworth 1106 

Schiff,  Jacob  H 663 

Schumacher,  Professor,  quoted 1129 

Seaboard  Air  Line  Railway  Co. : 

Bonds  sold,  reference  in  Financial  Age,  Max  Thelen 436 

Incorporated  in  Virginia,  A.  P.  Thom 172 

Seaports,  free  time  at,  Julius  Kruttschnitt 931 

Securities : 

American,  effect  of  European  war  on,  A.  P.  Thom 182 

Control  of — 

By  Congress — 

R.  S.  Lovett 745 

A.  P.  Thom 190, 191, 192 

By  Interstate  Commerce  Commission,  JuUus  Kruttschnitt 1003 

Effect  of  railroad  expenses  on,  Julius  Kruttschnitt 915-918 

English  rate  of  interest,  W.  M.  Acworth 1127 

Exchange  of,  R.  S.  Lovett 883 

Fluctuations,  A.  P.  Thom 357 

Investments  in,  not  popular,  A.  P.  Thom 368, 369 

Issuance  of — 

Interstate  Commerce  Commission 810 

R.  S.  Lovett 658,  795, 844,  845 

A.  P.  Ramstedt 614 

Max  Thelen 452, 453, 454, 535 

Markets  for,  present,  Juhus  Kruttschnitt 896-897 

New  York,  New  Haven  &  Hartford  Railroad — 

J.  J.  Esch 402-403 

A.  P.  Thom 80 

Owned  by  affiliated  and  other  companies,  tables,  R.  S.  Lovett 871-873 

Regulation  of — 

By  Congress,  Max  Thelen 452 

By  Government,  A.  P.  Thom 98-99 

By  State,  R.  S.  Lovett 662, 663 

Safeguarding  of,  John  Muir 224,  229,  230 

See  also  Capitalization;  Credit;  Dividends;  Stocks  and  bonds. 
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Page. 

Seddon,  Hon.  James  A.  (special  master  in  chancery);  decision  in  rate  case 652 

"Seven  Cases  of  Eckman's  Alternative,"  reference  to,  Max  Thelen 529 

Sherman  Antitrust  Act: 

Not  beneficial,  A.  P.  Thom 217 

Wage  disputes  affected  by,  R.  S.  Lovett 676 

Shortage  in  cars: 

W.  M.  Acworth 1123, 1169, 1170 

S.  H.  Cowan 625, 626 

Max  Thelen 422 

A.  P.  Thom 78 

Daniel  Willard 308 

Shreveport  case : 
References  to — 

S.  H.  Cowan 21, 24 

Julius  Kj-uttschnitt 927,  930 

R.  S.  Lovett 718,  748, 750 

A.  P.  Thom 83-84, 199,  200 

Sims,  Hon.  Thetus  W.  (Representative  from  Tennessee): 
Interrogation  of — 

W.  M.  Ackworth 1102-1104, 1110, 1112-1115, 1118, 1119, 1122, 

1123, 1144, 1166, 1171-1185, 1201,  1207, 1210 

M.  P.  Knowlton 1047-1056, 1062, 1063, 1064, 1065, 1066, 1067, 1068 

Julius  Kruttschnitt 909,  912,  913,  915,  916,  918, 

920,  923-928,  931-933,  935,  938,  941,  943,  944, 
946,  947,  963-999, 1014, 1025, 1042-1044, 1046 

R.  S.  Lovett 655,  658, 

669,  671-673,  678,  679,  680,  681,  726,  758,  759,  762,  763,  771, 
775,  776-824,  825-839,  841,  842,  849-858,  859,  883,  885, 886 

Max  Thelen 527,  582 

A.  P.  Thom 32,  235-247,  308-347, 414 

Member  of  committee 4 

Siason,  Francis  H.  (member  of  railroad  executives'  committee),  reference  to, 

A.  P.  Thom 28 

Sixteen-houT  law,  references  to: 

W.  C.  Adamson 959 

Julius  Kruttschnitt 960 

Sleeping  cars: 

Contr,acts  for,  Julius  Kruttschnitt 1044 

Receipts  from,  Julius  Kruttschnitt 1045-1046 

Smith,  A.  H.  (New  York  Central  Railroad),  member  of  railroad  executives' 

committee 28 

Smyth  V.  Ames  case: 
References  to — 

J.  J.  Esch 400,  401 

F.  G.  Newlands 252, 253 

A.  P.  Thom 401 

Max  Thelen 446 

South  Africa: 

Influence  of  politics,  W.  M.  Acworth 1140, 1141 

Railroads — 

•  Ownership,  W.  M.  Acworth 1251-1256 

Profitable,  W.  M.  Acworth 1138, 1140 

South  Carolina  electric  railways,  development,  A.  P.  Thom 417 

Southern  Pacific  Railroad  Co.: 

Comparative  prices  of  materials,  chart 906 

Credit  of,  Julius  Kruttschnitt 965, 966 

Dividends,  .TuHus  Kruttschnitt 1003-1004 

Financial  Age,  quotes  gross  earnings,  Max  Thelen 437 

Income  available  for  (fividends,  Max  Thelen 423 

Incorporation  of,  Max  Thelen . ^1 

Interest  rates,  Julius  Kruttschnitt °90 

Prosperity  of.  Max  Thelen 542, 545 

Saving  of,  by  California  Railroad  Commission,  Max  Thelen 540-541 

Terminals,  R.  S.  Lovett • °28 

S  outhern  Pacific  Sunset  Route °°^ 

Southern  Pacific  system • °°° 
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Southern  Railway  Co. :  P^S®- 

Corporations,  A.  P.  Thorn 172 

Franchise,  A.  P.  Thorn 402 

Incorporation  of  systems,  F.  G.  Newlands 284-288 

Interrogation  relative  to,  W.  C.  Adamson 192-193 

Operation  of  system,  A.  P.  Thorn 168, 169 

Preferred  stock,  A.  P.  Thom 223 

Southern  States,  system  of  railroads  in,  F.  G.  Newlands 280, 281 

Southwestern  tariff  committee,  reference  to,  S.  H.  Cowan 634 

Speculation : 

Elimination  of — 

F.  G.  Newlands 256, 257 

A.  P.  Thom 952 

In  financing  of  railroads,  Julius  Kruttschnitt 950-953 

Spediteurs,  in  Prussia,  W.  M.  Acworth 1135 

Starke,  James  E.,  (Memphis,  Tenn.),  mentioned  as  witness 24 

State  commerce,  regulation  of,  F.  G.  Newlands 143 

State  corporations.     See  Corporations. 

State  government,  functions  of,  Clifford  Thome 461, 462, 463 

State  legislation: 

Effect  on  railroads,  A.  P.  Thom 202, 203 

Subject  to  repeal,  A.  P.  Thom 414 

State  ownership  of  railroads : 

Belgium,  W.  M.  Acworth 1105, 1106, 1123 

Comparison  with  private  ownership,  W.  M.  Acworth 1136, 1139, 1144 

History  of,  W.  M.  Acworth 1103, 1114, 1123 

In  Europe,  W.  M.  Acworth 1105 

State  railroad  commissions: 

Activities  of ,  R,  S.  Lovett 720 

Attitude  of  railroads  toward.  Max  Thelen 546 

Benefit  of,  S.  H.  Cowan 644,  645-646,  647 

Criticism  and  work  of,  Max  Thelen 536-539 

Expense  of,  to  railroads,  Julius  Kruttschnitt 978-979 

Financing  of  railroads — 

Difficulties,  R.  S.  Lovett 664 

Power  relative  to,  R.  S.  Lovett 662,  663 

Rates  controlled  by,  R.  S.  Lovett 670 

State  railroads: 

Acquisition  of,  F.  G.  Newlands 163 

Taxation,  table,  M.  P.  Knowlton 1067 

State  xegulation : 

Confliction  of,  R.  S.  Lovett 664 

Of  commerce,  P.  G.  Newlands 516 

Of  corporations,  F.  G.  Newlands 279,  291,  292,  293,  514-515 

Of  costs,  A.  P.  Thom 176 

Of  local  matters,  R.  S.  Lovett 756 

Of  railroads — 

W.  J.  Bryan 470,  471 

S.  H.  Cowan 618,  620,  627 

R.  S.  Lovett 662,663,667,668 

A.  P.  Ramstedt 614 

Of  rates — 

S.  H.  Cowan 627,  629,  630, 631 

A.  P.  Ramstedt 613 

Max  Thelen 442-445 

A.  P.  Thom 176, 177, 188, 199,  200,  201 

Clifford  Thorne 4159,  462, 463 

Of  stocks  and  bonds,  Julius  Kruttschnitt '.  974^975 

Stations  required  by,  Julius  Kruttschnitt 975-978 

Unification  essential,  R.  S.  Lovett 687,  688 

State  taxation : 
Views  of — 

F.  G.  Newlands 130,135,155,277,278,279,293,294 

R.  S.  Lovett 709,710,711,712 

Max  Thelen 449-452 

A.  P.  Thom 93-94,  96, 175-176,  i77,  404,  405 
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States  rights: 

Argument  of —  Page. 

M.  P.  Knowlton 1059 

A.  P.  Thorn,  reference  to,  Max  Thelen 533-534 

Attitude  of  Congress  toward,  A .  P.  Thom 187 

Interstate  and  intrastate  commerce ,  A .  P .  Thom 394-395 

Meaning  of.  A.  P.  Thom 185-186 

Mei^ing  of  National  and  State  corporations,  F.  G.  Newlands 514-515 

R^ulation  of  rates — 

S.  H.  Cowan 20-21 

A.  P.  Thom 199-200 

Relation  to  the  Constitution — 

W.  C.  Adamson 188, 189, 190 

A.  P.  Thom 188, 189, 190 

Relation  to  Government  ownership,  A.  P.  Thom 175 

Relative  to  water  power,  F.  G.  Newlands 503,  504, 505 

Taxation  of  railroads,  A.  P.  Thom 175-176 

Ta,xation  on  interstate  commerce,  A.  P.  Thom 93-94,  96 

Statistics,  collection  of,  Julius  Kruttschnitt 916-917 

Steel  rails,  estimate  on,  S.  W.  Brookhart 597 

Stockholders: 

Investments,  returns  on — 

S.  W.  Brookhart 593 

R.  S.  Lovett 686 

Rights  of ,  A.  P.  Thom 172-173, 174 

Value  of  stock,  M.  P.  Knowlton 1061 

Stocks  and  bonds: 

Approval  of  issues,  F.  G.  Newlands 128-129 

Character  of,  R.  S.  Lovett 702 

Charts  showing  prices  and  yields  on,  S.,  W.  Brookhart 590-591 

Comparison  with  Government  securities,  S.  W.  Brookhart 592 

Conditions  of  ownership,  A.  P.  Thom 204,  205,  206 

Control  of,  A.  P.  Thom 165 

Convertible,  M.  P.  Knowlton 1050 

Earnings  of  railroads  on  common  stock,  S.  W.  Brookhart 606-610 

English,  W.  M.  Acworth 1126, 1127 

French  system  of  regulation,  W.  M.  Acworth 1119 

Government  supervision,  A.  P.  Thom 109 

Increase  in  value,  tables,  R.  S.  Lovett 682 

Interest  on,  Julius  Kruttschnitt 890-891,  970-972 

Issuance  of — 

W.  J.  Bryan 476, 477 

F.  G.  Newlands 161 

R.  S.  Lovett 663-667,  746 

F.  Strauss 49 

Max  Thelen 553-554 

A.  P.  Thom 63-69, 355,  356,  358,  398,  399 

Maturing  bonds,  R.  S.  Lovett 660 

Mortgage  on,  R.  S.  Lovett 801,  802 

Mortgage  to  secure  issue  of,  R.  S.  Lovett 884 

New  York,  New  Haven  &  Hartford  Railroad  Co.,  M.  P.  Knowlton 1047 

Ownership,  conditions  of,  R.  S.  Lovett 656 

Rate  making,  in  relation  to,  R.  S.  Lovett 751 

Rates,  not  affected  by,  R.  S.  Lovett 687 

Rights  of  holders,  A.  P.  Thom 172-173,174 

Safes  of.Julius  Kruttschnitt 890-891 

Seaboard  Air  Line  Railway  Co. ,  Max  Thelen 436 

Southern  Pacific  Co. ,  Julius  Kruttschnitt 890 

State  regulation,  disadvantages  of,  R.  S.  Lovett 664 

Taxation — 

E.G.  Newlands 177 

A.  P.  Thom 175-181,  941-942 

Texas,  regulation  of,  R.  S. Lovett 664 

Under  Federal  corporation,  Max  Thelen 530-531 

Union  Pacific  Railroad,  value  of,  R.  S.  Lovett 700,  701,  702,  704 

See  also  Credit;  Dividends;  Securities. 
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strikes,  railroad:  Vage. 

Absence  of  law  to  control,  R.  S,  Lovett 675-677 

Conspiracy  to  injure,  R.  S,  Lovett 678,  679,  680 

Effect  of,  R.  S.  Lovett 658 

Internal  arbitration,  W.  M.  Acworth 1143 

Methods  of  settling,  W.  M.  Acworth 1201, 1202, 1203 

See  also  Canadian  industrial  disputes  act. 

Strong,  Benjamin  (governor.  Reserve  Bank  of  New  York),  effect  of  European 
war  on  interest  rates 312-313,  314 

Strong,  Justice: 

Railroad  Company  v.  Peniston,  opinion 137, 138,  264-265 

Taxation  of  railroads,  opinion 304,  451,  452 

Swamp  landSj  reclamation  of,  F.  G.  Newlands 500-502 

Swayne,  Justice: 

Railroad  Company  v.  Peniston,  opinion 137, 138,  264-265 

Taxation  of  railroads,  opinion 304, 451, 452 

Switzerland,  ownership  of  railroads,  W.  M.  Acworth 1110, 1111, 1221-1223 

Sykes,  A.  (Corn  Belt  Meat  Producers'  Association),  mentioned  as  witness. . .  20 

T. 
Tables: 

Daily  sales  and  selling  prices  of  Chicagp,  Rock  Island  &  Pacific  Railway 

Co... 578 

Expenditures  during  Harriman  administration,  R.  S.  Lovett 661 

Freight  revenue 671 

Gross  and  net  earnings  of  railroads 815 

Operating  revenues,  etc 527 

Percentage  of  changes 528 

Property  investment  account,  R.  S.  Lovett 659,  660 

Railroad  bonds,  increase  in  value,  R.  S.  Lovett 682 

Securities  owned  by  affiliated  and  other  companies,  R.  S.  Lovett 871-873 

State  railroads,  taxation  of,  M.  P.  Knowlton 1067 

Taxation: 

Basis  for  income  tax,  Julius  Kruttschnitt 910, 912-913 

Burdens  of,  R.  S.  Lovett 659 

By  States — 

M.  P.  Knowlton .' 1064,1065,1066,1067 

Julius  Kruttschnitt 980-981 

R.  S.  Lovett 709-712,757,796-798,800,801 

F.  G.  Newlands 130,135,155,277,278,279,293,294 

Max  Thelen 449^52 

A.  P.  Thom 93-94,96,175-176,177,404,405 

Constitution  of  United  States,  authority  to  regulate,  R.  S.  Lovett...  799,  800,  806 

Franchise  and  physical  property  of  railroads,  Max  Thelen 402, 451 

Increase  in — 

Julius  Kruttschnitt 910,  912, 913 

R.  S.  Lovett 680,681 

Mortgage  on  bonds,  R.  S.  Lovett 801, 802 

National  instrumentalities,  F.  G.  Newlands 134-141 

Opinions,  United  States  Supreme  Court — 

Justice  Bradley 451, 452 

Justice  Field 451, 452 

Justice  Hunt 451, 452 

Justice  Strong 451, 452 

Justice  Swayne 451, 452 

Per  mile  of  railroad  line,  chart,  Julius  Kruttschnitt 911 

Present  system,  A.  P.  Thom 352,  353 

Prussia,  W.  M.  Acworth 1160 

Rates  affected  by,  R.  S.  Lovett 840 

State  railroads,  table,  M.  P.  Knowlton , 1067 

Stocks  and  bonds — 

F.  G.  Newlands 177 

A.  P.  Thom 177-181 

System  of,  F.  G.  Newlands 257, 258, 260-269 

Uniform,  advantages  of,  F.  G.  Newlands 281, 282 
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Telegraph  lines: 

Government  ownership —  Page. 

W.  M.  Acworth 1133, 1134, 1243-1250 

B.  S.  Lovett 879 

Telephone  lines: 

Management  of,  in  England,  W.  M.  Acworth ]  248-1250 

Tax  on,  in  England,  W.  M.  Acworth II33, 1134 

Terminal  expense: 

Comparison  of  American  and  German,  S.  W.  Brookhart 603, 611 

Methods  of  handling,  B.  S .  Lovett 827, 830,  835,  836,  839 

Terminals: 

Facilities  of,  W.  M.  Acworth 1161 

New  York  Central — 

W.  M.  Acworth 1179, 1180 

B.  S.  Lovett 827,828,829,830,836,847 

Prussian  rates  graded ,  W.  M.  Acworth 1198-1199 

Southern  Pacific  Bailroad,  B.  S.  Lovett 828 

Texas: 

Franchise  relative  to  tolls,  Max  Thelen 444 

Laws  relative  to  railroads,  B.  S.  Lovett 800,  801 

Bailroad  hauls,  A.  P.  Thorn 340 

Bailroads,  private  enterprise,  W.  M.  Acworth 1122 

Baihoads  and  corporations — 

T.  W.  Sims 339-341 

A.  P.  Thorn 166-167,339-341 

Bates- 
Max  Thelen 443, 444 

A.  P.  Thorn 201,  340 

Texas  &  Pacific  Bailway  Co.: 

Incorporation,  Max  Thelen 441-444 

Powers  of,  Justice  Brewer's  opinion.  Max  Thelen 445 

Texas,  Industrial  TraflSc  League,  opposes  Government  ownership  of  railroads, 

S.H.  Cowan 19 

Texas  markets  as  distributing  points,  A.  P.  Thorn 201 

Texas  Bailroad  Commission: 

Stocks  and  bonds,  issuance  of,  B.  S.  Lovett 665, 666, 667 

Securities,  regulation  of,  E.  S.  Lovett 809,  810 

Thelen,  Max  (president  California  Bailroad  Commission) : 

Testimony 420-456, 527-528 

Argument  of,  A.  P.  Thorn 422,  437,  438,  439 

Atlantic  Coast  Line,  annual  report  in  Financial  Age 436 

Bonds  sold  by  Seaboard  Air  Line  Bailway  Co.,  in  Financial  Age 436 

Boston  &  Maine  Bailroad,  investigation  of 557,  559-560 

California — 

Investments  under  public  regulations 539,  556 

Mileage  construction .- 539-540,  555 

Public  utilities  and  the  railroads 556-557 

Bailroad  commission 536,  538,  539,  540,  545 

Bailroad  systems 533, 540,  541, 546 

Chicago  &  Alton  Bailway  Co.,  investigation 549-552 

Congress,  constitutional  power  of,  to  create  railway  corporations 444 

Credit,  impairment  of,  causes 437, 532,  533,  548,  549,  553, 560, 562,  580 

Federal  Government — 

Power  to  create  necessary  agencies  and  instrumentalities 440 

Bailroads  incorporated  by 440^49 

Federal  incorporation — 

Affecting  State  regulation 439^42 

Legal  power 529 

Necessity  for 532 

Plan  for 529-532 

"Federal  incorporation  of  railroads"  (article  in  Utilities  Magazine)....  1085-1094 

Federal  railroads,  provisions  for  creation  of 442 

Financial  Age,  quotes  gross  earnings  of  Southern  Pacific 437 

Financial  condition  of  railroads,  impairment  of 422 

Government  regulation,  provision  for 581 

Incomes  of  railroads  available  for  dividends 423 

Litigation,  danger  of 453^54,  531 
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Thelen,  Max— Continued.  ^*S^- 

Mentioned  as  witness 14 

Missouri,  Kansas  &  Texas  Railroad,  financing  of 579-580 

National  Association  of  Railway  Commissioners,  purposes  of 421 

' '  The  New  England  Investigation  " 557 

New  York,  New  Haven  &  Hartford  Railroad,  investigation  of 557-560 

"Newlands  railroad  investigation"  (article  in  Utilities  Magazine) 1069-1078 

Norfolk  &  Western  Railroad,  reference  in  Financial  Age 436 

Police  power  of  the  States - 529 

President  National  Association  of  Railway  Commissioners 420 

Puget  Sound  Railroad  investigation 560 

Quality  and  adequacy  of  service  necebsary  for  equipment 454 

Railroad  prosperity 527-528 

Railroads  derelict  in  supplying  sufficient  cars 422 

Rate  cuts  by  the  States 534-535 

Rate  regulation — 

By  Congress  through  military  power,  and  post  roads 449 

Congress,  no  power  for,  under  commerce  clause 449 

Intrastate,  States  to  regulate 442 

Rates — 

Fixing  of 443 

State  and  interstate ,  Government  regulation 443 

Texas,  National  Government  control  of 443, 444 

Regional  commissions  and  commissioners 546-548 

Remarks  relative  to  testimony 25-26 

"Safety,"  provisions  for  eliminating  danger 454,  455 

St.  Paul  Railroad,  investigation  of  accounts 560-561 

San  Pedro,  Los  Angeles  &  Salt  Lake  Railway,  condition  of 543 

Santa  F6  Railroad ,  financial  condition 542-543 

Securities — 

Issuance  of — 

Right  of  National  Government 452,  453, 454 

State  regulations,  Max  Thelen 535 

"Seven  Cases  of  Eckman's  Alternative,"  reference  to 529 

Smyth  I'.  Ames  case.  United  States  Supreme  Court  decision 446 

Southern  Pacific  Railroad  Co 540-541,542,545 

State  commissions,  criticism  and  work  of 536-539 

State  railroad  commissions,  attitude  of  railroads  toward 546 

State's  rights,  argument  of  A.  P.  Thom 533-534 

Statement  of,  remarks  on,  by  Julius  Kruttschnitt 943-947 

Stocks  and  bonds,  under  Federal  corporation 530-531 

Table  showing  reserves,  incomes,  and  dividends 527 

Taxation — 

Of  franchise  and  physical  property  of  railroads 451, 452 

Power  of  the  States 449-452 

Texas  &  Pacific  Railway  Co 441-445 

Texas  franchise  relative  to  tolls 444 

Western  Pacific  Railway  Go. — 

History  of 543-544 

Issuance  of  stocks 556 

"The  New  England  investigation,"  references  to,  Max  Thelen 557 

Thom,  Alfred  P.  (counsel  railroad  executives'  committee,  Washington,  D.  C): 

Testimony 28-35,40-70, 

71-92,  93-115,  117-197,  199-247,  308-347,  349-383,  385-418 

Arbitration,  remarks  on 190 

Ai-gument  as  presented  by  Max  Thelen 422,  437,  438,  439 

Average  movement  of  freight  cars 242 

Baltimore  &  Ohio  Railroad,  service  of 327,  328 

Bondholders,  rights  of 173, 174 

Capital  required 244,  245 

Car  shortage,  fines  for 78 

Charters — 

Federal 194, 195, 196 

Grants  from  adjoining  States 166 

State,  amendment  by  Congress 99-102 

State  limitations 172 

Commerce,  national  regulation 176 
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Thorn,  Alfred  P. — Continued.  Page. 

Congress,  powers  to  regulate  property 174-175 

Constitution  and  its  bearing  on  Government  regulation 96-97 

Consolidation  of  lines 192,  ]  93,  195 

Corporations — 

Creation  of 172 

Pennsylvania  Railroad 160 

Texas 166-167 

Virginia 168 

Credits — 

Decline  in 213,  214,  218 

Present  conditions 63-69 

Rights  of 172-173,  174 

Dividends,  raikoad 180-181,  343,  344,  346,  393 

Electric  railways,  development  of 417,  418 

Equipment,  State  control 176 

European  war — 

Effect  on  American  securities 182 

Stimulant  to  commerce 364 

Federal  charter  not  to  affect  bonded  indebtedness 398,  399 

Federal  control  of  interstate  carriers,  favors 83 

Federal  Government  powerful  in  repect  to  manning  of  trains 414 

Federal  incorporation  of  railroads — 

Approval  of 365 

In  relation  to  Government  ownership 179 

Outhnes  plan  for 98-103,  206,  207 

Power  of  Congress 173 

Strengthens  credit 231 

Views  of  railroad  management 169-171 

See  also  Government  ownership. 

Federal  railroad  commission,  necessity  for  and  duties  of 104-105 

Financing  of  railroads 72-74,  355,  356 

Franchises  of  raihoads 165-166,  174^175,  401,  402 

"  Full-crew  law,"  objections  to 203 

Government  ownership — 

Effect  on  the  States 175 

Effect  on  transportation 239 

Opposition  to 212 

Raihoad  view  of 180,  330,  331 

Relation  to  national  defense 315,  316,  317 

Government  regulation — 

Review  of  facts  relative  to 54-57 

System  for 170-171 

Hauls  in  Texas 340 

Holding  companies,  requirements  imder  national  law 175 

Interrogation  of  Juhus  Kruttschnitt. .  908,  910,  971,  979,  1020,  1029,  1035,  1042-1044 

Interstate  and  intrastate  traffic 338,  339,  350-351 

Interstate  Commerce  Commission — 

Charter  from,  necessary  for  Federal  incorporation  of  railroads 326,  327 

Duties  to  be  Hghtened  by  regional  commissions 407,  408 

Net  incomes  reported  to -,  -  372,  379,  385,  386 

Powers  and  duties 104-111,  207,  355 

■  Regulation  of  rates  to  protect  future  of  railroads '         387 

Relation  to  rate  regulation 373,  374 

Reorganization 104-105,  208,  209 

Subject  to  Congress 389,  390 

Kansas,  discrimination  in  passenger  fares 85-86 

Letter  and  questions  submitted  to  bankers  and  publicists 40-48 

Litigation  in  Federal  and  State  covu'ts ' 352 

Louisville  &  Nashville  Railroad,  claim  against 173 

Member  of  law  committee 412 

Mileage,  New  York  Central 93-94 

Minimum  rate,  protection  to  water  tranpsortation 410 

Mobilization,  preparation  for 1042, 1043 

National  corporations  to  own  physical  property 172 

New  York,  New  Haven  &  Hartford  Railroad- 
Impairment  of  credit,  cause 218,  219 

Securities,  insurance  of ^0 
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Organization  of  railroad  systems 165-169 

Pennsylvania  Railroad  corporations 166 

Police  powers — 

Control  of  Congress  over 184, 185 

Effect  on  grade  crossings 175, 176 

Of  the  State 175, 176 

Politics,  influence  on  raihoads 220,  221,  222 

Private  ownership  or  railroads 310-311, 312,  319,  330,  331 

Raihoad  building,  conditions  of 60-61,  369, 370 

Railroad  efHciency 1042,1043 

Railroad  facilities  improved 371 

Railroad  management,  public  distrustful 215,  216, 218 

Railroad  officials,  salaries  of 361, 362 

Railroad  regulation 54-57,  76-91, 166, 168, 214-216,  333-336 

See  also  Government  regulation. 

Railroad  systems 169-170 

Rate  regulation — 

By  National  Government  and  the  State 77-98, 176, 177, 188, 199-201 

Lowering  of,  effect 359-360 

Power  of  Congress 230, 231 

Rates — 

Adjustment 107 

Confiscatory,  definition 367 

Difference  in  intrastate 405, 406 

Fixing  of 399 

For  United  States  mail 109 

Joint,  agreement  upon 110-111 

Lowering  of 359-360 

Minimum,  protection  to  water  transportation 410 

Power  of  Interstate  Commerce  Commission 106-110, 

170,  232,  233,  234,  373-377 

Reasonable 321-325,  375-377,  389-392,400 

Suspension  of 108-109 

Texas 201, 340 

Ultimate  criterion  of  value 399 

Reconstruction  period,  relation  of  State  and  Nation 189 

Regional  commissioners — • 

Appointment  and  duties 104, 105, 106, 231, 232 

Distribution 183 

Necessity  for 210,  211, 353, 354 

Practical  plan  for 406, 407, 408 

Remarks 35-36, 39, 

655,  665,  679,  697,  759,  764,  772,  823,  824,  832,  833,  879, 
883,  884,  886,  887,  1059,  1101,  1103,  1185,  1189,  1210 
Securities — 

Federal  control 190, 191, 192 

Fluctuations 357 

National  regulation 98-99 

Not  proper  investments 368, 369 

Safety  of  investments 318 

Sherman  Antitrust  Act  not  beneficial 217 

Shreveport  case 83-84, 199, 200 

Southern  Railway 

Corporations 172 

Franchise ,       402 

Operation  in  various  States 168, 169 

Policy  of  improving  lines 194 

Preferred  stock 223 

Speculative  element 952 

Speed  of  trains 351 

State  control  of  costs ' 176 

State  laws,  power  of  Congress  to  repeal 414 

State  legislation,  effect  on  railroads 202, 203 

State's  rights — 

Attitude  of  Congress 187 

Disappearance  under  Government  ownership 335 
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Meaning  of 185, 186 

Relation  to  Government  ownership 175 

Relation  to  the  Constitution 188, 189, 190 

Relative  to  interstate  and  intrastate  business 394-395 

Stockholders,  rights  of 172-173, 174 

Stocks  and  bonds — 

Conditions  of  ownership 204,205,206 

Control  of 165 

Government  supervision 109 

Issuance  of,  for  financing  railroads 63-69, 355, 356 

Rights  of  holders 173-174 

Taxation 175-181, 941-942 

Value  when  issued 398, 399 

Taxation — 

On  interstate  commerce  by  the  States 93-94, 96 

Power  of 404-405 

Present  system 352, 353 

State,  burdensof 177 

State's  rights 175-176 

Stocks  and  bonds 175-181 

Texas  markets  as  distributing  points 201 

Total  net  incomes  of  railroads  reporting  to  Interstate  Commerce  Com- 
mission   385, 386 

Tracks,  double,  necessity  for 243,  244 

Traffic  divisions,  classification 182-183 

Traffic  managers,  necessity  of  bringing  together 218 

Transportation  facilities 58-59, 61-62, 108, 169, 863, 393, 623, 624, 627 

Virginia,  railroad  systems  incorporated  in 172 

Yards,  need  of  extension : . . .  243 

Thompson,  Judge  Owen  P.     (Public  Utilities  Commission  of  Illinois),  men- 
tioned as  witness 25, 421 

Thompson  v.  Pacific  Railroad,  opinion 137, 140, 263-264 

Thome,  Dr.  Clifford  (Chairman  State  Board  of  Railroad  Commissioners  of 
Iowa): 
Address  before  National  Association  Railway  Commissioners,  October 

12,1915 457-465 

"The  great  American  experiment " 460 

Minnesota  Rate  case,  Supreme  Court  decision  on 458, 459 

National  Government — 

Cemented  by  Chief  Justice  Marshall ' 459, 463 

Functions  of 461 

Rates,  State  regulation 459, 462, 463 

State  Government,  functions  of 461,  462,  463 

Tipton,  T.  C. ,  letter  from  relative  to  reciprocal  demurrage 1041 

ToUs,  "Texas  franchise  relative  to,  Max  "Thelen 444 

Tomlinson,  T.  W.  (secretary,  National  Live  Stock  Association,  mentioned  as 

witness 20 

Townsend,  Charles  E.  (Senator  from  Michigan): 
Interrogation  of — 

W.  M.  Acworth 1192-1195 

Julius  Kruttschnitt 904, 

909,  912,  917,  933,  947-963,  991, 1011, 1029, 1036, 1037 

R.  §.  Lovett 665,  680,  686,  770, 875,  876,  880 

Townsend,  J.  H.  (Southern  Hardware  Traffic  Association),  remarks  relative 

to  testimony 24 

Traffic  divisions: 

Classification  of,  A.  P.  Thom 182-183 

State  and  Interstate,  R.  S.  Lovett 715 

Traffic  managers,  necessity  of  bringing  together,  A.  P.  Thom 218 

Trainloads: 

Limits  of,  Julius  Kruttschnitt 961 

See  also  Overloading  of  trains. 
Transportation : 

Canada,  report  of  Royal  Commission .■ 1263-1360 

President  Wilson 's  message 3 
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Transportation  companies,  cooperation  with  the  Government,  Julius  Krutt- 

schnitt. 934-935 

Transportation  facilities: 
Views  of — 

S.  H.  Cowan 621,633,634,639 

Julius  Kruttschnitt 936 

R.  S.  Lovett 681,  682,  685,  838,  839,  846, 855 

A.  P.  Thom 58-59,  61-62, 108, 169,  363, 393,  623,  624, 627 

Transportation  of  troops.    See  Mobilization. 

Trespassing  on  railroads,  accidents  and  fatalities,  Julius  Kruttschnitt 1016-1020 

Trinity  &  Brazos  Valley  Railway  Co.,  financial  transactions 571-572, 575 

Trumbull,  Frank  (chairman  railroad  executives'  committee): 

Introduction  of,  W.  M.  Acworth 1101, 1102 

;      References  to 28,759,760 

Turnpike  case.    See  Covington  &  Lexington  Turnpike  Co. 

U. 

Underwood,   F.   D.  (Erie  Railroad  Co.),  member  of  railroad  executives' 

committee 28 

Underwood,  Hon.  Oscar  W.  (Senator  from  Alabama): 
Interrogation  of — 

Max  Thelen 466,  554-555 

A.  P.  Thom 234,  243,  350,  419,  420 

Member  of  committee 4 

Remarks  relative  to  testimony —  ]  3-14,  54 

XJnion  Pacific  Railway  Co.: 

Cars  loaded  with  food  products,  R.  S.  Lovett 774 

Club  houses,  R.  S.  Lovett 851 

Corporation  formed  by  act  of  Congress,  Max  Thelen 441,  446, 447 

Corporations  owning,  R ,  S .  Lovett 656 

Credit,  stability  of,  R.  S.  Lovett 658 

Dividends,  R .  S .  Lovett 782, 818 

Expenditures  during  Harriman  administration,  tables,  R.  S.  Lovett 661 

Income  available  for  dividends.  Max  Thelen 423 

Map  of,  R.  S.  Lovett 656 

Operation  under  Utah  State  charter,  R.  S.  Lovett 700, 701, 704 

Physical  properties,  R.  S.  Lovett 709 

Stock  ownership  in  Los  Angeles  &  Salt  Lake  Railroad  Co.,  R.  S.  Lovett.  656 

Stocks  and  bonds,  value  of,  R.  S.  Lovett 700,  701,  702,  704 

Taxation  burdensome,  R.  S.  Lovett 709 

Terminals,'  R.  S.  Lovett. . . : 828 

See  also  Railroad  Company  v.  Peniston. 

Union  Pacific  system,  map 826 

United  States,  railroads  in,  W.  M.  Acworth 1122, 1125, 1167-1170, 1181 

United  States  Board  of  Mediation  and  Conciliation,  service  of,  Julius  Krutt- 
schnitt  ; 939, 948 

Utah : 

Railroad  commission,  none  in,  R.  S.  Lovett 658 

Union  Pacific  Railroad,  operation  of,  under  State  charter,  R.  S.  Lovett.         700, 

701,  704 

V. 

Valuation  of  railroads: 

Interest  received  on  valuations,  F.  G.  Newlands 254,  255 

Necessity  for,  W.  J.  Bryan..... 477,478 

Van  Allen  v.  The  Assessors,  opinion 141,  268 

Van  Brocklin  v.  State  of  Tennessee,  opinion.  Justice  Gray 139, 266 

Virginia: 

Franchise  to  Southern  Railway  Co.,  taxation  of,  A.  P.  Thom 402 

Incorporation  of  railroads,  A.  P.  Thom 168, 172 

Stocks  and  bonds,  taxation,  A.  P.  Thom 178-179 
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"Wabash  case,  reference  to,  A.  P.  Thom 401 

Wages: 

Adamson  eight-hour  law,  effect  of,  R.  S.  Lovett 839 

Comparison  of  American  and  German,  S.  W.  Brookhart 601-602,  603 

Bloctric  railroads,  Julius  Ki'uttsohnitt 1010 

Fixing  of,  R.  S.  Lovett 729,  730 

Increase  in,  R.  S.  T/Ovett 823,  878 

Laws  relative  to,  Julius  Kruttschnitt 938 

Sherman  Act,  application  of,  R.  S.  Lovett " 676 

See  also  Salaries. 

"Wall  Street,  dividends,  system  of  distributing  earnings,  R.  S.  Lovett 782 

Wall  Street  Journal,  editorial  on  enlarging  Interstate  Commerce  Commission . .  900 

Walters,  H.  (Atlantic  Coast  Line),  member  of  railroad  executives'  committee.  28 

Water  power.  Government  rights  relative  to,  F.  G.  Newlands 503-510 

Water  transportation: 

Coordination  TOth  rail  transportation  — 

W.  M.  Acworth 1157, 1158 

F.  G.  Newlands 513-514, 525 

See  also  Inland  v^•atefways. 

Waterway  systems,  map  of,  F.  G.  Newlands - 657 

Western  advance  rate  case,  references  to,  S.  W,  Brookhart 589,  593,  609 

Western  of  France  Railroad,  nationalization  of,  W.  M.  Acworth. .  1117, 1118, 1119, 1120 
Western  Pacific  Railway  Co.: 

History  of,  Max  Thelen 543-544 

Stocks,  issuance  of.  Max  Thelen 556 

White,'  Chief  Justice,  Northern  Securities  case,  opinion 1052, 1053 

Wilcox  V.  Consolidated  Gas  Co.,  reference  to,  J.  J.  Esch 401 

Willard,  Daniel  (Baltimore  &  Ohio  Railroad): 

Average  movement  of  freight  cars 308 

Letter  quoted,  A.  P.  Thom. 242,  243 

Member  of  railroad  executives'  committee 28 

Wilson,  Woodrow  (President): 

Indorsed  by  Central  States  Conference  Rail  and  Water  Transportation . .  780 

Message  on  railroad  regulation 3, 225-226 

Wyoming,  rates  excessive,  S .  II.  ('owan 626 

Y. 

Yates,  Richard  (State  railroad  commission  of  Illinois),  remarks  relative  to 
testimony 26 
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